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FOREWORD

The Eighth Plan is being launched at a time of momentous changes in the world
and in India. The international political and economic order is being restructured everyday,
and as the 20th Century draws to a close, many of its distinguishing philosophies and
features have also been swept away. In this turbulent world, our policies must also deal
with changing realities. Our basic policies have stood us in very good stead, and now
provide us the opportunity to respond with flexibility to the new situation, so that we can
work uninterruptedly towards our basic aim of providing a rich and just life for our people.

Planning has been one of the pillars of our policies since Independence, and our
present strengths derive from its achievements. There is today a recognition that in many
areas of activity, development can best be ensured by freeing them of unnecessary controls
and regulations and withdrawing State intervention. At the same time, we believe that the
growth and development of the country cannot be left entirely to the market mechanism.
The market can be expected to bring about an "equilibrium" between "demand" - backed
by purchasing power - and "supply”, but it will not be able to ensure a balance between
"need" and "supply”. Planning is necessary to overcome such limitations of the market
mechanism. Planning is essential for macro-economic management, for taking care of the
peor and the downtrodden, who are mostly outside the market system and have little asset
endowment. It is thus not a choice between the market mechanism and planning; the
challenge is to effectively dovetail the two so that they are complementary to each other.

Human Development, in all its many facets, is the ultimate goal of the Eighth Plan.
It is towards fulfilling this goal that the Eighth Plan accords priority to the generation of
adequate employment opportunities to achieve near-full employment by the turn of the
century, building up of people's institutions, control of population growth, universalisation
of elementary education, eradication of illiteracy, provision of safe drinking water and
primary health facilities to all, growth and diversification of agriculture to achieve
self-sufficiency in foodgrains and generate surpluses for exports.

Government has introduced major reforms to provide greater competitive stimulus
to Indian industry. The Eighth Plan seeks to carry this process further and give much
greater emphasis on private initiative in industrial development. The public sector will
become selective in the coverage of activities and its investments will be focussed on
strategic, high-tech and essential infrastructure. The problems afflicting public sector units
will be squarely addressed with a view to making this sector strong and dynamic. To
create an appropriate environment for rapid industrial and economic growth, a major focus



of the Eighth Plan will be the strengthening of the physical infrastructure, particularly in
the areas of energy, transport, communication and irrigation.

The success of development programmes can be multiplied manifold if the people
are wholeheartedly involved in their implementation. The implementation strategy for the
Eighth Plan, therefore, relies on building and strengthening people's institutions and
making people active participants. The role of the Government will be to create
opportunities for the process of people's involvement in developmental activities.

The Eighth Plan envisages and average growth rate of 5.6% in GDP. It would be
financed mostly from domestic resources. The realisation of the objectives of the Plan
calls for an integrated set of macro-economic policies and the utmost financial discipline
on the part of all concerned - the Central and State Governments, public and private
enterprises and financial institutions. It also seeks to evolve a consensus and fruitful
cooperation among all the "social partners" in development, namely, Government,
farmers, trade unions, business, etc. The Plan is thus a joint endeavour in national
development.

The Planning Commission has done a truly commendable job in record time in
completing the entire deliberative process and finalising the Plan document, involving the
Central Ministries and the State Governments. I congratulate the Deputy Chairman,
Members and officers of the Planning Commission. 1 also thank Chief Ministers,
Governors and Central Ministers for making very constructive contributions towards the
formulation of the Plan and for giving their approval to the document.

Let us dedicate ourselves to the task of achieving the objectives set for the Plan.
Let us together buaild an India that is free from want, ignorance and disease; an India that
is vibrant and modern; and an India that is socially integrated and economically strong.

New Delhi (P.V. NARASIMHA RAOQ)
July 9, 1992



PREFACE

We are launching the Eighth Five Year Plan in the backdrop of widespread changes
which have altered the international social and economic order. Centralised economies
are opening up to free market forces and competition. We are also witnessing an eventful
release of people 's power for creative freedom and active involvement in restructuring
the economic order for human development. This tidal wzve of change has not left India
untouched. In these trying and turbulent times, we have o respond and adjust to the
changes quickly and creatively.

2. The challenges before us are many. Fiscal problems restrict the ability of the
Government to provide needed resources to maintain the impetus of growth. At the same
time, we have to ensure that the stimulus for sustaining the long-term growth of the
economy 1s strengthened in the immediate future. The process of economic reforms and
structural adjustments has to be carried forward without sacrificing the imperatives of
development. This calls for a delicate balancing of options in the formulation of the Plan.

3. We have to start rolling back the Public Sector investment from those sectors of the
economy where the private sector can move in and step up our investment in the social
sector. At the same time, we have to ensure that the infrastructure needed for economic
development continues to grow in this transitional period.

4. A third of our population lives in conditions of poverty, denied of the basic minimum
needs. We cannot have the ambivalent attitude of the developed market economies which
can afford to provide social security to its people. We do not have those kind of resources.
So, we have to move with caution. Those very processes, which stimulate growth,
sometimes tend to neglect the poor. I would like to quote the Prime Minister who summed
up the issue in the following words: "There is, however, one danger which we must
recognise and guard against in the "opening up" process. This could lead to wider
disparities within the society. To meet this situation, we have to enable the under-privi-
leged sections also to derive the benefit of the new opportunities. This process would
naturally need some time to fructify. Until that happens, there has to be a by-pass
arrangement whereby benefits reach the lowest rungs of the social pyramid directly from
the State. We are doing this".

The Eighth Plan has been formulated in the face of these chailenges. This makes it
a Plan with a difference. It isa Plan for managing the change, for managing the transition
from centrally planned economy to market-led economy without tearing our socio-cultural
fabric.



The New Role

5. Inline with the changed circumstances, we have redefined the role of the Planning
Commission. From a highly centralised planning system, we are gradually moving
towards indicative planning. Through clear prioritisation of goals, efforts will be made
to reduce the bottlenecks, making higher rates of growth possible. If each sector can
clearly visualise what is expected of it, then it can gear up to meet the set target. Through
the instrument of indicative planning, it will be possible to provide a clear picture of the
effects on the entire economy ot any change in governmental policy.

6.  The Planning Commission will play an integrative role and help in the development
of a holistic approach to the policy formulation in critical areas of development. The
Planning Commission will play a mediatory and facilitating role for managing the change
smoothly and creating a culture of high productivity and efficiency in the Government.

7. In addition to the resource allocation role, the Planning Commission will concern
itself with resource mobilisation for development as well as with efficient utilisation of the
funds. The key to efficient utilisation of resources lies in the creation of appropriate
self-managed organisations at all levels. In this area, the Planning Commission will play
a systems change role and provide internal consultancy for developing better systems.

Salient Features of the Plan

8.  This Plan has some features, which distinguish it from other plans and which, in my
view, form its essence.

9. Those features are:

- This Plan is indicative in nature. [t concentrates on building a long-term strategic
vision of the future and sets forth the priorities of the nation. While for the public
sector, the Plan goes into the details examining the alternatives and identifying
the specific projects in various sectors, for the rest of the economy it works out
sectoral targets and tends to provide promotional stimulus to the economy to grow
in the desired direction.

- The Plan recognises "human development” as the core of all developmental effort.
It is only healthy and educated people who can contribute to economic growth
and this growth, in turn, will contribute to human well being. The priority sectors
of the Plan that contribute towards realisation of this goal are health, education,
literacy and basic needs, including drinking water, housing and welfare pro-
grammes for the weaker sections. In the Eighth Plan, Governments at the Centre
and in the States will expand their role in this sphere.



No society in the long run can sustain the welfare of its people without economic
growth. For rapid economic development, the priority sectors identified for the
growth of infrastructure are power, transport and communications. The basic
assumption is that if we can provide these three essential ingredients in the urban
and rural areas, it will lead to accelerated economic growth.

The Plan attempts to correct the fiscal imbalances from which the Sixth and the
Seventh Plan suffered. The funding of the Plan has to be done in a non-inflationary
manner by avoiding the debt trap, both internally and externally. This calls for
reduction in Government's dissavings, higher resource mobilisation both by the
Centre and the States and improvement in the performance of public sector units.

This is an integrative Plan. If the results of our developmental activities so far
have not been commensurate with the investiments made, one of the main reasons
has been our fragmented approach. Too many agencies trying to do too many
things with a thin spread of resources has led to poor results. If we can integrate
our developmental efforts, the results can be much more impressive even with
these levels of investment. I think the time has come for us to take a close look
at the structure of the Government particularly in the priority areas of Rural
Development, Energy and Transport and bring together the various depart-
ments/agencies dealing in each of these areas under one umberalla for coordinated
policy formulation and implementation.

The Eighth Plan recognises the essential need to involve peopie in the process of

development. The attitude of passive observance and total dependence on the
government for developmental activities has become all-pervasive. It has to be
altered to a pro-active attitude of people taking initiative themselves. In the process
of development, people must operate and the Government must cooperate. In
this Plan, therefore, for the first time a new direction is being given to achieve
these objectives by the adoption of institutional approach. The Planning Commis-
sion has now worked out institutional strategies which will mean creating or
strengthening various peoples' institutions at the district, block and village level
in order to synthesise the purposes of investment, envisaged in the central plan
with optimisation of benefits at the grassroots level by relating these programmes
to the needs of people. Panchayats and Nagar Palikas, elected by the people,
will have to play a larger role in formulating and implementing the developmental
projects in their areas. They should be vested with adequate financial resources,
technical/managerial inputs and decision making authority. Involvement of
voluntary agencies and other peoples' institutions is essential for effective
micro-level participatory planning.

(iii)



- This Plan is performance onented. It concentrates not so much on its allocative
role, but on how to utilise the allocations optimally. The stress 1s on performance
improvement, qualily consciousness, competitiveness, efficiency of operations
and completion of the projects on time. In order to provide an incentive for good
performance and bring in result orientation the formula for giving central
assistance to states has been suitably amended.

- The Eighth Plan pays special attention to employment in the rural areas. If people
can get adequate earning opportunities where they reside normally, they would
not migrate to the urban areas. Such an expansion of employment opportunities
calis for a si=ii 0 emphasis in the rural development programmes from the
creation of rein:f type of employvment to the building up of durable productive
assets in the rur :i areas. These assets can enhance productivity and create more
job opportunitics, eading io sustained development.

- This is a flexible Plan with scope for change, innovation and adjustment. In the
outlays, that we have proposed for the States and some of the Central Ministries,
there is a fairly large component < { resources that the States and Centre! winistries
have to raise themselves. Unless these resources become available, it will not be
possible for us to fund this Plan. Also, there are some sectors like power,
transport and communica:ons which, we feel, should have got higher outlays in
line with the prioruies accorded to thum. This resource gap :s sought to be filled
by private sector investment in these areas. We intend to undertake mid-course
review both with the States as well as the Central Ministries and, if need be, take
remedial measures.

Macro Dimensions

10.  The Plan proposes a growth rate of 5.6 per cent per annum on ‘an average during
the Plan period. The level of national investment is proposed at Rs.798000 crores and the
public sector outlay at Rs.434,100 crores. Consistent with the expected resource position,
the size of the Pians of the States and Union Territories is projected at Rs. 186,235 crores
and of the Central Plan at Rs.247,865 crores. This may be compared with the Seventh
Plan outlay of Rs. 180,000 crores, comprising Rs. 89,466 crores for the States and UTs
and Rs. 95,534 crores for the Centre.

11.  The outlays in the public sector are financed by budgetary support and domestic and
foreign borrowings. The total budgetary support in the Eighth Plan is Rs. 188,475 crores
at 1991-92 prices, which 1s 43.4% of the outlay. Budgetary support becomes a crucial
factor in determining the outlays of sectors which do not have any access to internal
resources or borrowings. Besides, in the physical infrastructure areas such as power and
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transport including railways, a certain minimum budgetary support has to be made available
even though they may have access to internal resources and borrowings.

Plan Allocation

12. A look at the allocations made to the priority sectors in the Eighth Plan shows that
nearly 81.7 per cent of the total budgetary support to the Central Ministries has now gone
to the social, infrastructure and agricultural sectors. This compares with 70 per cent in
the Seventh Plan.

13, The total Plan outlay of States, including Area Programmes, will be Rs. 179,985
crores. The total budgetary support to the State Plans will be Rs. 78,500 crores, which
includes normal Central assistance, Central assistance against externally-aided pro-
grammes as well as Plan revenue deficit grants. What we have now planned for the States
is a little more than twice the Seventh Plan level.

14.  The investment on the agriculture sector in the economy has been declining as a
proportion of the total investment. Agriculture has to keep growing under the constraint
of limited availability of land for which non-agricultural demands are also increasing. The
burden of feeding a growing population lies on agriculture. We should also not lose sight
of the fact that about two-thirds of employment is provided by agriculture and a large
segment of our export earnings come from this sector. Therefore, the agricultural sector
needs to be given a high priority. The private investment in this area can flourish only in
the backdrop of a good infrastructure created by the efforts of the public sector. Major
developmental responsibilities in agriculture lie with the States and greater efforts will
have to be directed towards the development of agriculture and rural infrastructure. In this
context, I must draw particular attention of those States, which have not so far experienced
the benefits of green revolution ----the States in the Eastern region.

Employment Generation

15. If we are to reach ultimately the goal of full employment by the turn of the century,
we will have to concentrate on creating job opportunities, particularly in the rural areas.
The Central Plan has made a substantial step-up in the outlay for Department of Rural
Development from Rs. 4900 crores approved in the Seventh Plan, (against which the actual
expenditure was about Rs. 10,800 crores) to Rs. 30,000 crores in the Eighth Plan. In this
context, the rural development programmes will have to be revamped in order to become
more effective and more productive.

16.  The emphasis has to shift from the creation of relief type of employment to the

building up of durable productive assets in the rural areas. The productive assets, which
contribute to the overall development of the rural areas, are: all-weather rural roads; minor
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irrigation works like percolation tanks etc; land levelling and prevention of soil erosion/im-
provement of soil; social forestry; school buildings and buildings for primary health
centres; vocational training and production centres etc. Any additional resources for
generation of wage-employment should be restricted to the identitied “ backward' districts.

Infrastructure

17. The Sixth and the Seventh Plans made a determined effort to improve power supply.
While we have not been able to electrify all homes, we have, by and large, been able to
provide power to productive activities particularly in industry, agriculture and commercial
sectors. This was possible because of the leading role played by the Centre. The Central
Plan contributed 45 per cent of the capacity addition during the Seventh Plan as compared
to 6 per cent in the Fifth Plan. The Central projects have enabled the creation of regional
grids which are being enmeshed into a national grid. The priority of the Central Plan in
the power sector now will be towards integrating the national power supply system so as
to improve its utilisation and to correct the present adverse hydel-thermal mix which has
reached so low as to threaten the optimal utilisation of thermal capacity. To make this
possible, States will have to assume a greater role in power capacity addition and the
associated distribution net work in the short and medium term. I would urge the States to
allocate adequate resources for the power sector to match the expansion in demand during
the Eighth Plan and the early years of the Ninth Plan. These resources have to be generated
from within the State Electricity Boards and the Electricity departments and not by
borrowings from the State Governments.

Financing the Plan

18. While working cut the financing pattern of the Eighth Plan, one of our major concerns
was to avoid the trap that we had got into during the Seventh Plan. At the time of
formulation of the Seventh Plan, it was envisaged that nearly 40 per cent of the total public
sector outlay would be financed by the balance from the current revenues and by the
contribution from public enterprises, both inclusive of additional resource mobilisation.
Ultimatély, the contribution from BCR and public sector enterprises turned out to be only
20 per cent of the total outlay and the balance was met through borrowings. That created
an internal debt-trap and acute BOP crisis.  We want to avoid that situation and confine
the Public Sector outlay to an irreducible minimum fevel essential for ensuring the targetted
growth.

19.  To achieve that, we have to reduce the government's dis-savings drastically from
2.3 per cent of G.D.P. recorded in 1991-92 to an average of 1.1 per cent of G.D.P. for
the Eighth Plan period. Generation of more savings by the Government is a crucial element
underlying the financing pattern of the public sector investment in the Eighth Plan. It is
essential that the contribution from Balance tfrom Current Revenue (BCR) during the Eighth
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Plan is not less than 8 per cent of the public sector outlay, as against 3 per cent during the
Seventh Plan. The contribution from State Public enterprises must improve substantially.
The Plan must be funded in a non-inflationary manner and by avoiding debt-trap ---- both
internal and external. Hard decisions, both in relation to resource mobilisation and
containment of expenditure including subsidies, are called for in order to achieve this.

Assumptions

20.  The success of the Eighth Plan rests on achieving some targets. These are : a
reasonable degree of price stability ; exprot growth rate of 13.6% in  volume terms;
limiting imports to a growth rate of 8.4% of the GDP ; savings rate of 21.6% and limiting
of government dis-savings to 1.1 per cent. The present inflationary trend in the economy
has to be contained. Determined efforts to augment our resources have to be made. A
surplus in current revenue must be generated to fund developmental expenditure by
drastically reducing non- developmental expenditure. We must seriously consider how
long the sectors, which have the capacity to pay, should be allowed to remain untapped
for contributing to the exchequer to overcome the resource crunch and restore fiscal
balance. While reducing the non- developmental expenditure, we must look critically at
the expenditure on defence, subsidies and establishment costs. Resources necessary to
improve the conditions of the weaker sections would just not be available if the relatively
affluent sections are not made to share the burden of financing the poverty alleviation
programmes.

Balance of Payments

21. Another area of critical concern relates to the balance of payments. It is imperative
that, during the Eighth Plan, steps are taken to correct the fundamental weaknesses in the
country's BoP position. Originally, it was feit that the current account deficit should be
contained at a level equivalent to 1.4 per cent of the GDP. In a further assessment of the
export prospects and import needs, it has been decided to keep the current account deficit
at 1.6 per cent of the GDP during the Eighth Plan. Containing the current account deficit
at this level is not going to be an easy task. We will need to pay special attention to
restricting the imports of crude oil and petroleum products. This task has been made very
difficult by the fall in output of crude oil much below the levels projected just about a year
ago. We have to provide for adequate energy input to sustain economic growth. It is in
this context that [ urge a more concerted effort on tapping commercially viable sources of
alternate domestic fuels, a close monitoring of consumption and an appropriate pricing
policy.
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Plan Implementation

22. Now let me turn to the vital area of implementation and operationalising the concepts
presented in the Eighth Plan. How do we ensure that the benefits of Plan programmes
like Minimum Needs Programme and employment generation schemes reach the intended
beneficiaries? To my mind, this calls for large scale involvement of the people in the
process of development. We had set up a task force to suggest various practicable
institutional options for involving people in the task of development and for reducing
their dependence on government for everything. The report has since been received and
examined by us. As a first step towards the implementation of some of the recommenda-
tions made by the task force, I had called a meeting of the voluntary agencies in order to
workout an action plan and also to seek their whole-hearted involvement in this process.
The action plans formulated in this workshop are now ready for implementation. It iz
proposed to launch the experiment of micro-level participatory planning in 150 blocks
during the first year of the Eighth Plan through creation of a three-tier institutional system.
This system requires local communities at village, block and district level to diagnose
needs, workout the priorities and implement plans using the collective wisdom of the
people, knowledge of the experts and administrative skills of the government functionaries.
This may require a change in the existing programme-oriented approach wherein we
determine standardised activities to be undertaken in all the villages without any flexibility.
Our accent on institutional approach is to provide a community instrument which would
determine what people really need and how it can be achieved most effectively. The
organisational structure has already been worked out and during the first year of the Plan
we intend to start pilot projects in 150 Blocks. Depending upon the results, the experiment
will be extended to 500 Blocks during the Eigi:ih ive Year Plan.

23.  Another initiative taken by us to bring together the farmers, business community,
banking institutions, scientific institutions and various governmental agencies is reflected
in the setting up of Small Farmers Agri-Business Consortium (SFAC). We had identified
10 areas where we have comparative advantage by global standards because of our
agro-ecological and socio- economic conditions. These are : Food crops, Oilseeds, Cotton,
Sugarcane, Horticulture, Sericulture, Dairy development, Poultry, Aquaculture and
Agro-Forestry. By setting up this Consortium, we intend to improve the efficiency of
production and post-harvest technologies and develop suitable marketing network. This
will lead to creation of jobs as well as income generation. All the ground work for the
setting up of this Consortium as a registered society has now been completed and it is
hoped that the Consortium will start functioning soon.

24, We are also working out a monitoring system which will provide us timely signals
of the performance of the State Governments in the priority sectors of the Plan. It is my
hope that with all these measures we have initiated, it will be possible to monitor and
implement the Plan more effectively.
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25. In order to provide expert advice to the State Governments and Central Ministries,
we propose to set up Consultancy groups in the areas of financial managment, population
and rural health services, vocationalization of education, horticulture and micro-level
planning. Each group will have a panel of experts drawn from Government agencies as
well as educational and professional bodies. On invitation from State Governments and
Central Ministries, these groups will work with them in chosen areas for development and
problem solving. They will also act as "integrators” and build effective channels of
communication and inter- action between main wings of the Government.

26. At the threshold of the Eighth Five Year Plan we have an India which posseses
differentiated infrastructure with immense potential for industrialisation. Most of the
villages have access to electricity and will shortly be within the reach of modern
telecommunication net-work. Income and consumption levels have risen. The consump-
tion basket has diversified. The incidence of poverty has declined. The average life
expectancy has gone up. The death and birth rates have declined. Literacy has improved
and the educational base has widened. We now have a robust and resilient agricultural
economy with near self- sufficiency in food production. We have a large pool of skilled
manpower and ample entrepreneurial resources. The growth performance of atleast a
decade preceeding the Eighth Plan has been good. The liberalisation process initiated last
year is gathering momentum offering new opportunities.

27. It is in this background that we launch the Eighth Plan. This Plan represents our
shared commitment to the achievement of national priorities. This Plan is built on the
edifice of promises that we have made to the nation. The success of this Plan will depend
on how well we meet our commitments and keep our promises.

.
) \% gk Q“QL‘/KLJAQ
(PRANAB MUKHERIJEE)

New Delhi Deputy Chairman
18th June, 1992 Planning Commission
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CHAPTER 1
OBJECTIVES AND ORIENTATION

1.1.1 The launching of the First Five Year Plan
in April 1951 initiated a process of development
aimed not only at raising the standard of living
of the people but also opening out to them new
opportunities for a richer and more varied life.
This was sought to be achieved by planning for
growth, modernisation, selt-reliance and social
Justice. We have come a long way over the past
forty years. A largely agrarian feudal economy
at the time of independence has been trans-
formed into one based on a well developed and
a highly diversified infrastructure with immense
potential for industrialisation. Income and con-
sumption levels have significantly risen. Con-
sumption basket has diversitied. Incidence of
poverty has visibly declined. The average lite
expectancy has gone up. The death and the birth
rates have declined. Literacy has improved and
the educational base has widened.

1.1.2 We now have a robust and resilient
agricultural economy with near selt-sutticiency
in food production. We have built a diversified
industrial and service structure. We have a large
pool of skilled manpower and ample entrepre-
neurial capabilities. The growth performance of
atleast a decade preceeding the Eighth Plan has
been impressive. We have the wherewithal for
further progress. Hence, the task before the
Eighth Plan is to use these advantages for further
growth and lay strong foundations for even
higher growth in the future.

1.1.3 The economy has passed through ditticult
circumstances during the last couple of years.
The growing fiscal gap and the sudden depletion
of toreign exchange resources created a situation
which put severe strains on the economic system
leading to drastic import curbs, high rate of
inflation and recession in industry. This in turn
has led to the projection of very low growth in
1991-92, which happens to be the base year of
the Eighth Plan. Corrective measures have al-
ready been initiated by way of planned fiscal
reforms and policy changes. The Eighth Plan
will thus have to reorient some of the develop-
ment paradigms, since its objective is to lay a
sound foundation for higher growth and to
achieve the most significant goals, namely, im-
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provement in the levels of living, health and
education of the people, tull employment, elimi-
nation of poverty and a planned growth in popu-
lation.

1.1.4 The public sector was assigned a place of
commanding height in the Indian ¢conomic
scene. It was expected to create the basic
infra-structure for development, be a pace setter
in taking risk and nurturing entreprencurship,
take care of the social needs, help the poor and
the weak and create an environment of equal
opportunities and social justice. The public sec-
tor has expanded considerably. Its expanse and
its influence may not be measured just by the
size of its contribution to GDP or its share in
investment, but by the fact that it touches every
aspect of life.  In the process, it has made the
people take the public sector for granted, oblivi-
ous of certain crucial factors like efficiency,
productivity and competitive ability. This has
eroded the public sector's own sense of respon-
sibility and initiative. Many of the public sector
enterprises have turned into slow moving, inet-
ficient giants. A certain amount of complacency
has set in which is not conducive to growth.
While there are several social and infrastructural
sectors where only the public sector can deliver
the goods, it has to be made efticient and surplus
generating. [t must also give up activities which
are not essential to its role. The Eighth Plan has
to undertake this task of reorientation.

1.1.5 The Eighth Plan will have to under-
take re- examination and reorientation of the
role of the Government as well as the process of
planning. It will have to work out the ways and
means of involving people in the developmental
task and social evolution. It will have to
strengthen the people's participatory institu-
tions. In keeping with these objectives, the
process of planning will have to be re- oriented
s0 as to make planning largely indicative. This,
in turn, will imply a somewhat changed role for
the Planning Commission. The Planning Com-
mission will have to concentrate on anticipating
future trends and evolve integrated strategies for
achieving the highest possible [evel of develop-
ment of the country in keeping with the interna-



tionaily competitive standards. In place of the
resource allocation role which very largely char-
acterised the working of the Planning Commis-
sion in the past, it will have to concentrate on
optimal utilization of the limited available re-
sources. This will call for the creation of a
culture of high productivity and cost efficiency
in the Government both at the Centre and the
States and the Planning Commission will have
to play the role of a change agent. At the same
time, it must provide the broad blue-print for
achieving the essential social and economic ob-
jectives and indicate the directions in which the
economy and the various sub-sectors should be
moving. It should pin-point areas in which
advance action should be taken to avoid serious
bottlenecks. Planning must thus proceed trom
a vision of the society to be created, and through
an appropriate mix of policy instruments influ-
ence the decisions of the various economic agen-
cies to achieve the desired goals. In this sense,
indicative planning is a more difficult exercise.

[.1.6  The Eighth Plan is being launched at a
time which marks a turning point in both inter-
national and domestic economic environment.
All over the world centralised economies are
disintegrating. On the other hand, economies
of several regions are getting integrated under
a common philosophy of growth, guided by the
market forces and liberal policies. The empha-
sis is on autonomy and efficiency induced by
competition. We cannot remain untouched by
these trends. We have to draw lessons from the
development experience of other nations during
the last four decades. Development economics
was largely theoretical when India started her
planning in 1951. It has now acquired consider-
able empirical knowledge based on the rich
applied experience of many nations, among
whom there are success stories as also failures.
Indian planning needs to draw on some of these
lessons. It also needs to be guided by its own
experience, gained during the last four decades.
If planning has to retain its relevance, it must be
willing to make appropriate mid-course correc-
tions and adjustments. In that process, it may
be necessary to shed off some of the practices
and precepts of the past which have outlived
their utility and to adopt new practices and
precepts, in the light of the experience gained by
us and by other nations.

The Development Performance

1.2.1  The Indian economy, which was stag-
nant during the first halt of this century, started
growing after the Five Year Plans were
launched. However, the growth rate in Gross
Domestic Product (GDP) remained lower than
expected and hovered around 3.5 per cent per
annum for the first three decades of the devel-
opmental phase. It was only in the cighties that
a clear break from this was observed. The
growth rate in the cighties was neariy 5.5 per
cent per annum. This change was accompanied
by a perceptible rise in the growth in agricuhtural
income, a significant increase 1n the rzie of
growth of per capita consumption and a decline
in capital output ratio indicating more efficient
use of capital (Table 1.1). These are mutually
reinforcing trends.

1.2.2  The finances needed for development
were raised mainly through domestic savings
which contributed between 90 and 95 per cent
of investment in different periods. The rate of
savings increased from an average of 10.3 per
cent of GDP during 1951-56 to 21.7 per cent
during 1976-81 (Table 1.2). It, however, de-
clined in the eighties, averaging around 20 per
cent. In the last two to three years again, the
savings increased to levels ranging between 21
and 22 per cent of GDP. Household sector was
the largest contributor to domestic savings, with
its share rising over the years. On the whole,
performance of the Indian economy in the arca
of savings has been good as compared to many
other developing countries. There have, how-
ever, been certain disturbing trends in this
sphere in recent years. The public sector saving
was declining, and in the Government sector,
particularly, the savings turned negative in
1983-84. Since then, the gap has been widening.

1.2.3 A rising saving rate sustained a rising
rate of investment. The rate of investment in-
creased from about 10.7 per cent of GDP in the
period 1951-56 to about 23 per cent in 1985-92.
The biggest increase in the rate of investment
occured in the public sector. The share of public
sector increased from 27 per cent of total invest-
ment in 1950-51 to a little over 46 per cent in
the Seventh Plan. However, the growth rate of
the economy was not commensurate with the
rising levels of investment in the first three
decades of planning. The capital output ratio
was increasing. The deterioration in the incre-



Table 1.1 GOR Growth, Rates of Investment and Incremental Capital Qutput

Ratio {(ICOR) in Indian Economy(1951 - 1990)

S.NO PERIOD Growth in Investment ICOR

GDP at Rate %
Factor Cost %

0 1 2 3 4
Ui5-30 3ol 10.66 2.95

4.27 14.52 3.40

284 15.45 5.4

1966-67 w 197071 4.66 15.99 3.43
1971-72 to 1975-76 3.08 17.87 5.80
1976-77 1o 1980-81 3.24 21.47 6.63
1981-82 1o 1985-36 5.06 20.98 4.15
1985-86 tv 1989-90 5.81 22.70 3.91
1983-86 to 1991 92* 5.31 23.17 4.36

SN e U R

Note:

Etimates are based on the New Series of National Accounts Statistics, Central
Statistical Organisation,

*: The average growth rate, mvestment rate and ICOR for a seven year period
(198RS %A (o 199 1-921 has been worked vut by including the esumaies of growth
and 1nvosiment rute for 1990-91 as reported in the Quick Estimates of CSO
(refeased wn Feb.1992), and by assuming a growth rate of 2.5 % for 1991-92
(as projected in Economic Survey 1991-92) .

Table 1.2 Rates of Savings

(1951 - 1990) Percent
S.NO Period Household  Private Public  Non-dep.  Public All
Sector  Corporate Authorities  Enter- Sector Sectors
Seztor prises

0 1 2 3 4 5 6 7
1. 1951-52 to 1955-56 7.57 1.03 1.49 0.19 1.68 10.28
2. 1956-57 to 19606} 8.59 1.21 1.55 0.38 1.93 11.73
3. 1961-62 to 1965-66 8.37 1.71 2.59 0.54 3.13 13.21
4. 1966-67 to 1970-71 10.64 1.31 1.70 0.70 2.40 14.35
5. 1971-72 to 1975-76 12.40 1.64 2.15 1.09 3.24 17.27
6. 1976-77 to 1980-81 15.71 1.61 2.86 1.46 4.32 21.65
7. 1981-82 to 1985-86 14.02 1.69 1.20 2.45 3.65 19.36
8. 1985-86 to 1989-90 16.01 2.03 -0.87 3.21 2.34 20.37




weontal capital-output vatio (1COR) could be
attributed to & variety of fuctors. Some of them
were the consequences of the very process of
development, like changes in the composition of
investment (e.g., from engineering to chemical
industries) and rising real costs in certain sectors
like irrigation and mineral development where
the easier opportunities had been exhausted tirst.
The changes in the composition of output do not,
however, tully explain the rise in ICOR. There
were other avoidable factors and most of these
could be grouped together under the expression
“inefficiency in resource use”. There were sub-
stantial time and cost overruns in execution of
several projects.  Also, the low level of capital
utilisation was due to lack of adequate synchro-
nication in the implementation of inter-linked
projects. However, the growth performance of
the economy improved signiticantly in the dec-
ade of the eighties and correspondingly the
ICOR also declined. The build-up of the infra-
structures and other capabilities over the earlier
three decades certainly was used to advantage in
sustaining the growth in the cighties. There is
vet scope for improving the resource use in the

economy in order to bring down the ICOR
further and the all-round cost of production.

1.2.4  Given the structure of Indian economy,
the growth in the national income has largely
been determined by the trends in agricultural
production. The reason is that agriculture is the
fargest component of GDP and has overall im-
pact on other sectors via input linkages, employ-
ment and incomes. The average performance of
the agriculture sector has shown some improve-
ment in the eighties as compared to the ecarlier
decades {table 1.3). As other sectors have come
up, the share of agriculture in GDP has now
stabilised at about 33 per cent as compared to
about 55 per cent in the carly fifties (table 1.4).
[t is still quite large. Agriculture has been
subject to wide year-to-year tluctuations due to
the weather factor. Wherever irrigation and
power are available on an assured basis, agricul-
ture has performed remarkably well in terms of
its response to the high-yielding varieties, inten-
sity and diversification. These trends need to be
strengthened particularly in the Eastern region
and in the dry belt. Combination ot agri-busi-

Table 1.3 Sectoral Growth in Gross Domestic Product
( Percent per annum, based on GDP series at 1980-81 prices)

S.NO. & Sector

1951-52 1956-57 1961-62 1966-67 1971-72 1976-77 1981-82 1985-86

to to to to to to to to
1955-56 1960-61 1965-66 1970-71 1975-76 1980-81 1985-86 1989-90
\ A\N W o ¥ " w
I Agriculture 2.88 3.35 -0.28 5.36 2.33 1.33 3.16 3.59
2 Mining And Quarrying 4.40 6.96 6.76 1.31 5.38 4.53 6.91 7.03
3 Manufacturing 5.84 6.28 6.62 3.96 3.33 4.86 6.99 6.72
3.1 Registered 6.18 8.24 8.34 4.67 2.39 5.28 8.56 6.30
3.2 Unregistered 5.62 4.38 4.60 3.16 4.61 4.39 4.88 7.41
4 Llectricity
Gas & Water Supply 8.68 1200 12.84 9.54 6.83 6.91 8.41 9.60
5 Construction 6.80 6.70 6.83 4.36 1.47 5.11 3.36 4.06
6 Trade Hotels & Restaurants 4.79 5.77 5.39 4.22 4.10 4.49 5.96 6.57
TTransport,Storage& 4.38 6.99 6.27 4.72 6.54 5.78 6.81 8.04
Communications
8 Financing, Etc. 3.12 2.83 3.31 3.54 3.61 4.56 6.39 8.27
9 Public Admn. &Detense 3.45 6.83 8.97 6.83 4.89 5.89 6.76 8.69
10 Other Services 2.79 3.32 4.24 3.61 2.95 3.00 4.56 6.12
Il Total 3.0l 4.27 2.84 4.66 3.08 3.24 5.06 5.81




Table 1.4 Sectoral Distribution in Gross Domestic Product

(Percentage share)

S.No. & Sector 1951-52 1956-57 1961-62 1966-67 1971-72 1976-77 1981-82 1985-86
to to to to to to to to
1955-56 1960-61 1965-66 1970-71 1975-76 1980-81 1985-86 1989-90
I Agriculture 5491  51.86 46.61 43.76 42,04 3875 306.48 32.82
2 Mining And Quarrying 11> 1.18 1.39 1.45 1.38 1.46 1.69 1.76
3 Manufacturing 11.88  13.47 15.77 i6.17 16.95 18.02 18.85 20.00
3.1 Registered 5.50 6.78 8.65 9.14 9.63 10.35 11.25 12.11
3.2 Unregistered 6.38 6.69 7.12 7.03 7.32 7.67 7.60 7.89
4 Electricity
Gas & Water Supply 0.38 0.53 0.79 L1t 1.33 1.62 1.84 2.14
S Construction 3.37 3.89 4.56 5.32 4.74 4.91 4.64 4.43
6 Trade Hotels & Restaurants 8.62 9.38 10.46 10.82 11.05 11.89 12.21 12.67
7 Transport,storage
& Communications 2.51 2.84 3.23 3.53 3.90 4.42 4.77 5.26
8 Financing, Etc. 8.88 8.56 8.29 8.20 8.45 8.83 9.02 9.84
9 Public Admn. & Defence 2.24 2.48 3.05 3.63 4.17 4.42 4.84 5.48
10 Other Services 6.07 5.82 5.84 6.01 5.98 5.69 5.65 5.60
L Total 100,00 100.00  100.00 100.00 100.00 100.00 100.00 100.00

ness, with farming, has to be encouraged in
order to raise the average level of agricultural
incomes. to increase the evport possibilities and
raise value-added component in exports.  The
Eighth Plan will devote itself to these tasks.

1.2.5 Manufacturing will occupy a crucial
position in future economic development. The
nation's ability to grow fast, export, be com-
petitive and create an expanding base for direct
and indirect growth of productive employment
will depend upon the growth and etficiency of
the manufacturing sector. This sector needs the
support of the best of technology. In turn, it
will help create a wider technological base in
the country. After a good start in the Second
and the Third Plans, the growth performance of
the manufacturing sector declined during the late
sixties and the seventies, but picked up again
during the eighties (table 1.3). The perform-
ance during the eighties was supported by initia-
tion of steps towards liberalisation in import and
industrial policies, besides relatively better per-
formance of the infrastructure sectors, particu-
larly energy and transport. Due to the foreign

exchange crisis and curbs on imports and general
resource crunch constraining demand, the manu-
facturing sector experienced 4 recession in
1991-92. But, given the efficacy of corrective
steps already under implementation, the indus-
trial growth is expected to pick up again.  The
Eighth Plan will concentrate on building a sound
foundation for industrial growth, modernisation
and productivity improvements. To do this
eftectively, the areas of comparative advantage
must be clearly identified.

1.2.6 A major strength of the economy has
been the large base of natural resources. The
strategy for self reliance in food and basic indus-
tries was pursued through large allocation of
investible resources to the development of irri-
gation, energy and transport sectors. With ex-
perience in project execution, the period of
project completion i.c. the time lag between
investment and benetits, could be reduced. The
shortfalls in Plan targets of power, railways,
coal, oil, etc., were sharply reduced during the
eighties. This also contributed to a reduction in
ICOR. The capabilities to manage the opera-



tions of the projects, in technica! s well as in
financial terms, however, did not come upto the
assumptions made at the time of investment
decisions. Since the operation was not ina "free
market" situation, the cost consciousness was
lacking. The goods and services were provided
generally at prices determined on the cost-plus
basis. The svstem of adininistered prices gen-
erally pursued in these sectors was not erfective
to check inetficiency. The policy of subsidising
specific groups of consumers had two effects.
First, the subsidy clement could not become
transparent enough to be reflected clearly in
terms of costs and social benefits flowing there-
from.  Secondly, the rise in the demand for
services of infrastructure from certain sections
of the consumers was high, leading to persistent
shortages. The net result of the lack of cost
consciousness and business outlook in opera-
tions was the inability of these sectors to gener-
ate the resources required for their own
expansion, let alone producing a surplus for the
others.

1.2.7 In more recent years these sectors have
been mobilising their capital directly from the
market at prices which more closcly relfect the
scarcity of capital. At the enterprise level, the
cost consciousness is building up. Another im-
portant development has been the emphasis on
modernisation and system improvement in these
sectors. An efficient operation of infrastructure
sectors is a must for development.

1.2.8  Growth has brought about a structural
change in the economy. This has surfaced in the
form of a shift in the sectoral compaosition of
production, diversification of activities, ad-
vancement of technology and a gradual trans-
tormation of a teudal and colonial economy into
a modern industrial nation. The composition of
national income has changed steadily over the
planning era (Table 1.4). While the share of
agriculture and allied activities in the GDP has
declined, that of the tertiary sector has in-
creased. The expansion of services has not only
been conducive for employment generation but
also for better efficiency of the system and better
quality of life. It should be noted that education,
health care, extension work, research and its
application are all part of the services sector.
They all contribute to the quality of life as well
as productivity. As regards the secondary sec-
tor, the increase in its share in GDP is due

mainly to improved pertormance ot the intra-
structure iike elzciricity, gas and water supply
and the growth of registered manufacturing sec-
tors. ‘Though the share of agriculture sector in
the rate of growth of GDP is still quite large, for
the first tim:=, in the Seventh Plan it was less than
the contribui.on of tertiary sector. Tins is one
wibe son o e ooof significant step-up in the
pace ¢ i growlin.

1.2.9  The country has succeeded in creating a
good base for scientific and industrial research.
in agriculture, an integrated system involving
research institutes, agricultural universities and
an extension machinery has been set-up. In
industry, there is a network of industrial re-
search laboratories. Research and Development
divisions have bzen established in major enter-
prises and consultancy firms have come up for
project consultancy and design engineering.
The basis for this advance lies in the rapid
expansion of higher and technical education.
India now has the third largest scientific and
technical work force in the world. However, we
still have a long way to go to catch up with the
better placed countries of the world. We also
have to strengthen considerably the capacity of
our system to absorb the modern technology
fully and raqke turthec advances init, The ulti-
mate aim of technological progress is improve-
ment in productivity, efficiency in the use of
basic resources like land, water and minerals and
increase in income and employment.

Imperatives for Change

1.3.1 Starting with a poor base and getting
tfurther heated in tiie process of growth, the
Indian 2conomy was beset with scarcities of
resources and materials from the very begin-
ning. The scarcity situation was sought to be
tackled through a regulatory framework. Li-
cences for production and imports, control of
distribution, a regime of administered prices and
subsidies were its main features. This regulatory
mechanism did manage to save the economy
from extreme ditficulties fike debt trap and the
social unrest that arise from the breakdown in
supplies of basic consumption goods. The econ-
omy could sustain through the wars, the
droughts and the oil shocks. Yet, those who got
the allocation of resources through the regula-
tory regime benefited more than the others.
Vested interests got established. The regulatory
framework was expected to protect the con-



sumer against those who obtained the resources
for production through the same mechanism.
But, the latter often gained through the system
atthecost ofthe consumer and the common man.

1.3.2  The equity objective was sought to be
pursued through redistribution of assets. But,
land reforms could not be implemented eftec-
tively. The problem of poverty could not be
tackled through growth, which itselt was slow
over a long period of time. Hence, direct inter-
vention through poverty alleviation programmes
became necessary. Self-employment and wage-
employment programmes were taken up in the
Government component of the public sector
plan. But the constraints ot Government re-
sources permit only a limited role for such
programmes. Moreover, the orientation in these
programmes has shifted from building assets of
durable nature to providing relief johs, and the
programmes are beset with substantial leakages.

1.3.3 A sustained high growth rate has pushed
the Indian population to unsupportable numbers.
The 1991 Census revealed a population of 844
million.  Such dizzying rate of population
growth negates whatever gains the nation has
been able to achieve in agricultural, industrial
and services sectors. Also, this leads to an
unbearable burden on health, education and
housing sectors. If this trend is not halted, it will
never be possible to render social and economic
justice to millions of our masses. The current
rate of population growth is simply not sustain-
able.

1.3.4 The growing unemployment has been a
major problem of the eighties and is going to be
even worse in the nineties. Provision of employ-
ment to all the job-seekers is going to be a major
challenge for the planners during this decade.

1.3.5 The entire popultion does not have ac-
cess to all the basic necessities of life - drinking
water and health facilities, in particular. Infant
mortality is still high and literacy levels, particu-
larly among the women are low. The social
infrastructure has to be attended to with a degree
of urgency in the next phase of development.

1.3.6 There has been a marked acceleration in
urbanisation over the past two decades. If the
present trends continue, urban population may
account for about one-third of the total popula-

tion by the turn of the century. Urban infrastruc-
ture, even at a minimum level, for this size of
population will need considerable resources.

1.3.7  Although in the eighties some signs of
improvement in certain less advanced States
have been observed, regional disparities con-
tinue to exist. Development institutions and or-
ganisational capabilities in the backward regions
of the country and the delivery system for devel-
opment programmes would need to be strength-
ened to deal effectively with the problems of
development and redistributive justice.

1.3.8 Technological change in agriculture has
led to increases in cropping intensities. But, in
areas of developed agriculture, further absorp-
tion of labour is declining and there is need for
greater economic diversification. In the face of
the shrinking size of average holdings, the spe-
ciul needs of inputs, capital, processing and
marketing for small land holdings should be paid
attention,

1.3.9  From the point of view of long-range
sustainability, the need for greater efficiency in
the management of natural resources-land,
water, minerals, etc. - has become urgent. A
vigorous effort has to be made for recovering
the wastelands and extending the green cover. A
package of incentives to promote efficiency in
the use of nature-based resources needs to be
devised as a matter of priority. Energy use
efficiency and energy conservation need particu-
lar attention in view of expanding needs and
shrinking sources of fossil fuel.

1.3.10 Onan overall stock taking, we find that
at the threshold of the Eighth Plan, there is a
high backlog in the provision of social consump-
tion needs of the people, particularly the rural
people and the poor. There is a reduced, but still
unacceptably high level of poverty and hunger
in the country, with high concentration in some
regions. Illiteracy, particularly among women,
is very high. There is high incidence of infant
mortality. Decadent social practices like scav-
enging still prevail in large parts of the country.
The widening gap between growth of labour
torce and growth of employment is assuming
serious proportions.

1.3.11  The imperatives of growth in the face
of these challenges require an innovative ap-



proach to development which is based on a
reexamination and reorientiaton of the role of
the Government, the harnessing of the latent
energies of the people through people's involve-
ment in the process of nation building and the
creation of an environment which encourages
and builds up people’s initiative rather than their
dependence on the Government and  which
sets tree the forces of growth and modernisa-
tion. The State has to play more of a facilitating
role and has to concentrate on protecting the
interests of the poor and the underprivileged.

1.3.12  The need to restructure the systems of
economic management has become unavoidable
if India is to emerge as a vibrant and internation-
ally competitive economy in the 90's. Systems
of control and regulation, developed for good
reasons in the past have outlived their utility and
some positively stand in the way of turther
progress.  Such dystunctional systems have to
be overhauled in the light of emerging realities.

1.3.13  The industrial regulatory environment
of the past has led to certain unintended results
which in turn have contributed to the weaknesses
in our industry. Domestic competition has often
been restricted, leading to lack of quality and
cost consciousness in segments of industry. The
level of protection ottered to Indian industry, by
way of quantitative import restrictions and tar-
iffs, has been too high leading to high costs of
production and inadequate technological dyna-
mism. These weaknesses have to be removed
in the context ot the scarcity of resources, which
puts a premium on efficiency, and also in the
context of global economic trends which require
a high degree of competitiveness. Indian indus-
try is now ready to face the full pressure of
domestic competition and the measures already
taken in the sphere of industrial policy should
help to achieve this objective. Indian industry
must also be readied to tace international com-
petition in a phased manner.

1.3.14 Steps have already been taken to reduce
the degree of quantitative licensing in trade and
industrial policy and it is proposed to do away
with quantitative restrictions altogether over a
period of about three years. We have also made
a start with reducing tarift levels. The tariff
rates must be reduced in a phased manner so
that they become comparable with those in other
industrializing developing countries within a few

years. This is essential to make Indian industry
internationally competitive.

1.3.15 The Eighth Plan has to meet these chal-
lenges in the various sectors against the back-
ground of certain critical imbalances which have
emerged recently, rather sharply. These are:

{a) increasing fiscal and budgetary deficits,
mounting public debt and severe con-
straints on the resources ot the Government
and the public sector to undertake the es-
sential developmental activities,

(b) a critical situation in the balance of pay-
ments, and

(¢) a high rate of inflation.

Thus, the Eighth Plan, while providing a new
orientation to planning consistent with the new
thruses in economic policy, has to ensure that the
public sector investment rests on a sound re-
source base and that the current account deficit
is limited to a level sustainable by normal capital
tlows.

1.3.16  The Balance of Payment situation has
been continuously under strain for over almost
a decade. During the Seventh Plan period the
ratio of current account deficit to GDP averaged
2.4 per cent - far above the figure of 1.6 per cent
projected for this period in the Plan document.
This deterioration in the Balance of Payments
occured despite robust growth in exports in the
last three years. The already difficult Balance
ot Payment situation was accentuated in 1990-91
by a sharp rise in oil prices and other effects of
the Gulf War. With access to commercial bor-
rowings going down and the Non-Resident de-
posits showing no improvement, financing the
current account deficit had become extremely
difficult. Exceptional financing in the torm of
assistance from IMF, the World Bank and the
Asian Development Bank had to be sought.
While the immediate problems have been re-
solved to some extent, it is imperative that
during the Eighth Plan steps are taken to curb
the fundamental weakness in India's Balance of
Payments situation so that it does not cause
serious disruption to the economy. It is, there-
fore, necessary to plan on a drastically reduced
inflow of resources from outside.



1.3.17  Prices rose somewhat moderately dur-
ing the Seventh Plan. The annual increase in the
wholesale price index was seven per cent. How-
ever, the last two years have seen a sharp
increase in the prices, more particularly of the
primary articles. Maintaining a reasonable de-
gree of price stability is essential for the smooth
functioning of the economic system. In the
context of the Eighth Plan, price stability is
essential both to protect the interests ot the poor
and to prevent any deterioration in the mobilisa-
tion of resources. In the past, it has been found
that while any increase in the price leads to
corresponding increases in Government expen-
diture, a similar increase in revenue does not
occur. As a consequence, the resource gap
widens. Deficit financing in terms of the Cen-
tral Government borrowings from the Reserve
Bank must, during the Eighth Plan, be kept at a
level consistent with a reasonable degree of price
stability.

1.3.18 The ability to sustain a level of invest-
ment that is necessary to ensure the tultilment of
the objectives of Eighth Plan rests on the feasi-
bility of mobilising the necessary resources. In
the Seventh Plan, balances from current reve-
nues and contribution of public enterprises, both
inclusive of additional resource mobilisation,
were to finance nearly 40 per cent of the total
public sector investment. However, it turned
out ultimately that these two sources financed ne
more than 20 per cent of the total public sector
investment, resulting in greater recourse to bor-
rowing. Public sector investment was thus fi-
nanced in a manner which was neither envisaged
nor healthy for the economy. The public sector
investment of the order envisaged in the Eighth
Plan requires that the dissavings of the Govern-
ment must come down sharply. Improved fiscal
management, leading to the generation of more
savings by Government, is one of the fundamen-
tal premises underlying the financing pattern of
public sector investment in the Eighth Plan. The
recent trend of increasing dissavings of the Gov-
ernment needs to be reversed.

Objectives

1.4.1 Inthe light of the trends outlined above,
the approach to the Eighth Plan will have the
following fourfold focus:

(i)  Clear prioritisation of sectors/projects for
investment in order to facilitate operation-
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slisstion znd impl e utidon of the policy
initiziives taken s the aiveas of tiscal, trade
and industrial setos :nd human develop-
ment;

(ii) Making rescurces tor these priority sectors
available and easuring their etfective utili-
sation; ana completion of projects on
schedule avarding cost i time overruns;

Creation of a si.al security net through
employrient generation improved health
care and provision of c«iensive education
facilities throughout the country; and

(1i1)

(iv) Creation of appropriate organisations and
delivery systems to ¢nsure that the benefits
of investment in the souvial sectors reach the

intended ber=ficiaries.

1.4.2  Based on this approach, the following
objectives will be accorded priority,

(i)  Generation of adequate employment to
achieve neur full employmeut level by the
turn of the century,

(i1) Containment of population  growth
through active people's cooperation and
an effective  scheme of incentives and
disincentives;

(ill) Universalisation of clementary education
and complete eradication of illiteracy
among the people in the age group ot 15 to
35 years;

iv)  Provision of safe drinking water and pri-
mary health care facilities, including im-
munisation, accessible to all the villages
and the entire population, and complete
elimination of scavanging;

(v)  Growth and diversification of agriculture
to achieve self-sufticiency in food and
generate surpluses for exports;

(vi) Strengthening the infrastructure (energy,

transport, communication, irrigation) in

order to support the growth process on a

sustainable basis;



1.4.3 'The Eighth Plan will concentrate on these
objectives keeping in view the need for (a)
continued reliance on domestic resources for
financing investment,(b) increasing the technical
capabilities tor the development of science and
technology, (¢) modernisation and competitive
etficiency so that the Indian economy can keep
pace with and take advantage of the global
developments.

Human Development

1.4.4 Human development will be the ultimate
goal of the Eighth Plan. It is towards this that
employment generation, population control, lit-
eracy, education, health, drinking water and
provision of adequate food and basic infrastruc-
ture are listed as the priorities. The provision
of the basic elements, which help development
of human capital, will remain the primary re-
sponsibility of the Government.

Employment

1.4.5 The phenomenon of growing unemploy-
ment has, of late, emerged as a major problem
and therefore expangion of employment oppor-
tunities has to be the central objective of the
planning eftort.  An accelerated expansion of
employment opportunities is necessary both for
poverty alleviation and effective utilisation of
human resources for economic and social devel-
opment of the country. During the past two
decades, employment has grown at a rate of
about 2.2 per cent per annum, but due to 4 faster
increase of labour force at about 2.5 per cent,
the backlog of unemployment has bheen rising.
A declining trend in the employment elasticity
with respect to GDP growth in recent years has
made the task of accelerating the growth of
employment more difficult. A deliberate and
conscious effort towards employment orienta-
tion of the growth process is therefore essential.

1.4.6  Itis considered necessary and reason-
able to set the goal of employment for all for
achievement in a time span of the next ten years.
Assessment of the present backlog of unemploy-
ment and likely additions to the labour force
suggest that this goal will require generation of
additional ten million employment opportunities
per year on an average, or about a three per cent
average annual growth of employment. A rela-
tively high rate of economic growth combined
with a pattern of sectoral growth yielding a
higher aggregate employment elasticity will be
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necessary for achieviny the rate of employment
growth envisaged. Raising employment elastic-
ity in aggregate will require faster growth of the
sectors, the sub-sectors and the areas which have
relatively high employment potential. A geo-
graphically and crop wise diversified agricul-
ture, wasteland development for crop cultivation
and forestry, rural non-farm sector, small scale
manufacturing, urban informal sector, rural in-
frastructure, housing and services, have been
identified as sectors and areas constituting the
basic elements of an employment oriented
growth strategy.

1.4.7 It also needs to be recognised that in
addition to the generation of new stable employ-
ment opportunitics of the order of 10 million per
year, which will take care of the open unemploy-
ment, it should be ensured that those underem-
ployed and employed at very low levels of
earnings, are able to raise their productivity
and income levels. Upgradation of technologies
of the self-employment in the traditional and
unorganised sectors and improved access to
credit and markets would need to be ensured. It
would also be necessary, in the meantime, to
continue programmes for providing supplemen-
tary work to the underemployed poor in infra-
structure building and other activities.

Population and Family Welfare

1.4.8 The rate of population growth during the
eighties, though marginally slower than what it
was during the seventies, was still around 2.1
per cent per annum, which implied an addition
of around 18 million to the nation's population
every year. The country will cross 1 billion
mark by the year 2001. If this trend is not halted,
it will aever be possible to render social and
economic justice to millions of our masses. The
Eighth Plan will make vigorous efforts to contain
the population growth.

1.4.9  To give a major thrust in this priority
area, which constitutes the pivotal point for the
success of all developmental efforts, a National
Population Policy needs to be enunciated and
adopted by the Parliament. Given the political
commitment at all levels, it must generate a
cascading effect to become a peoples’ move-
ment. Social determinants such as female liter-
acy, age at marriage, employment opportunities
for women, and their status in society are as
important as achieving a reduction in infant



montality, improving health and nutrition of
pre-school child, and providing a comprehensive
package of maternal health care services. Such
an intersectoral interaction, supported by politi-
cal commitment and a popular mass movement,
should constitute the approach to strategic inter-
ventions.

Literacy and Education

1.4.10 Expansion and utilisation of employ-
meiit opportunitics and increase in productivity
are strongly influenced by education. In the
process of development, education is, there-
fore, an investment. This investment has to be
made well in time to derive full benefits from
the overall developmental effort.

1.4.11 Recent efforts made in the state of
Kerala, and in some districts of Tamil Nadu and
West Bengal to achieve 160 per cent or near 100
per cent literacy are an example of what can be
achieved through determination and people's
involvement. There are wide variations in liter-
acy rates across the States. The Eighth Plan sets
the target of achieving 100 per cent literacy
among the people of age group 15 to 35 years in
all the States. This will involve changing the
hiteracy status ot about 110 million people. Stu-
dents in colleges and untversities, teachers and
other motivated people will have to be mobilised
for this mission. Far more vigorous effoits in
this respect are needed in the states of Rajasthan,
Haryana, Uttar Pradesh, Bihar, Madhya
Pradesh and Orissa than in the other States.

1.4.12  The intensity of the problems of edu-
cation and population growth corresponds to the
degree of lack of development in the rural areas,
inequitous distribution of assets in terms of land
and water-supply in a given rural community,
and educational deprivation of women. The
broad priorities, therefore, are to prepare the
ground for the spread of literacy and primary
education through socio- economic justice and
to remove the traditional constraints on the status
and education of rural women, in particular. A
demand for education, mcdernization and effi-
ciency has to be stimulated through a general
awakening and mobilisation of the rural commu-
nities especially in the educationally backward
states.

1.4.13  The Eighth Plan will aim at universal
primary education, both through full-time for-
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mal schools and part- time, non formal arrange-
ments for working children and girls in particu-
lar. Special programmes will be launched for
education of tribal children with due regard
to tribal culture, economic problems, and re-
moval of disparities between tribal and non-
tribal population groups, with substantial inputs
of Science and Technology leading towards the
reduction of isolation of the tribal people from
the rest of society.

1.4.14 Higher Education needs to be extended
in an equitable and cost effective manner mainly
by large-scale expansion of distance education
system and increased involvement of voluntary
and private agencies. Apart from strengtheing
of facilities and restructuring curriculam, the
component of value education should be intro-
duced as part of foundation programme. While
an integrated approach to the development of
higher education needs to be adopted, measures
to promote excellence should be emphasised.
Technical education iucluding Manayement
Education is one of the most potent means for
creating skilled manpower required for develop-
mental tasks.  While this iniples high costs of
construction, laboratory ecquipment, library
books and journals and hc h rate of obsolo-
scence, such high cost, beinr directly related to
development, should be viewed 4s an essential
productive investment, yic'diny valiuable returns
to the society. The guatey of technical and
management education needs to be improved not
only through modernisacicn «nd upgradation of
infrastructures hut also by adcpting futuristic
approaches and strepgtheniny inaustry-institu-
tional and R&D Laboratories inter- action.

Health

1.4.15  The health ficilities should reach the
entire popuiation by the end of the Eighth Plan.
The “Heulth tor All" (HFA) paradigm must take
into account not only the high risk vulnerable
groups, i.e., mother and chiid (as done so far)
but must also focus sharply on the underprivi-
leged segments within the vulnerable groups.
“Towards Health for the Underprivileged' may
be the key strategy for the H.F.A. by year 2000,
a declaration to which India is a signatory.

1.4.16  The structural framework for the de-
livery of health programmes must undergo a
meaningful reorientation in a way that the un-
derprivii -ed themselves become the subjects of



the process and not merely its objoois. Thisvan
only be done through emphasising the commu-
nity-based systems. Such systems must provide
the base and basis of health pianning, recoynis-
iy health and education w: the key entry points
for harnessing commun o development efforts,
These systems must be reflected in the planning
of infrastruciure. with about 36,000 popuiation
as th it

I 5317 By providing valid information and by
as ociating the pre-detined segments of popula-
ticn with net caly the health planniny process
but also with the methods for the evaluation of
programmes, the process of suggested reorien-
tation can be initiated.  In more than one way,
it must be reflected in the planning process for
the social secters, and especially health, so that
the people thenmseives bring about the solution
of their probiem.

1.4.18 The ethos and culiure of th= communi-
ties must provide the scitjoiding tor such com-
munity-based systems. i this ooniext, the
traditional systems of preventive vi dicine, in-
cluding meditation, yoga and othei health prce-
tices may tind a better acceptability aviongst
communities, with distinct advantage of their
cost-effectiveness.  The practitioners of indian
systems of medicines can play a major role in
this direction.

1.4.19 The oft-repeated pattern of providing
for health needs in terms of curative services for
those who are ill must now give way to an
approach in terms of positive health, with em-
phasis on disease prevention and health promo-
tion. At the other end of the spectrum, a
responsiveness of the services towards rehabili-
tation of those with physical or other handicaps,
would contribute to development of a system of
comprehensive health care.

1.4.20 Major eftorts shall be initiated to ex-
pand educational facilities for those categories
of health care providers where the existing num-
bers and the annual turnout are far below the
desired level. Incorporation of health related
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courses as @ part of vocationalisation of general
education, shall be pursued vigorously. Reori-
~ntation o retargetting of the process of educi-
tion for all categories of health professionals, is
essential.  The quality of services is directly
relatedd © . the conient and type of education of
the hea'th profesaionals and their sense of com-
mittmaat to respenad with sensinvity te the needs
ot the neople.

Drinking Water

1.4.21 The country has not yet been able to
provide sustainable source of clean drinking water
to all the people, particularly in rural areas. Based
on an identification done in 1980 and updated in
1985, the number of “No Source Problem Vil-
lages' was estimated at 1.62 lakhs as on April,
1985. During the Seventh Plan period (1985-90),
1.54 lakh “No Source Problem Villages' were
provided with a source of drinking water supply,
thus reducing the number of such villages to 8365
by the end of the Seventh Plan. At the commence-
ment of the Eighth Plan period, there will be about
3000 no source problem villages. However, there
ate a large number of villages which arc only
partially covered and a large number of habstations
which have no source at all or have highly inade-
guate sapply. While the norms which are prosently
adopted envisage a source within a walkig distance
of 1.6 kms. or cievation difterence of 100 metrers
in billy arcas and at last one handpump/spot source
for every 250 persons, the accessibility of drinking
water supply to the people will have to be progres-
sively improved upon. Special and specific meas-
ures are also needed to tackle quality problems,
such as, guineawornir, excess fluoride, high iron
content and salinity. Water quality monitoring is
to be streamlined and given proper emphasis to
ensure sate drinking water. Simultaneously, steps
will have to be taken for replacement and rejuve-
nation of detunct handpumps/tubewells. Measures
for conservation of water and recharge of aquifers
have to be implemented on a larger scale to provide
for sustained supply of water. Much greater ef-
torts are, therefore, needed to provide adequate
quantity and quality of water and to make the
sources sustainable.



Protecting the Weak and the Left-hehind

1.4.22 Achievement of a high growth rate and
sustaininy it over the decade will be an important
goal of the Eighth Plan. Employment genera
tion and poverty alleviation objectives arc ulti
mately reiated to growth. However, the growth
has to be accompanied with a sharper regional
fecus of reduced disparity and more dispersed
benefits. The backward regions and the weaker
sections of the society, if not protected fully, are
more likely to be left behind in the natural
process of growth. Adequate protecticn will
have to be continued to be provided to the poor
and the weaker sections of the society. Ade-
quate food supply, contro! on inflation, etfective
working of public distribution system and devel-
opmental programmes which generate adequate
employment are among the main components ot
the strategy to take care of the poor. Similarly
children and particularly the gt child need te
be paid particular attention. One of the targets
in this context would be to cqualise the enrol-
ment and retention rate of the yirl child with that
of the boy child through the Jlemeitary duca-
tion period.

1.4.23 Scavenging by human beings s a
scourge which must not exist any more. It is the
most undignified work offered to the weakest in
the society. Its elimination will requite a two
pronged cffort (1) making provisions of flush
latrines mandatory in every house in urban ar-
eas, and (ii) providing alternative work oppor-
tunities to those presently engaged in
scavenging. This has to he a time bound pro-
gramme to be completed within the period of the
Eighth Plan.

Land Reforms

1.4.24 The aim of land reforms in the Eighth
Plan must be tulfilment of all the five principles
of National Land Reforms Policy, i.e., abolition
of intermediaries, tenancy reforms with security
to actual cultivators, redistribution of surplus
ceiling land, consolidation of holdings and up-
dating of land records. Landlessness is a root
cause of rural poverty. In a country where
agriculture is the principal means of livelihood,
access to land is a major source of employment
and income. This access could be achieved in
two ways either by a more equitable redistribu-
tion of land or by providing security of tenure to
tenants and share-croppers who are the actual
cultivators. The scope with respect to redistri-
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bution is limited. After the imposition of the
ceilings, 7.23 million acres of land was declared
surplus of which 4.65 million acres had been
distributed by the end of Seventh Plan. Of the
remaining, a large proportion is under litigation.
With the average size of holdings declining,
there is no possibility of fresh ceilings. Hence
eftorts will have to be made to detect the surplus
land hitherto unavailable, to distribute the exist-
ing surplus expeditiously and ensure that allot-
tees retain pocession of land. The thrust in the
Eighth Plan will be towards recording the rights
of tenants and share- croppers with the objective
of giving them security of tenure. In some States
this has already been done and it has led to
increase in both employment and agricultural
output. The allottees of surplus land and tenants
would be provided a package of modern inputs
<0 as te cahance the yields from land.  This
strategy would meet the twin objectives of pov-
erty alleviation and output growth. The consoli-
dation of land holdings has made progress in the
States while in others it is yet to make a begin-
ning.  Consolidation should be made compul-
sory in the command of the large irrigation

pirojects.
Agriculfure

1.4.25  The strategy for agricultural develop-
ment in the Eighth Plan must aim at not only
achieving self-sufficiency in tood but also gen-
erating surpluses of specific agricultural com-
modities for export. Though the progress of
agriculture in the recent period has been satis-
factory, there are striking regional and crop
imbalances.  Productivity varies considerably
from one region to another. The benefits of
Green Revolution which remain confined at
present to the north and north-west must spread
to other regions, more particularly to the eastern
and north-eastern region, which have adequate
rainfall, fertile soil and unlimited scope for
stepping up agricultural production. Since two-
third of the cultivated area is still unirrigated, a
more balanced regional development would call
for a greater emphasis on dry land farming.
Even though the progress in oilseeds production
has been significant, the country is far from
self-sutticiency with valuable foreign exchange
being spent on the import of edible oils. A
concerted effort towards increasing oilseeds pro-
duction is essential. Agriculture and allied ac-
tivities on which two- thirds of the workforce



are still dependant must continue to receive a
major emphasis in our planning effort.

Infrastructure

1.4.26  The physical infrastructure, particu-
larly in the areas of energy, transport, commu-
nication and irrigation, has traditionally been
provided by the public sector. Since the scale
of construction in these areas is very large and
these are of direct and indirect benefit to large
sections of the society, the public sector will
continue to play a dominant role in this area and
will have the ultimate responsibility of meeting
the demands. However, it private initiative
comes forward to participate in creating such
infrastructure like power plants, roads, bridges,
medium and minor irrigation projects, social
housing, industrial estates, on reasonable terms
and with tull protection of people's interests,
such initiative must be positively encouraged.

1.4.27  Among the main components of infra-
structure, energy needs particular attention dur-
ing the Eighth Plan mainly because of the fast
growing demand, the limits of our internal
sources ot energy and implications for balances
of payments. The medium term energy plan has
to be seen only as a component of a long term
plan where the strategies of fuel substitution and
shifts from non commercial sources of en-
ergy to commercial sources is clearly spelt out.
It is only in the perspective of such a long term
plan that a view about priorities and relative
emphasis on use of petroleum based energy
vis-a-vis coal and hydro based energy will
emerge and will have to be pursued right from
now through the Eighth Plan. While planning
for energy development, equal emphasis will
have to be given to improving the performance
of the existing plants by enforcing higher effi-
ciency norms. It should always be remembered
that substantial improvement in the plant load
factor can itself bring about sizeable additional
electricity. Greater emphasis on developing non-
conventional energy and on energy saving prac-
tices is also required.

1.4.28  The goals in the energy sector, inter
alia, envisage elimination of power shortages in
different parts of the country, achievement of a
minimum hydel share of 40 per cent in the total
installed capacity by the end of the Ninth Plan,
restraining the growth in consumption of petro-
leum products without hampering economic de-
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velopment, elimination of the tlaring of associ-
ated natural gas, stepping up the levels of output
of coal and lignite, promotion of cost-effective
technologies for the development of renewable
and non- conventional energy resources and
enlargement of the coverage of Integrated Rural
Energy Project.

1.4.29  In the transport sector, the goals in-
clude strengthening of the road network, im-
provement of the condition of the existing roads,
entry of the private sector in road transport,
removal of all potential bottlenecks to smooth
flow of railway traffic on trunk routes, stepping
up of the pace of electrification of railways,
creation of adequate air cargo and shipping
capacity, strengthening of the container network
and development of inland waterways.

1.4.30 In the sphere of irrigation, the main
objectives are to reduce time and cost overruns
in all major and medium irrigation projects, step
up irrigation efficiency levels, reduce losses on
irrigation projects by recovering costs through
higher irrigation rates and arrears collection,
and expand installation of modern irrigation
devices like drip etc.

Science and Technology

1.4.31 Science and Technology efforts would
have to be deployed widely to cover all the basic
areas of development. The constraints of basic
resources like land, water, minerals and sources
of energy can be overcome only by productivity-
raising innovations. The strategy for S&T de-
velopment would be as follows:

iy  Laying greater emphasis on scientific and
technological content of all programmes in
the socio-economic sectors;

ii) Giving priority to implementation of pro-
grammes having most direct impact on
society:

iii) [dentitying and implementing national tech-
nology missions and S&T projects in a
mission mode in selected areas;

iv)  Aiming at improving the quality of S&T
education and training at all levels;



v) Providing for a significant thrust in selected
areas of advanced research to reach inter-
national levels;

vi)  Ensuring, through fiscal incentives, that
research is carried out by, and within, the
production and service sectors;

vii) Accelerating the process of commercialisa-
tion of research to induce greater degree of
purposiveness and better links between re-
search and industry;

viii) Taking appropriate steps, all round, for
moving into the age of information/telem-
atics.

ix) Encouraging rescarch and innovation in the
tools and techniques of traditional occupa-
tions (i.e., agriculture and rural artisan-
ship) and inducing widespread adaptation.

Environment & Forests

1.4.32  Environment, ccology and develop-
ment must be balanced to meet the needs of the
society. In the interest of sustainable develop-
ment it would be necessary to take measures to
preserve, conserve and nurture, the fragile and
critical eco systems. There is a need for decen-
tralised approach in this area as well, so that the
environmental considerations are taken note of
in every sector with a definition of the appropri-
ate technology and environmental options while
formulating programmes and projects.

1.4.33 Environmental management principally
includes planning for sustainable use of re-
sources, protection and conservation of ecologi-
cal system by education, training and awareness.
Cooperation of both governmental and non-gov-
ernmental organisations should be called for at
all stages if environmental movement is to
achieve success. It can only be accomplished
with the fullest cooperation of the people.
Cleaning of important rivers such as the Ganga
will have to be accelerated.

1.4.34  Forest conservation and development
must aim at preservation of biological and ge-
netic diversity in terms of fauna and flora and
protection of forest cover from further degrada-
tion. At the same time, meaningful projects are

to be developed to utilize wastelands and to make
them productive.

Housing

1.4.35  The overall magnitude of the housing
problem confronting the country, viewed over a
span of 20 years from 1981 to 2001, is estimated
to be 23.3 million dwelling units in terms of
backlog and 63.8 million new dwelling units
comprising of 32.6 million in rural areas and the
palance 31.2 million in urban areas to meet
incremental housing needs.

1.4.36 The role of the Government in this area
would be to create an enabling environment, to
remove constraints to housing activity of various
sections of the population, to promote a substan-
tial increase in the supply of housing and basic
services, to support standardisation and upgra-
dation of the housing stock and to stimulate
rental housing. The State would address specifi-
cally to the needs of the houseless, poorer house-
holds, SC/ST, women and other vulnerable
groups. The long term objective is provision of
“Shelter for All". Given the competing de-
mands on available resources, however, the
achievement on this score will inevitably need
to be spread over a reasonable span of time.

Urban Development

1.4.37 The present urban pattern, its form,
composition and distribution is such that, unless
positive public interventions are made, the pre-
sent differential and disparities cannot be miti-
gated. A well-coordinated strategy for
promoting development of the small and me-
dium towns, together with a strategy for a sus-
tainable and self- supporting nature of
development of metropolitan cities, should form
the focus of urban development strategy for the
Eighth Plan. An Action Plan to operationalise
the development strategy for small and medium
towns should consist of strengthening the regu-
latory/ organisational base of urban local bodies
and providing an appropriate investment pack-
age on related infrastructure and employment
promoting activities. This may require pooling
of programmes ot different sectors.

1.4.38 Financing of metropolitan develop-
ment should, in principle, be through internal
resources and self-sustaining in nature. How-
ever, significant efforts are required in terms of
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institutional strengthening, resource mobilisa-
tion and also legislative support.

The Public Sector

1.4.39 The public sector has numerous
achievements to its credit. The development of
our crucial infrastructure sector has been pio-
neered by PSUs. Many other vital segments of
the industrial sector have also been buiit up by
public enterprises. The public sector has con-
tributed richly to the widening and diversifica-
tion of our industrial structure. The public
sector will continue to perform a key role in the
coming years. However, certain critical weak-
nesses that are now apparent will have to be
addressed to. The public sector, as envisaged
by Jawaharlal Nehru, was to contribute to the
growth and development of the nation by pro-
viding surplus reinvestible resources. This has
not happened as it should have. Many PSUs
make substantial losses and have become a con-
tinuing drain on the exchequer, absorbing re-
sources which are withdrawn from sectors
where these are desperately needed to achieve
other developmental goals. Apart from the fact
that the present fiscal situation does not permit
any more accumulation of unsustainable losses,
there is also the fact that many loss making PSUs
do not serve the goal for which they were set up.

1.4.40 It is clear that a strong and vibrant
public sector cannot be one with financially
weak foundations. For the public sector to
perform the role expected of it in the 90s, the
issue of loss making public scctor enterprises
will have to be squarely addressed. A policy of
the Government meeting the cash losses of so
many enterprises for all times to come is just not
sustainable. This prevents scarce resources
from being used in high priority social sectors
or in economic activities that promise a return.
Etforts must be made to restructure and revital-
ise public sector units which are potentially
viable through infusion of new technology, ra-
tionalisation of labour and even infusion of re-
sources for diversification or modernisation.
Equally, patently unviable PSUs may have to be
closed down with suitable social safety net
mechanisms, including retrenching and rede-
ployment, being devised to protect the interests
ot workers. It should be recognised that in many
cases the very rationale of the public sector
entering certain industrial arcas needs to be
re-examined. There may have been very good
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reasons in the past for the public sector to take
the initiatives in industrial areas where the pri-
vate sector would ordinarily either not enter or
would hesitate to do so. This may not be the
case today and the restructuring of the public
sector would essentially entail vacating such
arcas for private sector initiatives in coming
years. Recent Government policies have al-
ready vacated large areas for private sector
initiatives and this process of restructuring and
reform would need to be carried further.

1.4.41 The public sector plan will have to
become very selective in the coverage of activi-
tics and in making investments and should
clearly define its objective principles. The fol-
lowing principles will have to be followed:-

(i) The public sector should make investments
only in those areas where investment is of
an infrastructural nature which is necessary
tor facilitating growth and development as
a whole and where private sector partici-
pation is not likely to come forth to an
adequate extent within a reasonable time
perspective;

(i))The public sector may also withdraw from
areas where no public purpose is served by
its presence. The public sector should
come in where the investment is essentially
for preservation and augmentation of basic
resources of the country, like land, forest,
water and ecology, science and technology
or for running key infrastructural activi-
ties. The public sector will have responsi-
bility for meeting social needs or for
regulating long-term interests of the society
like population control, health, education,
etc.

(iii)In large parts of public sector operations
where commodities or services are pro-
duced and distributed, unless it is necesary
tor protecting the poorest in the society, the
principle of market economy should be
accepted as the main operative principle.
It means charging as per cost and costing
with full efficiency in operations.

1.4.42 The process of adjustment and restruc-
turing in Indian industry is bound to create some
apprehension because of its implication for la-



bour. The social cost of adjustment cannot be
borne by labour alone. Institutions which pro-
vide a suitable safety net to mitigate the burden
of adjustment should be created. Eftorts must
be made to avoid retrenchment wherever possi-
ble through mergers and suitable redeployment.
Where retrenchment is unavoidable, it is essen-
tial to explore all possibilitics of reabsorbing
labour productively by effective re-training
schemes and schemes to promote self-employ-
ment. All this must be accompanied by suitable
mechanism for providing generous compensa-
tions.

Building Up People's Institutions

1.4.43  Our experience of development plan-
ning has shown that developmental activities
undertaken with people's  active participation
have a greater chance of success and can also be
more cost-effective as compared to the develop-
ment activitics undertaken by the Government
where peole become passive observers. The
non-involvement of people has also led to the
implantation in them of an attitude of total
dependence on government for everything so
that there has been a lack of etfort by the people
and lack of accountability to the people (n the
system of administering developmental
schemes.

1.4.44  In the Eighth Five Year plan, it is
necessary to make development a people's
movement, People's initiative and participation
must become the key clement in the whole
process ot development. A lot in the arca of
education (especially liteacy), health, family
planning, land improvement, efficient land use,
minor irrigation, watershed management, re-
covery of wastelands, afforestation, animal hus-
bandry, dairy, fisheries and sericulture ete. can
be achieved by creating people's institutions
accountable to the community. Theretore the
focus of attention will be on developing multiple
institutional options for improving the delivery
systems by using the vast potential of the volun-
tary sector.

1.4.45 TImportance of decentralised local level
planning and poeple’s participation has been
recognised. Yet results achieved so far have not
been very impressive. In this plan, therefore a
new direction is being given to achieve these
objectives. So far, the approach to people's
participation consisted in programme- based
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strategies. In addition to such programmes the
Planning Commission has now worked out insti-
tutional strategies which will mean creating or
strengthening various people's institutions at the
district, block and village level's so that they
synthesise the purpose of investment envisaged
in the Plan with optimisation of bhenefits at the
grass-roots level by relating these programmes
to the needs of people. This can only be achicved
through the collective wisdonm of the community
combined with the latest know-how available.
This work is promarily to be undetaken through
NGOs with the support ot Government.

1.4.46 Various models ot pcople's institutions
have been functioning successtully in the coun-
try. Studies show that eftective institutions have
the following essential ingredients:

(a) They are owned and managed by the us-
ers/stake holders, producers or beneficiar-
ies themselves:

(b) They are accountable to the community;

(¢)  They have the capacity to become self-re-
liant over a period of time;

(d)  They have the capacity to diagnose the
needs of the areas, inter-act with the gov-
ernmental agencies in order to draw need-
based local level plans and to implement
those plans in close cooperation with the
adminstration; and

(e) They tend to bring about integration of
various segments of the society for the
achievement of common goals of develop-
ment.

1.4.47 The role of the government should be
to facilitate the process of people's involvement
in developmental activities by creating the right
type of institutional infrastructure, particularly
in rural areas. These institutions are very weak
particularly in those States where they are
needed the most for bringing about an improve-
ment in the socio-demographic indicators.  En-
couraging voluntary agencies as well as schools,
colleges and universities, to get them involved
in social tasks and social mobilisation, strength-
ening of the Panchayat Raj institutions, reorien-
tation and integration of all the village-level
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programumes under the charge of the Panchayat
Raj institutions, and helping the cooperatives to
come up in the organisation and support of local

ecconomic activitics, tor example, are some of

the steps which the Government must carnestly
initiate. A penuine push towards decentralisa-
tion and people's participation has become nec-
essary.

The Reole of Planning

1.5.1 In the background ot our experience of
planning for development over the last forty
years and under the strong imperatives for
change as they have emerged now, it is quite
pertinent to ask the question © "What will be the
tole of planniag in future 7" [n order to answer
this, one has to see the nature of plaoning in India
and wha is expected trom it in future.

1.5.2  When the term "planning” was, tfor the
first time, officially defined in the First Five
Year Plan document the term used was "demo-
cratic planning” as distinet from a "plan hased
on regimentation”.  The centralised planning of
the type practised in socialist economies did not
exist in India, ever. In practice, the market has
determined allocations in a major segment of the
cconomy.  Public sector, of course, has ex-
panded with a wide ranging influence on the
economic life of the nation.  The lack of cost
consciousness of the public sector, its increasing
ineftectiveness in achieving the targets and de-
pletion of its resources crippling its ability to
carry on its activities without high-cost borrow-
ing have compelled us to detine and limit its role
and lay down the objective principles of its
operations. 1t has also been discussed in the
toregoing that the process of planning and the
pattern of Government activities followed hith-
erto have dampened people's initiatives and their
sense  of responsibitity towards building the
nation.  The process of planning needs to be
corrected in this respect.

1.5.3 0 As acorollary to this, the role of Plan-
ning Commission needs to be redefined, 1t has
to play anintegrative role iu developing i holistic
approach to the policy tormulation in critical and
inter-sectoral areas of human and economic de-
velopment. In the social sector, schemes have
to be subjected to coordinated policy formula-
tion. The existing multiplicity of agencies is not
only wasteful but also counter-productive be-
cause of the long repetitive procedures and the

diftusion of authorty invelved.  An integrated
approsch can foad to betrer results at much lower
CONts.

V5.4 So far, resource allocation has been the
predoniinant role ot the Planning Comimission.
This has to change. instead of looking for mere
increases in the Plan outlays we should look for
increases in the efficiency of utilisation of the
allocations being made and the prospects of a
return on the investments. The Planning Com-
mission has to play o mediatory and facilitating
role among States and sometimes Central Min-
istries to manage the change smoothly and create
a culture of high productivity cost efficiency and
sound financial discipline in the Government.
Through clear identitication of goals and prior-
ttisation of schemes, efforts will be made to
reduce bottlenecks, making higher rites of
growth possible It cach sector can plainly see
what is expected of it, then it can gear itselt up
to meet the set targets.

[.5.5 Planning in our country still has a large
role to play. Planning is needed for creating
social infrastructure and for human develop-
ment. We need to build schools, hospitals insti-
tutions ot excellence and scientific research.
We have to plan and structure the system of
gducation to cultivate necessary calibre, skills
and value systems. Private sector participation
in these etforts, within the framework of nation-
ally desirable objectives and goals, will be wel-
come.  But the private sector, as yet, is not
capable of taking care of the entire needs of the
society, particularly of the poor and the weak,
in remote and the rural arcas. Market mecha-
nism may be able to bring an equilibrium be-
tween "demand” (hacked by purchasing power)
and supply even in this sphere, but market
mechanism will not be able to bring a balance
hetween the "need" and the supply.  Therefore
planning in this area will remain important.

1.5.6  Planning is necessary to take care of the
poor and the downtrodden who have little asset
endowments to benefit from the natural growth
of cconomic activities. Poverty alleviation pro-
vrammes have definitely helped in reducing pov-
erty and yenerating employment. A vision
about the  structure and the pattern of future
growth is important also for its implications for
the rate at which cmployment can be generated
in future.



1.5.7 The removal ot large disparitics in devel-
opment between regions requires tlow of re-
sources across regions.  The experience has
shown that market forces have not achieved this
in adequate measure.  Planning process has to
manage the flow of resources across regions tor
accelerated removal of regional disparities. At
present, the Plan does provide for special area
programmes such as the Hill Area Plan, Tribal
Areas Plan and other schemes for backward
arcas. While these programmes aim at creating
a basic infrastructure, the backlog of develop
ment is large and considerable efforts are to be
made for integration ot such regions into the
mainstream of economic activity in the country.

1.5.8  Planning and more particularly public
sector investment will have a myjor role to play
in strengthening the physical infrastructure, i.e.,
energy, transport, communication and irriga-
tion, ete., in order to support the growth process
on 4 sustainable basis.

0

1.5.9 Obviously there are areas in which
markets cannot play an allocative role. Market
mechanism is never adequate for protecting en-
vironmeut, forests and ecology. Nor is it ade-
quate 1n grving guidance about the use of scarce
resources like, rare minerals, land and water,
Along term perspective, and hence planning, is
needed in these areas.

1.5.10 Planning and market mechanism
should be so dovetailed that one is complemen-
tary to the other. Market mechanism must serve
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as an "efticiency promotins device”, while plan-
ning will be the arger puiding force, keeping the
long term social goals in the perspective.

1.5.11 Solong as public sector investment is a
significant proportion ot the total investment,
planning in so far as it relates to the public sector
has to be detailed, sctting forth not only the
objectives but also examining the alternatives
and identitying specific projects in the various
sectors.  Besides, the plan of the Centre wiil
have to be appropriately linked with the State
Plans as both the Centre and the States have
responsibilities in almost all areas.  All this b
analogous to corporate planning. For the rest of
the system, however, the Plan will be indicative
outlining the broad directions in which the econ-
omy should be growing. The Plan will, there-
fore, consist of (a) providing a vision of the
future, (b) constructing medium term economic
projections for the entire economy, (¢) evolving
a system of information pooling and dissemina-
tion, (d) identitying areas of development where
the country has stiengths or where the country
needs to build up strengths, (e) evolving appro-
priate policy meusures to achieve the desired
voals, and () casuring a degree ot consensus in
the system through meaningful dialogue with
“social partners' of the Government, namely,
the farmers, the trade unions, the business
group, ete. Ina more deregulated environment,
policy formulation and coordination will assume
greater importance.



CHAPTER 2
DEVELOPMENT PERSPECTIVE

2.1.1 The objectives of fulfilling the social and
human aspirations of the pecople, meeting the
essential requirements of living, raising income
levels and improving their quality of life are at
the centre of our developmental efforts. While
these efforts are translated into an accountable
form through Five Year Plans, indications of
the long-term needs of the society and the direc-
tion in which the economy should move over a
longer time horizon are needed for drawing up
such plans. It is this long term development
perspective which is presented in this chapter.

Factors in Long-Term Growth
221

The factors which determine the long
term conditions of growth are the demographic
trends, the basic resource endowments, the en-
terprencurial resources and the technology per-
spective.  The growth and the structure of
population and the size and growth ot labour
force are the elements of dembgraphic trends
which determine the long-term social needs on
the one hand and influence the growth prospects
on the other. Basic resource endowments i.e.,
the sources of energy, land, water, other essen-
tial minerals, environment and ecology are vital
elements in the determination of the potential for
growth and comparative advantage. However,
technology can augment the basic resources by
raising their productivity, and conserving their
uses. Technology is, thus, emerging as the most
important factor which can even change the
comparative advantage. Access to the best tech-
nology in all spheres of activity and ability to
take a lead in building up new technologies (i.c.,
making innovations) even in a small sphere of
activity are going to become the most crucijal
factors in determining our development pace
viz-a-viz other countries.

care of by the pattern and the pace of growth in
the long run are:

i) Need tor expanding employment in the tace
of ever-diminishing elasticity ot employ-
ment to output growth, particularly in the
nrocessing and manutacturing actvities;
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i) Need for maintaining "food security";

iii) Ensuring that the vast differential between
average agricultural incomes (and produc-
tivity) and non-agricultural incomes (and
productivity) narrows down;

iv) Need for meeting the social needs and mini-
mum requirements ot the population within
the ambits of a prudent fiscal system;

v) A realisation that in the past mere investment
in quantitative terms did not necessarily
mean the economic and social benetits
trickling down to the poor masses leading
to visible improvements in terms of stand-
ard of living and incomes for which social
Measures are NeCessary.

223 An important imperative of growth in
the face of basic resource constraints is that the
best of the technology is used in every economic
activity and more particularly in those activities
which are related to the processing of basic raw
materials, manufacture and conversion of fuel
into energy. This is cost-saving and also re-
source-saving in the ultimate analysis. How-
ever, the technology mostly comes embodied in
machines, i.e., capital equipment and makes the
production processes capital-intensive as well as
labour-replacing. The process which econo-
mises most on the use of energy, avoids wastages
of raw materials and reduce the time span of
processing, also tends to involve more automat-
ion and thus saves on labour use. The higher
the pace ot growth we desire, the more advanced
is the technology we need to adopt, and conse-
quently the lower is the elasticity of labour
absorption to growth. This trend has been ob-
served in the development history of most of the
countries.  Recent experience of trends in la-
bour absorption in manufacturing in India also
conforms to this. In the perspective of the next
IS years or so, population will still be rising at
a significant rate and there will be substantial
additions to the labour torce. While the per
capita income and productivity will definitely
increase. it does not follow as 4 matter of course



that all those seeking jobs will get jobs. Special
care will have to be taken and policies devised
for making jobs available to all. which is a
national goal.  This would be possible by
broadly following two strategies in the long run.

2.2.4 The first strategy is related to using the
foreign trade, i.e., imports and exports for bal
ancing the internal production and demands in
h a way that we tilt our structure of prodin.
tion more in favour of employment intcnsive
industries and exchange its products with the
imported products which are less eniployment
intensive.

2.2.5  The second strategy would be to facili-
tate and encourage the creation of services which

are productivity-raising tor the economic system

as a whole. Transport, trade, and a variety of

professional services are examples of such serv-
ices.  Services by their very nature are more
labour absorbing. This has been the historical
experience of muany countries.

2.2.0 The development of under developed
agriculture in large parts of the country will
create demand for additional labour dunng the
period in which agriculture gets transtormed
from a less developed to a highly developed
stage. Depending on the intensity of our etforts
and investments, this transformation may take
anywhere around 10 years. And hence, during
this period agriculture does ofter additional op-
portunitics for labour absorption. Beyond that
period, agriculture may also start showing simi-
lar trends in labour absorption as the industry
has shown in recent periods. In fact, at present
the agriculture in North-West India is already
showing such tendencies.

2.2.7  Maintaining food security and relative
selt- sufficiency in food production is a strategi-
cally desirable long-term goal for the country.
A reasonable degree of food self-sutficiency or
supply of "wage goods" is seen to have a very
positive influence on stability and growth even
in our limited experience of development. [t
may be largely due to the factor of relative food
self-sufficiency,among others, that India
achieved a higher rate of growth and better
economic stability and resilience  during the
Eighties. This was the only decade as a whole
when we felt somewhat comtortable on the food
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front. Hence, it seems appropriate that food
self-sufticiency remains an important element of
the strategv of development even in the perspec-
tive of a period of next fifteen years or so.

2.2.8 Food security implies not only sufficient
supplies but also supplies at prices affordable by
the poorer sections of the society. Appropriate
institutional mechanisms, such as a public dis-
tribution system, sharply focused on the poorer
sections should be putin place to protect the poor
from rise in food prices. However, this task
would be rendered ditficult it food prices in
veneral rise very sharply.

2.2.9 A moderate increase in food prices
consistent with remunerative returns to the farm-
ers should be the desired objective. In order to
cnable farmers to earn higher incomes a combi-
nation of processing and business activity with
the tarming activity is necessary. In other words,
farming must be encouraged to grow into "agri-
bustness".  In order to bring this about, efforts
will be required in building the infra-structure
and creating conditions for the growth of agri-
business.  Innovative organisational methods
and forms in which large number of small farm-
ers could come together to take advantage of the
economies of scale which are important for
agro-processing and agri-business are needed.
This direction has to be kept clearly in view
while evolving the pattern of long term growth.
The Eighth Plan will take some major steps in
this direction.

2.2.10  The existing differentials between ru-
ral and urban infra-structure facilities, the pre-
vailing average income levels for the bottom
deciles of the population and significant regional
differences in development make it necessary for
the State to take care of the important social
needs of the population like health, education,
cultural needs as well as minimum requirements
of the living environment like drinking water,
rural roads, information and communication.
This will be over and above what the State will
have to do by way of investment in the physical
infrastructure like energy, transport and com-
munication. In performing such functions in the
past the Government has come under severe
fiscal strains. Much of this expenditure has come
out of borrowing whose cost is also increasing.
There is need for maintaining the fiscal health in
the long run. Otherwise a point is reached when



under heavy pressure of debt servicing the Gov-
eroment becomes incapable of pertorming even
the minimum of its essential functions. Some
new approaches to financing investments in the
area of human development are called for. Ra-
tionalisation of the element of subsidy in the
provision of these services is required.  Sharp
focussing on the target groups is required where
the provision of services is free or heavily sub-
sidised. Participation of private entrepreneurs,
and local communities in the provision and run-
ning of institutions which take care of social
needs will have to he encouraged.

2.2.11 In the past there has often been an obses-
sion with the plan size and with acceptance of
projects as plan schemes with a token outlay.
This does not necer-arily bring about growth in
real terms. On the other hand this shifts empha-
siv from the real productive growth and 1denti-

Table 2.1

fication and formulation of proper growth ori-
ented schemes and their timely completion ac-
cording to schedule. Many of the public sector
enterprises have not only failed to generate any
surplus on the massive investments made on
them, but continue to demand huge budgetary
support from the government every year.

Nature and Implications of Population
Growth

2.3.1 The growth in Indian population gath-
cred momentum in the last few decades. It can
be seen from table 2.1 that the natural growth
rate during the decade 1941-51 was only 1.25
per cent per annum, and had remained at much
lower levels during the earlier decades of this
century.  The growth rate started increasing
rather fast atter 1951 and reached a peak 0t2.22
per cent during the decade 1971-81. It is tempt-
ing to think that it only India had succeeded in

Dynamics of Population Growth ; 1901 - 1991

Period Population at the end of
the Period
(as on Ist March)

Growth Rate %

Vital Rates per 1000 Population

Total Urban (%) Decadal
{millions)

- 1 2 3 4
1901-11 252.09 10.29 5.75
1911-21 251.32 1118 -0.31
1921-31 278.98 11.99 11.00
1931-41 318.66 13.86 14.22
1941-51 361.09 17.29 13.31
1951-61 439.23 17.97 21.51
1961-71 548.16 19.91 24.80
1971-81 683.33 23.34 24.66
1981-91 844.32 25.72 23.56

Annual Birth Rate Death Rate  Natural
(Expo- Growth
nential) Rate
5 6 7 8
0.56 49.20 42.60 6.60
-0.03 48.10 48.60 -0.50
1.04 46.40 36.30 10.16
1.33 45.20 31.26 14.00
1.25 39.90 27.40 12.50
1.96 41.70 22.80 18.90
2.20 41.20 19.00 22.20
2.22 37.20 15.00 22.20
2.12 32.50 11.40 21.10

Note :-1) The 1981 Census Population total has been revised in the light of the 1991 Census results.

2) The 1991 Census tigure includes projected population of Jammu & Kashmir.

3) The Vital Rates except for 1981-91 have been calculated from the Census of India data

by Reverse Survival Method.

4) Vital Rates tor 1981-91 have been calculated using Sample Registration System data.
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containing her population growth rate after 1951
to around one per cent per annum i.e. the rate
China has achieved, how much difference this
factor alone would have meant in terms of per
capita income, consumption and levels of living,
I'he Seventh Plan document assessed the growth
rate during 1981-86 as 2.1 per cent and projected
the growth rate for the period 1986-91 at 1.9 per
cent. According to Census 1991, the growth for
the entire decade of eighties was 2.1 per cent.
Thus hoth the Sixth and the Seventh plans have
fallen short of achieving the targets set for
reducing population growth.

2.3.2 On the assumption that the family
planning efforts will be turned into an effective
people's movement during the Eighth and the
Ninth Plan, the Standing Committee ot Experts
on Population Projection bas estimated that the
annual growth rate of population during the
peried 1991-96 would be .81 per cent which

Table 2.2

will further come down to 1.65 per cent during
1996-01. The Eighth Plan (1992-97) envisages
a population growth rate of 1.78 per cent per
annum. As per these projections the Indian popu-
lation will grow from 844 million in 192] to 925
million in 1996, 1006 million in the year 2001
and 1102 million in 2007. (Table 2.2). The Net
Reproduction Rate (NRR) will equal unity only
during 2011 to 2016, that s 5 years later than
was expected at the time of presenting the Sev-
enth Plan. The goal of stabilising population
(zero population growth, ZPG ) has thus shifted
further in time. India's fertitity and mortality
levels and the age distribution ot the population
are such that even after attaining NRR=1 by the
year 201 1-2016, the population would stabilise
(i.e.. achicve ZPG) only towi ads the end of the
21st century.

2.3.3 The socio-econemic variables that could
be considered to be inter-rela.ed are death rate,

Population Projections

Period Population at the end of the

Birth Death  Growth  General

Average
period Expectation of life  Rate Rate Rate Marital
(as on st March) al hirth Fertility
___________________________________________________________ e e Rate (Per
Total Utban  Urhan Male  Female (per 1000 persons) I‘()(?F)
(mulhons) (millions) popln. as Married
% of Women)
total
popln.
2 3 a4 s 6 1 % 9 10
199196 925.13 25736 27.82 0.0 GL.70  27.50 940  18.10 16080
1992-97 941.37  266.57 2832 61.05 62.20 27.00 9.20 17.80 157.50)
1996-2001  1006.20  300.87 30.50 62.80 64.20 24.90 8.40 16.50 144.50
2001-2006 108398  363.04 33.48 64.80 65.80 23.00 7.80 15.20  132.30
2000-2011 1164.25  425.73 36.57 67.05 68.30 20.90 7.10 13.80  120.90

Source - Report of the Standing Committee of Experts on Population Projections (1989).

Notes
case of Urban Population.

1). The projections have been adjusted in the light of the 1991 Ceisus results, particularly in

2).For 1992-97, 2006-2011 : projections ate based on similar assumptions as adopted by
Standing Commuttee of Experts on Population Projections (1989).
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infant mortality rate, female expectation of life
at  birth, female literacy, female mean age at
marriage and percentage of women employed.
The latest available statewise data on these vari-
ables are presented in table 2.3.

2.3.4  There is considerable variation in re-
spect of socio- demographic variables across the
States. One of the most important variable, i.e,
Infant Mortality Rate (IMR), for example, var-
ies trom 17 in Kerala to 123 in Orissa.
Study of the relationship among demographic
and socio- economic variables shows that female
literacy and age at marriage are highly correlated
with fertility decline. Increase in age at mar-
riage affects fertility decline as it shortens the
reproduction period and produces larger inter-
vals between generations. Lower infant mortal-

ity rate also helps in having lesser number of

children as the acceptors of family planning
methods become more confident about survival
of children. Fertility rates have started declining
in many parts of the country where, apart from
family planning programmes, substantial pro-
gress has been made towards female education
and improved health status for women and chil-
dren and where job opportunities for women
have increased.

2.3.5  Though India was the first country to
acknowledge the need for controlling population
growth, our achievements have fallen consider-
ably short of the targets in this direction. After
a little initial decline during the decade of sixties
and in the early seventies, the birth rate has
remained stagnant at 33/34 per thousand for
almost a decade till 1985. This has happened in
spite of the fact that the Couple Protection Rate
(CPR) has been going up significantly during the
same period. The CPR increased from 22.5 per
cent in 1977 to nearly 35 per cent in 1985, and
furtherto 44.1 percentin 1991. Though the birth
rate (BR) has shown a declining tendency, (from
33.7 in 1980 to 32.6 in 1986 and 29.9 in 1990)
the fall is not commensurate with the increase
in CPR. One explanation for this appears to be
that the acceptance ot family regulation meth-
ods has largely been confined to older age
groups. An analysis of demographic data tor
1961 and 1981, in fact, reveal that fertility
decline has been most marked in the older age-
group of 30-44 and much less in the age-group
of 15-29. Whatever fertility decline was ob-
served in the younger age-group was more due
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to rise i age at marriage than to the use of tamily
ceyulation methods. However, the second half
of the cighties is witnessing the beginning of a
new phase of tertility decline. There has been
a small but perceptible and continuous decline
in fertility and population growth as indicated by
the Sample Registration System (SRS) esti-
nates.

2.3.6  Roughly 80 per cent of the total temale
population in the reproductive ages is below the
age ot 30, It is typical for all countries during
their initial stage of fertility decline that the
acceptors of tamily regulation methods tend to
be in the low fertility range or in the older age
sroup. However, atter achieving a CPR of 44
and a birth rate of 30 turther significant im-
provement in CPR can only come from accep-
of family regulation methods by the
youuger age-group. Further increases in CPR
wottld then be more effective in reducing birth
rates. This will require more etforts to motivate
the younger people. It is in this context that
reduction in infant mortality rates, increase in
female literacy, and increase in job opportuni-
ties for women will become much more impor-
tant vartubles in intluencing birth rates.

tanoe

2.3.7 As per the 42nd Round of the National
Sample Survey (NSS) (1986-87) reports on util-
isation of Family Planning Services, the percent-
age of eligible couples effectively protected
during 1986-87 was 28.6, (Table 2.4), as against
a couple protection rate ot 37.5 as reported
through administrative statistics.  Apart from
statistical discrepancy due to different sources
and methods of collection of data, one reason for
this discrepancy could be that the administrative
statistics might have included large number of
casual users of Family Regulation Methods
(FRM), while NSS reveals more sustained ac-
ceptors. The NSS report further reveals higher
level of effective protection in urban as com-
pared to that in rural areas, and higher level of
eftective protection among the population group
above poverty as compared to that among the
group below poverty. This is as to be expected.
But what is more revealing is that even among
the rural below poverty group, effective protec-
tion rate was nearly 22.65 per cent as compared
to the overall all- India rate of 28.60 per cent.
This is a very hopeful sign. Terminal methods
are more dominant amony rural and poor groups
while non-terminal methods seem to be pre-



Table 2.3

Important Socio-Economic Indicators - Major States

States Birth  Death  Infant Couple  Total Life  Female Mean Percentag
Rate Rate MortalityProtection Fertility Expectanc Literacy age at ¢ of
(1990)  (1990) Rate Rate Rate y Rate Marriage Women
(IMR) (CPR) (TFR) Females (1991) (FemalesEmployed
(1990) (1-4-91) (1985) (1986~ in
91) (1981) Organised
Sector

1 2 3 4 5 6 7 8 9

Andhra Pradesh 25.60 8.70 70 44.30 370 62.23  33.70  17.26  12.47

Bihar 32.90 10.60 75 26.00 5.40 57.00 23.10 16.55 6.73

Gujarat 29.50 8.90 72 57.80 390 61.49 48.50 1952 [2.44

Haryana 31.80 8.50 69 56.60 4.60 6197 4094 17.84 11.39

Karnataka 27.80 8.10 71 46.90 3.60  63.31  44.30 19.21 17.06

Kerala 19.00 5.90 17 55.60 2.40 73.80 86.90 21.82 38.97

Madhya Pradesh 36.90  12.50 111 40.30 4.60 5471 28.40 1656 10.24

Maharashtra 27.50 7.30 58  56.20 3.50 64.30 50.50 18.77 13.24

Orissa 29.90  11.60 123 41.00 3.80 55.15 3440 1908 8.80

Punjab 27.60 7.80 55  75.80 3.50 65.30 49.70 21.07 13.56

Rajasthan 33.10 9.40 33 29.00 5.50  58.69 20.80 16.10 11.67

Tamil Nadu 22.40 3.70 67 57.30 2.80 60.80 52.30 2025 22.00

Uttar Pradesh 35./0  12.00 98  35.50 5.60 49.64 26.00 16.71 7.92

West Bengal 27.30 8.10 63 33.70 3.70  59.53  47.10  19.23 9.82

India 29.90 9.60 80 44.10 4.30  59.10 39.40 1833 14.22
Source :- Column 1, 2, 3 & 5 - SRS Estimates, Registrar General, India.

Column 4 - Department of Family Welfare.

Column 6 - Report of Standing Committee of Experts on Population Projections.
Column 7 - Census 1991 (Provisional Totals).

Column 8 - Census 1981.

Column 9 - Directorate General of Employment and Training, Ministry of Labour.

ferred with rising incomes and urbanisation.
Similarly, with rising income levels and urban-
isation, dependence on Government services is
falling. Government still accounts for over-
whelmingly large proportion of family planning
services provided.

2.3.8  Nearly 40 per cent of the Indian popu-
lation was below 15 years of age in 1980 whereas
only 6 per cent of the population was over 60
years of age. With the recent chanyges in vital-
rates and expectation of life at birth, the age
structure of population has changed and in
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future it is likely to change even more signifi-
cantly. The projected changes in age structure
are shown in Table 2.5.

2.3.9  The proportion of persons below 15
years of age would come down from 40 per cent
in 1980 to 35.5 per cent in 1992, and 29.5 per
cent in the year 2007. Correspondingly the pro-
portion of the group 15+ will increase from 60
per cent in 1980 to 70.5 per cent in 2007. Thus,
the proportion of those needing work will rise
significantly. The population of age 60 plus has



Table 2.5 Projected Age Structure

(Percent)

Year 1990 1992 1995 1997 2000 2005 2007
1 2 3 4 5 6 7 8

0-4 133.30 12.77 12.13 1171 11.14 10.30 9.96
5-14 23.22 22.89 22.49 22.09 21.58 20.08 19.48
15-59 57.07 57.69 58.43 59.06 59.78 61.55 62.26
60+ 6.41 6.65 6.95 7.14 7.50 8.07 8.30

Source:Report of the Standing Committee of Experts on Population Projections(1989).

Note :Projections for 2007 are based on similar assumptions as adopted by the Standing Committee

(1989).

Table 2.4 Percentage of Eligible Couples
Effectively Protected

Table 2.6 Women in the Reproductive Age

Rural Urban Combined

(1) @ 3) 4

Below Poverty 22.65 28.73 23.51
Above Poverty 26.74 39.72 29.93
ALL 25.40 37.58 28.60

Note: Estimated from data on fractile groups
reported in NSS report. (42nd Round, 1986-87)

risen to a level of 6.65 per cent in 1992 and will
rise to a level of 8.3 per cent by 2007.

2.3.10 The number and the proportion of
females in the reproductive age group 15 to 44
will keep on rising over the next 15 years. (Table
2.6) Increase in the proportion and the number
of females in the reproductive age group will
lead to higher fertility rates and hence it will
require a much higher degree of effort to achieve
a certain reduction in birth rates corresponding
to the effort/success ratio in the past.

2.3.11 The problems of the aged has not been
felt much so far since the socicty has been
overwhelmed with the problem of the children.
The proportion of older people has been small
and the traditional family structure has been able
to accommodate the needs of the aged well. This
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Group
Year No. of Female Ratio of No. of
Aged 15-44 Females Aged 15-
(Millions) 44 to total
Females(%)
(n ) 3)
1990 183.00 45.75
1992 191.89 46.02
1995 205.00 46.49
1997 214.31 46.95
2000 226.00 47.08
2005 252.00 48.55
2007 262.40 48.84

Source: Report of the Standing Committee of
Experts on Population Projections
(1989).

Estimates for 2007 are based on similar
assumptions as adopted by the
Standing Committee (1989).

is changing now. The proportion of the aged in
the society will be growing. In the wake of
modernisation and urbanisation more and more
tamilies are shifting away from land as the main
source of livelihood thus weakening further the
main basis of joint family system. Families are
becoming nuclear. Taking care of the aged will
need more attention in the coming decades.

Note:



2.3.12 Urban population is expected to be 224
millions, i.e., 26.04 per cent of the total popu-
lation in 1992. Urban population for the next
decade is projected on the basis of average
annual rate of growth observed during the
twenty year period i.e., 197191, rather than
the decelerated rate of growth during 1981-91
as this may not represent the long-term trend of
urbanisation. In the post 2001, period the rate
of growth of urban population is assumed to be
gradually declining in line with the assumed
reduction in the rate of natural increase, but the
share of urban population is expected to increase
continuously. As per the projections,India will
enter the 21st century with an urban population
of 307 million (30.50 per cent of the total) which
is likely to reach a level of 376 million (34.2 per
cent of the total) by 2007. It is also estimated
that the number of cities with a population of
more than one million will grow up from 12 in
1981 to around 40 in 2001. In 1981, 218 class
I cities accounted for more than 60 per cent of
the total urban population of the country. In
1991, class I cities contained 139.7 million
people (excluding J&K), accounting for 65.2 per
cent of total urban population and the metropoli-
tan cities alone had 70.76 million of them.
These cities are the main  hubs of economic
activity. Among them are also some of the
cities which are already under strain because the
infrastructure is over-stretched and inadequate.
Vast areas of these cities have degenerated into
slums. Housing is in a critical short supply. In
1981, out of a total urban population of nearly

160 million, 32 to 40 million were estimated to
be in slums alone. Thus, 20 to 25 per cent of the
urban population live with multiple deprivation.
This is the result of the gap between the demand
and the legal/formal supply of houses.

2.3.13 Viewed in a longer time perspective, a
fast pace of urbanisation is inevitable. In fact
the growth in urban population during the eight-
ies has been less than expected. The only
question to be asked is: "how to make the
process more compatible with the overall eco-
nomic development pattern and environmentally
less damaging"? A widely dispersed urban
growth will prevent the push of large numbers
towards metropolitan cities and will also be
beneficial to rural development. This implies
vastly dispersed infrastrucure, reaching out even
to smaller urban and rural areas. A push to such
a strategy needs to be given through creation of
communication, transport, health and educa-
tional infrastructure in large number of small
towns and in rural areas.

2.3.14 The successive quinquennial rounds
of the National Sample Survey Organisation
(NSSO) indicate trends in Labour Force Partici-
pation Rates (LFPR) and enable projections of
labour force being made for the coming years.
Table 2.7 on the Usual Principal Status LFPR
shows that LFPR's have declined over the years.
However, as the growth in labour force has been
mainly influenced by the rate of growth of
population, the labour force has continued to

Table 2.7 Overall Labour Force Participalidn Rates (1977-78 to 1987-88)

Year Labour Force Participatio
Rural Urban
Male Female Male Female
(1) ) 3) 4 )
32nd Round (1977-78) 54.9 26.2 53.2 15.0
38th Round91983) 54.0 25.2 53.1 13.0
43rd Round(1987-88) 53.2 25.4 52.8 12.9

* Usual Princpal Status.
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Table 2.8 Labour Force* Projections by Age - Group

{Milhons)

Addition to Labour Force

Age-Groups 1992 1997 2002 2007 1992-97  1997-02  2002-07
(h (2) (3) (4 ) (©) (7 (®)

5+ 328.94 364.31 400.75 440.74 35.37 36.44 39.99

5+ 316.65 351.61 387.92 427.87 34.96 36.31 39.95

15-59 294.60 325.87 357.82 393.02 31.27 31.95 35.20

* Usual Principal Status.

prow despite the declining trend in the partici-
pation rates. Usual Principal Status Labour
Force Projections for the period 1992-2007 are
given in Table 2.8,

The Social Development Perspective

2.4.1 There has been a significant improve-
ment in the living conditions of the people on an
average.  In certain states of the country,the
life expectancy, intant mortality, literacy, con-
sumption of food and cloth and availability of
basic services such as drinking water and domes-
tic clectricity have reached satistactory levels.
But there are considerable  dispuaritics  across
States, between the urban and the rural areas,
between males and tfemales, and between those
who work in organised sector and those who are
in the unorganised sector. In the perspective of
the next 10 to 15 years, we have to concentrate
on reducing these disparities and to improve the
quality of life of an average Indian citizen. The
development perspective emphasises improve-
ment in the income opportunities of the less
privileged sections and in the pockets of gross
underdevelopment. An improvement in  basic
social services and reduction in infant mortality
1s a pre-condition for realising the desired re-
straint on population growth. The long term
targets in terms ot important social indicators are
set in Table 2.9, These are average indica-
tors for the population as a whole, and the
averages hide the disparities. But, further sig-
nificant improvements in the averages cannot be
brought about without reducing the disparities.

2.42 The census of India 1981 reported an
overall literacy rate of 36.2 per cent. This was

M

w

a considerable improvement over literacy rate ot
16.7 per cent in 1951 though, this is still a poor
showing for 30 years of plunning. Census 1991
reports literacy rate for population aged 7 years
and above as 52 per cent. The regional dispari-
ties are wide and female literacy is still at a very
low level. As per 1991 Census, the female
literacy was only 39.4 per cent and male literacy
was 63.9 per cent. Data on literacy are also
available from various rounds of the Naiional
Sample Survey. Even though the definitions
tollowed are the same, there are differences
between the results obtained from  Census and
the NSS rounds. NSS rounds give somewhat
higher rates of literacy. The NSS estimates may
be more indicative of the real situation . These
data are presented in table 2.10. Itis significant
that during less than five years, i.e., from 1983
to 1987-88, literacy rates increased by 4 percent-
age points. It appears that the literacy drive will
pick up momentum now. Since literacy is high
among the younger age-group and is very fow
among the older age-group, with the cohort
movement, more literates will be replacing illit-
erates. The adult literacy programmes and et-
forts at universalisation of elementary education
will add further to the improvement in literacy
rates.

243 It is more important, in this context, to
concentrate on those regions/districts where lit-
eracy rates are abysmally low. Of the 412
districts, 243 had a literacy rate below the na-
tional average and 193 had female  literacy
rate below 20 percent in 1981 (as per the
conventional measure based on census data).
The 1981 census recorded a work participation



Table 2.9 Some Indicators of Social Development (1992-2007)

1991-92 1996-97  2006-2007

(1) (2) 3) 4) 5)

L. LifeExpectancy (years) Male 57.7 60.10 66.10

Female 58.7 61.10 67.10

2.Infant Mortality Rate (per 1000 births) 78(a) 68(b) 48

3.Death Rate  (b) {per thousand) 10.0 8.7 7.4

4.Birth Rate  (b) (per thousand) 28.9 25.72 21.7

5.Fertility Rate (per thousand) 130.3 113.0 91.4

6. Literacy Rate (%) 15-35 years 56.0% 90.0 100.0

7 years &above 52.0 75.0 90.0

7..Per Capita Consumption of foodgrains (kg) 182.0 193.6 225.0

8.(a)Villages without drinking water (thousands) 3.0@ 0 0

(b)Villages partially covered (less than 40 Ipcd) 150.0 negligible 0

9.Electricity as a source of Lighting (Per Cent of 27(c) 50 80
Dwellings) - Rural

- Urban 75(c) 80 95

Notes(a) Estimate based on SRS Data

(b) Based on assumptions implicit in the population projections made by the Standing Committee

of Experts on Population Projection (1989).

(c) Estimate for 1988-89 based on NSS 44th Round.

@ The figure indicates the number of villages not having any source of drinking water by end of
March 1992 (Source : Ministry of Rural Development)

Ipcd Litres per capita per day

*  Estimates for 1986-87 based on NSS 42nd Round.

rate of 4.3 per cent for children aged 0-14. Also
the NSSO (1983) had revealed that there were
17.36 million working children below 15 years
of age. The task before the country is to bring
these children back to the class rooms. At least
3-4 years of schooling is necessary for literacy
to be permanent. The focus now should be in
getting the community actively involved in
achieving cent per cent enrolment and in retain-
ing all the children in the school atleast through
the primary stages.

2.4.4  Significant improvement in the health
status of people is visible trom the fact that the
expectation of life at birth has increased from 32
to 58 years since independence. It is predicted
that it would reach a level of 65 years during
2001-2006, the female expectancy being still
higher. Already during 1986-91, Kerala had a
female life expectancy at birth of 74 years,
which is comparable to most developed coun-
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tries. The Death Rate in India has also declined.
A number of public health and medical care
programmes like, national small pox eradica-
tion, malaria control, tuberculosis control, chol-
era control and immunisation of children against
diphtheria, tetanus, whooping cough etc.
launched by the Government have helped to
improve health and longevity of the people.

2.4.5 While efforts at dealing with the epi-
demics have been successful, meeting the health
needs of the population has been far from satis-
factory. One crucial indication of population's
health status is infant mortality rate. Its contri-
bution to total death rate is high and it has great
psychological impact on motivation to limit the
family. Contribution of infant deaths to total
deaths is about 28 per cent, being 20 per cent in
the urban areas and 29 per cent in the rural areas.
Infant mortality rate has come down to 78 per
thousand, out of which about 60 per cent are



Table 2.10 Number of Literates per Thousand Persons

All-India
Year/Sourc Rural Urban All Excl. Popln. in Age Groups
Areas

Male Female  Male Female Fersons 0-6 04 014

1 2 3 4 5 6 7 8 9

1977-718 @ 415 184 688 500 377 467 440 404

1981 # 408 180 658 478 362 447 414 408

1983 $ 449 219 693 515 405 500 470 440

1987-88 * 484 260 719 556 444 540 509 486
1991 (Census) 521

Note:-1. Figures in Col 7 and 8 exclude persons in the respective age groups from the denominator only.
2. Figures in Col.9 excludes persons in the age-group (0-14) from both the numerator and denominator.
3. @,$ and * for NSS 32nd, 38th and 43rd Rounds respectively.

4. # census .

neo-natal deaths. It is estimated that 30 to 40
per cent of infants are born with low birth
weights and about 45 per cent of infant deaths
are due to low birth weights. Immunisation
status is far from satisfactory. The NSS data
also show that the mothers registered for pre-na-
tal care were 21 per cent in rural and 47 per cent
in urban areas, and those registered for post-na-
tal care were 12.6 per cent in rural and 23.8
per cent in urban areas.

24.6 The National Health Policy has ac-
cepted the responsibility to ensure "Health for
All by the Year 2000". An infant mortaility rate
of 60 per cent and 100 per cent immunization of
pregnant mothers and school children are aimed
at, apart from a number of other health related
targets. This calls for substantial improvement
in the medical and public health facilities, par-
ticularly in the rural areas.

2.4.7 The sources for the availability of
drinking water and light, as revealed by National
Sample Survey data for the years 1973-74 and
1988-89, are presented in table 2.11. There has
been considerable improvement over this pe-
riod. However, in 1988-89 tap water was avail-
able to 15.5% of rural and 72% of urban
housholds. The Technology Mission on Drink-
ing Water in Villages and Related Water Man-
agement has an objective to cover all "problem
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villages". Of the 5.75 lakh villages in the country
1.62 lakh villages were identified as "problem
villages" at the beginning of the Seventh Plan.
By the end of March 1992, about 3000 villages
remain without any source of safe drinking
water. There are however, still about 1.5 lakh
villages/habitations where per capita supply of
water is very meagre(less than 40 litres per day)
or part of population remains unserved or the
water sources are polluted. Population covered
by these potable water has increased from 56.3
per cent in rural and 72.9 per cent in urban areas
in March 1985 to 78.4 per cent and 84.9 per cent
in March 1992 respectively. The problems of
supplying clean drinking water is so varied and
diverse that innovative area specific cost effec-
tive technologies are to be evolved.

2.4.8 Population covered with sanitation fa-
cilities is very low-as low as 2.7 per cent having
individual sanitary latrines in rural areas. An
integrated approach to rural and urban sanitation
linked to programmes in health and education is
called for.

249 It can be seen from table 2.11 that as
recently as in 1988-89, only 27 per cent of rural
households and 75 per cent of urban households
had electricity available for lighting purposes,
the situation improved considerably since 1973-
74. The State level data shows greater dispari-



Table 2.11 Percentage Distribution of Households by Source-wise Availability of Drinking
Water and Lighting

28th Round (1973-74)

44th Round(1988-89)

Rural Urban Rural Urban
0 ey 2 3 C)
Sources of Drinking Water
1.Tap 4.69 66.97 15.47 72.11
2.Well 65.84 18.05 39.12 9.12
3.Tube-well & Hand pump 15.59 12.69 39.10 17.20
4.0thers 13.88 2.29 6.31 1.57
Total 100.00 100.00 100.00 100.00
Sources of Lighting
1.Electricity 6.55 53.48 26.92 75.12
2.0thers 93.45 46.52 73.08 24.88
Total 100.00 100.00 100.00 100.00

Source - National Sample Survey Organisation.
ties as fewer people of eastern States live in
electrified dwellings as compared to their north-
ern counterparts. The aim should be to cover
100 per cent households both in rural and urban
areas with availability of electricity for lighting
purpose.

2.4.10 Poverty still remains a problem of
considerable magnitude. Estimates of poverty
are conventionally based on a concept of poverty
line in terms of monthly per capita expenditure
and consumption distribution as available from
National Sample Survey. Views vary on the
concept of poverty line and the method of esti-
mating poverty. However, irrespective of the
concept and measurement, there is evidence that
poverty is on decline since the middle of the
seventies. In 1987-88, as per the official meth-
odology, around 30 per cent of the population
was poor. Assuming that by 1991 poverty pro-
portion declined to 27 per cent, even then about
230 million people were poor and not capable of
providing bare essentials of existence.

2.4.11 Incidence of poverty varies very much
across the States. The States with high per
capita income and highly developed agriculture
( Haryana and Punjab) have been virtually able
to eliminate poverty. The same cannot be said

31

about states where industry is highly developed
(Gujarat, Maharashtra). Thus development of
agriculture and production and supply of food
grains seem to be highly favourable factors in
eliminating poverty. The target is to eliminate
poverty by the turn of the century.

Food Requirements

2.5.1 India will have an estimated 941 million
people by the year 1997 A.D. This will increase
to 1102 million by 2007. With this population
and given improvements in consumption levels
associated with growth in incomes, the estimated
foodgrain requirement for 1997 and 2007 will
be around 208 million tonnes and 283 million
tonnes respectively. The foodgrain production
has to match this level of demand. The required
production levels of foodgrains by 1997 and
2007 are 210 million tonnes and 285 million
tonnes respectively. Main projections are given
in table 2.12.

2.5.2 The required development in agriculture
can, in the long run, be achieved only through
a regionally more broad- based pattern of growth
by devoting greater attention and resources to
the development of rainfed tracts, utilising effi-
ciently the created facilities of irrigation and
maintaining a continuous flow of economically



viable improved techniques, both for rainfed as
well as irrigated areas. The concept of planning
for agriculture in terms of homogeneous agro-
climatic areas needs to be intensified and insti-
tutionalised.

2.5.3 Growth of animal husbandry sub-sector
will help in increasing employment and bring
about income redistribution in favour of small
and marginal farmers and landless labourers.
The production of milk and milk products is
targetted to grow at about 4 per cent per annum
from the present level(1991-92) of 57.5 million

tonnes. By 2007, the total supply of milk will be
of the order of 105 million tonnes. The supply
of egg is targetted to grow at about 6 per cent
per annum. A quantum jump in fish production
is envisaged through creation of appropriate
infrastructure. These measures will contribute to
an estimated growth rate of about 6.6 percent in
fishery sub-sector. As a result, the fish produc-
tion is expected to increase to 5.5 million tonnes
by 1997 and to 10.5 million tonnes by 2007 A .D.

2.5.4 Energy intensity of agriculture has
been rising through direct uses of energy as well

Table 2.12 Agricultural Perspective

VARIABLE 1984-1985 1991-92* 1996-97 2001-02 2006-07
(1 2 (3) (4) ) (6)
Land (Mill.Ha)

N.S.A. 140.9 140.0 141.0 141.0 141.0
G.C.A. 176.4 182.2 190.6 197.2 203.4
G.C.A.(FG) 126.7 127.0 130.0 132.6 135.0
Irrigation(Mill. Ha)

F.G. 44.2 53.8 62.3 70.2 77.7
N.F.G. 16.3 21.9 27.0 31.8 36.3
TOTAL 60.5 75.7 89.3 102.0 114.0
Fertiliser(Mill.tonnes)

F.G. 6.2 9.4 12.8 16.6 21.0
N.F.G. 2.1 4.1 5.5 7.1 9.0
TOTAL 8.2 13.5 18.3 23.7 30.0
Cotton(Mill.bales) 8.5 10.5 14.0 18.0a 23.0a
Sugarcane(Mill.tonnes) 170.3 235.0 275.0 335.0b 408.0 b
Foodgrains(Mill.tonnes) 145.5 172.5 210.0 245.0 285.0
Oilseeds(Mill.tonnes) 13.0 17.5 23.0 29.0 ¢ 37.0¢

Abhbreviations:

N.S.A. = Net Sown Area
GCA = Gross Cropped Area
FG = Food Grains

NFG = Other than Food Grains

a=35%P.A.
b=4 % P.A.
¢c=5%P.A.
* = Likely.
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as through its indirect use via fertiliser. The
imperatives of raising productivity in view of the
constraints on land and rising demand for food,
tibre and other agricultural products, implies
that energy intensity will further rise. However,
massive etforts need to be mounted now to make
improvements in the efficiency with which en-
ergy is used. Efficient use of water and efficient
use of fertilisers are the two areas which need to
be paid special attention. More investment needs
to be made on research in the area of biotech-
nology to make possible integrated nutrient and
pest-management through cultural, genetic and
biological methods.

Natural Resource Constraints

2.6.1 The total geographical area of the
country is 329 million hectares, ot which the
arable land is 166 million hectares. At present
141 million hectares are used for cultivation
purposes. Between 1970-71 and 1987-88, the
average net sown area (NSA) has been 140.4
million hectares with a maximum of 143.21]
million hectares in 1983-84 and a minimum of
136.18 million hectares in 1987-88. The need
for production of food, fodder, fibre, tuel and
urbanisation will put severe competing claims on
the land. Moreover, water logging, salinity,
alkalinity of soils on account of inadequate plan-
ning and inefficient management of water re-
source projects in  conjunction with other
adverse physical factors, will severely constrain
the growth of net sown area in the future.

2.6.2 The per-capita availability of land is
already declining at a very high rate. With the
assumed rate of population growth it will decline
to 0.30 hectares by the year 2007 AD as against
0.89 hectares in 1950. Similarly, estimated per
capita land availability for animal population
will go down from 1.1 hectares in 1950 to 0.6
hectares by 2007 AD. Presently, rural and
urban settlements, roads, railways, waterbod-
ies, mines, defence and industrial installations
use about an estimated area of 21 million hec-
tare. Ain additional area of 4 to 5 million hec-
tares will be required for these diverse purposes
by 2007 AD. Although forest statistics indicate
that there has been an increase of 26 million
hectares under forests between 1950-51 to 1986-
87, the remote sensing data indicate depletion of
the forest cover. In the past, increase in net
sown area came about by converting forest area
into cultivable area. There is no such scope at

7—=251 PC/92
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present or in near future. The only alternative
available is to reclaim the waste land and the land
suffering from salinity, alkalinity and water log-
wing. With such efforts, the upper limit of net
sown area will be 141 million hectares. In re-
claiming wasteland available private sector in-
itiative and expertise should be tapped wherever
necessary without diluting the thrust in the land
reforms performance. In many parts of the
country the process of land reforms still remains
incomplete.  This should be completed on a
priority basis and it should be ensured that those
who till the soil have by and large an ownership
stake in it.

2.63 Land degradation in India is alarm-
ingly high. An estimated 174 million hectares
was being atfected by various problems of soil
erosion and land degradation in 1984-85. Of this
degraded land 8.53 million hectares was water
togged, 3.97 million hectares was ravine and
gutted land, 3.58 million hectares was attected
by alkalinity and 5.50 million hectares belong to
saline and sandy arcas. However, since 1984-85
about 40 million hectares are reported to have
been recovered. Still the magnitude of the prob-
lem remains large.

2.6.4  Floods and droughts are recurrent phe-
nomena in India, severely constraining agricul-
ture. On an average, an area of about 8 million
hectares is affected by floods annually. Of this,
nearly 40 per cent is cropped area. The total net
cropped area prone to water stress (moisture
scarcity) and drought is about 64 million hec-
tares. The problem of land degradation gets
exacerbated due to large scale land erosion in
which fertile top soil is lost. As per the Indian
Council of Agricultural Research estimates, the
present soil loss is about 16.35 tonnes per hec-
tare per year.

2.6.5 Forests are a very valuable renewable
resource providing the vital life support system.
With the fast growing population the demand on
torest has progressively increased. Interpreta-
tion of the Landsat imagery indicates that out of
75 million hectares of area recorded as forest,
only 64 million hectares sustains actual forest
cover, and out of this only 35 million ha. has
adequate cover, which account, for only about
11 per cent of the geographical area of the
country at present. National Forest Policy
(1988) stipulates that the country as a whole



should aim at keeping about one third of the
geographical area under forest cover.  With all
its biological and genctic diversity, forest is a
natural gift to humanity. The forests, degraded
by the ever increasing biotic influence, need to
be rehabilitated by afforestation, not only for
environmental considerations, but also for meet-
ing the focal demand for firewood, small timber,
fodder and for defence and industry.

2.6.6 With an average annual rainfall of 119.4
c¢m, and surface flow of about {88 million hec-
tare metres, India is endowed with vast water
resources. However, total utilisable water is
114 million hectare metres comprising 69 mil-
lion hectare metres as surface water and 45
million hectare metres as ground water. Due to
severe limitations imposed by physiography,
topography, and the present state of technology
to harness water resources economically, only a
limited part is developed for irrigation and other
essential uses. The ultimate irrigation potential
of the country was estimated by National Com-
mission on Agriculture (1976), to be 113.5
million hectares of which 55.0 million hectares
would come from minor irrigation. But this
estimate has undergone a change. The national
perspective on water resources envisaged an
additional benefit of 25 million hectares through
surface storage and inter-basin transfers of river
water. Further, the Central Ground Water Board
provisionally puts the revised estimate of ground
water at 80 million hectares, as against the
previous estimate of 40 million hectares. Pend-
ing firming up of these estimates the ultimate
irrigation potential is taken as 113.5 million
hectares.

2.6.7 The incremental costs of using water has
been rising steadily. Many potential projects
from which water can be utilised when devel-
oped, though economically viable are too capital
intensive compared to other sectors of develop-
ment like crop husbandry etc. It is essential to
increase the productivity of water harnessed
through irrigation by improving efficiency of
water management and by conjuctive use of
surface and ground water with adequate sustain-
able maintenance and with farmers involvement.

2.6.8 Mineral resources are non renewable and
therefore call for more vigorous and sustained
efforts for the discovery and exploration of
mineral deposits and scientifically planned de-
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mand management and replacement by substi-
tutes. The estimated known reserves of copper,
gold, iron ore, lead, zinc, chromite, rock phos-
phate, manganese ore, kyanite and sillimanite of
high grade quality are the main cause of concern
as the balance life of their reserves is less than
50 years. Hence it is essential to consider the
mineral inventory position while trading miner-
als in future. Considerable efforts need to be
directed towards exploration of minerals of rare
occurance, like nickel, molybdenum, tin, tung-
sten etc. Table 2.13 shows the life indices of
some important minerals.

Energy Perspective

2.7.1 1t will be a challenging task to meet the
growing demand for energy from households,
industry, transport, agriculture and business.
Pattern of demand for energy is also changing
overtime.  Analysis of total commercial energy
consumption shows that there is increasing trend
in consumption of petroleum products, natural
gas and electricity.

2.7.2 Measures will have to be initiated for
reducing the energy intensity in difterent sectors
through changes in technology and processes.
Interfuel and intratuel substitution will have to
be optimised. The main emphasis will have to
be towards maximising the use of renewable
sources of energy with affordable cost to low
income groups in rural and urban areas. A
major stress on efficiency, conservation and
demand management should be laid to bring
down the energy elasticity to output.

2.7.3 The consumption requirement of electric-
ity at the consumers’' end will be around 622
Billion Kwh by the end of the next fifteen years.
With various technical measures adopted and
system improvement schemes undertaken in
various States, the system losses are expected to
go down by atleast seven per cent. Taking this
into account, the total generation requirement
would be 798 Bkwh. Non utilities are expected
to contribute about 45 Bkwh. The generation
requirement from utilities will be to the tune of
749 Billion kwh besides import of 4 Bkwh.

2.7.4 From supply side, emphasis should be
laid on increased hydel generation which is
necessary for affording more power availability
especially for meeting system peak and improv-
ing the overall Plant Load Factor (PLF). Posi-



Table 2.13 Life Indices Of Some Important Minerals

Mineral / Ore / Metal ~ Recoverable Depletion  Recoverable Projected Balance life at
reserves as on during reserves as on production 1996-97 level
1.1.1985 1985-97 1.1.1997 during of production
1996-97
(m.tonnes)* {m.tonnes) (m.tonnes) (m.tonnes)  (Years)+ +
1 2 3 4 S 6
1. Crude o1l + 993.00 230.00 763.00 50.00 15.26
1-1-91 (1991-97)
2. Natural gas $ 858.00 161.00 697.00 30.00 23.00
(B.Cu.m) As on 1-4- (1990-97)
1990
3. Coal(as on 1.1.91)
1) Coking 8507.00 201.00 8306.00 39.00 213.00
(1991-97)
1)Non-Coking 60346.00 1397.00 58949.00 269.00 219.00
(1991-97)
4. Bauxite 2333.00 80.00 2253.00 8.00 281.00
5.Copper metal # 3.95 0.431 3.52 0.055 64.00
(as on 31.3.88)
6. Lead metal # 1.93 0.56 1.36 0.096 14.00
(as on 1.1.89)
7. Zinc metal # 7.00 1.10 5.89 0.154 38.00
(ason 1.1.89)
8. Gold 103000 kg. 16727.00 86273.00 1850.00 46.00
(as on 1.1.88) (Extractable)
9. Iron ore 10440.00 686.00 9754.00 72.00 135.00
10.Chromite Ore 139.00 15.00 124.00 2.40 51.00
11. Magnesite 222.00 6.70 215.00 0.73 294.00
12.Manganese ore 83.17 17.65 65.52 1.80 36.00
13. Limestone 69353.00 876.00 68477.00 101.00 Adequate
Reserves
14. Rock Phosphate 14.78 8.79 5.99 0.72 8.00
High grade
15. Sillimanitei) Massive 0.50 0.35 54.25 0.017 Beach
Sand + 1000
11) Beach sand 54.10
16. Kyanite 1.55 0.51 1.04 0.056 18.00
17. Dolomite(useable 4608.00 32.00 4576.00 3.20 Adequate
grade) Reserves
+ - Background note of Eighth Plan (1992-97)
+ 4+ - Life of mineral deposits would change on revision of recoverable reserves
* - Based on Eighth Plan Working Group report on mineral Exploration, Aug. 1989
$ - Figures are tentative as natural gas reserves depend upon reservoir characteristics
# - Producing & developing mines
Nymion v el
on
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tive steps will have to be taken to shorten the
gestation period of the construction of power
plants. About 40 per cent of total 84000 MW at
60% load factor hydel potential lies in North-
Eastern region which needs to be exploited
fully. Gas based stations can be supplemented
for peaking purposes. Reliable gas supply has
to be ensured alongwith indigenization ot higher
capacity gas turbines. Availability of adequate
supplies of heavy water should be ensured tor
achieving nuclear generating capacity targets.

2.7.5 Power sector is capital intensive and its
demand is bound to increase in tune with eco-
nomic development. But in view ot the supply
constraints arising from resource crunch, the
approach should be towards improving etfi-
ciency in the generation and distribution of
power supply. The time and cost over-runs of
projects need to be checked. Domestic, industry
and agriculture are the sectors where there is
wide scope in the efficient use and conservation
of energy. Better ways of Grid integration and
demand management have to be evolved.
Wind energy has a potential of 20,000 MW and
mini/micro hydels have potential of 5000 MW
which needs to be tapped.  Other non-conven-
tional sources like solar photovoltaics, ocean
energy, MHD, geo-thermal energy ete., can
become economically feasible with indigenisa-
tion of technology.

2.7.6 Consumption of coal has increased at the
rate of 5.5 per cent per annum during the Sixth
Plan and 7.44 per cent per annum during the
Seventh Plan period. The production of coal
will have to reach a level of 308 million tonnes
by 1996-97 in order to achieve the plan targets
for coal-based thermal power generation, and
the output of iron and steel and other industries.
Power sector consumes more than halt of the
total coal requirement. There is an increasing
trend in the consumption cf specitic coal in the
power sector due to drop in calorific value. The
quality of coal may not improve much as the
share of undergound mining is not likely to
improve during the next decade. In the steel
sector, in view of the inadequate supply of
indigenous coking coal both quality-wise and
quantity-wise, import of coking coal would con-
tinue. Import of 3 million tonnes of coking coal
during 1996-97 has been envisaged. In the
domestic production, washery yield of clean coal
during 1996-97 is expected to be around 55 per

e
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cent only. There is need for renovation/niod
ernisation of Indian washeries and avoiding
time overrun in setting up of new washerices.
The demand for coal is expected to reach a
level of 460 million tonnes by 2006-07.

2.7.7  Crude oil production increased nearly
three-fold in the Sixth Plan whereas in the Sev-
enth Plan the increase, mainly accounted by
Bombay high, was marginal (3.33 per cent per
annum). During the Eighth Plan the increased
crude production would come mainly from Bom-
bay Oft-shore, Cambay basin and Upper Assam.
Marginal increase in production in Krishna-Go-
davary-Cauvery basin is also expected. The
demand for petroleum products is outstripping
the indigenous production.  Domestic demand
during 1996-97 and 2006-07 is anticipated to
be 81 million tonnes and 125 million tonnes
respectively.  Besides the expansion of the ex-
isting refining capacity, it is necessary to adopt
conservation measures, pay attention to demand
management and take steps te develop substi-
tutes. The Natural gas which is emerging as an
important substitute for petroleum products
could be used in fertilisers, petro-chemicals,
power veaeration and for extraction of LPG for
use as domestic fuel. With this, it would be
possible to save Naphtha in fertilisers and petro-
chemical sectors, Furnace oil in the power sector
and Kerosene in the domestic sector.  Utilisa-
tion of compressed natural gas could substitute
diesel and petrol in transport sector and save
foreign exchange substantially. However, given
the balance life ot oil and gas reserve at less than
25 years even with the present low consumption
levels on one hand and the need for massive
investments to develop the reserves on the other,
an uncontrolled growth in consumption will
make our balance ot payment position unman-
ageable. A strict monitoring of the demand for
petroleum products in the Eighth Plan and be-
yond is therefore an imperative need for manag-
ing the nation's tiscal health.

Long-Term Growth Perspective

2.8.1 A visualisation of the pattern of long-
term growth and options on growth strategy are
necessary so that the medium term investments
and policies may be directed towards some of
the better options in the long-run. Keeping in
view the long term goals of the society and taking
into account the terminal conditions of the
Eighth Plan, i.e., the conditions created by the



Table 2.14 Some Macro Farameters of Growth
(1992-93 to 2006-07)

Period GDP Growth  Savings Rate Investment Growth Rate  Growth Rate
Rate (AV) (AV) Rate (AV.) of Total of Per cap.
Consumption pvt.

conssumption
(1) @) G @ ) (©)
199293 to 1996-97 5.60 21.60 23.17 5.60 3.49
1997-98 to 2001-02 6.05 23.2 24.20 5.62 3.89
2002-03 to 2006-07 6.51 24.40 25.40 6.18 4.59

programmes and the policies within the Eighth
Plan, a path of growth for the tuture can be
charted out. In doing this, the rates of savings
and investments as also the incremental capital
output ratio are the factors which one has to
project exogenously, while the rest of the pa-
rameters like growth rate, of GDP and rate of
growth of consumption are worked out by the
maodel itselt.

2.8.2 Saving rate is treated as exogenous. The
Seventh Five Year Plan achieved an average
saving rate of about 20.4 per cent of GDP.  An
average saving rate of 21.0 per cent as observed
towards the end of the Seventh Plan has been
considered to be teasible for the Eighth Plan.
An increase of the same magnitude (in terms of
percentage points) in each of the next five year
periods may be considered to be a modest ex-
pectation. Thus, the saving rate may be taken as
23.2 percent during the period 1997-02 and a
saving rate of 24.4 per cent may be taken for the
period 2002-07. The saving rates are achievable
given the past behaviour of our savings and the
savings record of many Asian countries.  As-
suming that the current account deficit is main-
tained at the level of 1.6 per cent of GDP in the
first five years and at 1 per cent thereafter for
10 years the investment rate would be 23 per
cent in the Eighth Plan, 24.2 per cent in the next
five year period and 25.4 per cent in the sub-
sequent five years. An ICOR of 4.1 has heen
assumed for the Eighth Plan. The ICOR was
4.1 in the Sixth Plan and it turns out to be 3.9
for the Seventh Plan but 4.3 on an average for
the 7 year period upto [991-92.  Low growth

performance of the last two years has raised the
ICOR. However, an ICOR of 4.1 would be
a reasonable assumption for the Eighth Plan and
4.0 and 3.9 respectively for the subsequent two
five year periods.  On this basis, while the
Eighth Plan growth rate would be 5.6 per cent
per annum, a growth rate of 6 per cent is
indicated for the next five years and a growth
rate of 6.5 per cent for the period 2002-07.
These calculations and their implications in
terms of growth of consumption are pre-
sented in table 2.14. There will have to be a
shift of emphasis in our planning process from
the allocation of an outlay and its spending to its
productive utilisation leading to a return on the
investment even if it is an indirect return.

2.8.3 TItcan be seen that even modest improve-
ment in the growth performance of the economy
would give tremendous advantage in terms of
growth in per capita consumption. The growth
rate in the per capita private consumption
throughout the period 1950 to 1980 remained at
a low level of 1.05 per cent per annum. There
was a significant improvement in this during the
decade of the eighties when the growth rate
increased to 3.08 per cent per annum. A
growth rate of 3.90 per cent in the five year
period next to Eighth Plan, and 4.6 per cent per
annum subsequently will again be a good jump.
This will amount to an increase of 80 per cent
in absolute per capita consumption levels over
the next 15 years. This will have considerable
impact on eliminating poverty and on generating
demand tfor the type of goods usually associated
with higher income levels, production of which
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is also more labour absorbing. When the
growth in consumption crosses a threshhold it
starts having a multiplier effect on the economy
through demand generation which further
strengthens the stimulants to growth.  The In-
dian economy may look forward to these advan-
tages in the next phase of its development.

2.8.4 The processes of deregulation and struc-
tural adjustment recently initiated are bound to
bring in a qualitative change in the outlook of
the manufacturing sector during the next phase
of development. A shift from the Public Sector
to the Private Scctor is anticipated in almost all
the sectors of the industry especially in engineer-
ing industry. Larger forcign investments and
entry of multinationals are anticipated in elec-
tronics, telecommunications, consumer du-
rables.  The liberalised industrial poiicy would
offer substantial scope for the private sector for
investment in gas based power generation and
oil exploration.  The next phase of develop-
ment should see a vigorous push in the process
of industrialisation and modernisation.  Some
indication of the possible options for a push in
this direction are presented here.

2.8.5 The fertiliser industry has registered an
impressive growth ever since the advent of the
green revolution in the country.  There has,
however, been a slowdown in capacity additions
accompanied by increasing demand in recent
years. With an estimated foodgrain production
target of 285 million tonnes by 2006-07, the
evergrowing demand for tertilizer and the haz-
ards ot depending on imports tor large quantities
must be kept in view while planning for this
industry in the future. It is assessed that the
tertiliser consumption during the terminal year
of the Eighth Plan will be around 18.3 miliion
tonnes in terms of nutrients.  This would leave
a gap of 5.5 million tonnes of nutrients to bhe
imported. Priority should be accorded to new
gas based plants particularly in certain specitic
areas to remove regional imbalance in demand-
supply position. Expansion and doubling of gas
based fertiliser plants should also be taken up on
a priority basis in order to reduce the capital
investment and outgo of foreign exchange. Ef-
forts also need to be enhanced to induce private
investment in this industry.

2.8.6  The Seventh Plan saw a phenomenal
growth in textiles exports.  Textiles constitute
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the single biggest commodity of export. Ready-
made garments and cotton textiles put together
account for more than 80 per cent of the textiles
exports. It is necessry to press on these trends.
The textile industry needs modernisation and
technology upgradation. We have to regain our
comparative advantage in this sector.

2.8.7 The demand for tinished steel is likely to
grow at an average growth of 6.7 per cent per
annum and is estimated to be 21 million tonnes
in 1996-97 and the industry would be fully
geared to meet the demand indigenously and
there may be a net exportable surplus of 1.8
million tonnes of steel. It is expected that about
13.8 million tonnes would come from main
producers and the balance 9 million tonnes
from secondary producers. It is envisaged that
at the end of the next 15 years or so, the steel
industry would produce a surplus of 4-5 million
tonnes of steel for export after meeting an
estimated  domestic demand of 35 million
tonnes. The prospect of steel export would be
even brighter as the advanced countries like
Japan are moving into high-tech areas and vacat-
ing steel.  Decontrol on the home front, would
pave the way for larger private sector partici-
pation in this industry.

2.8.8  Consequent on complete decontrol of
cement in March, 1989 and subsequent delicenc-
ing of the industry in July 1991, the industry has
made big strides both in production as well as
capacity addition. The new industrial policy is
likely to stimulate increased private participa-
tion. Though, the demand for cement grew by
more than 8 per cent during the Seventh Plan
period, the consumption of cement is estimated
to grow at a moderate rate owing to the likely
subdued construction activities during the pre-
sent phase. A greater emphasis would be laid
on exports of cement in the ensuing plan period
by fully exploiting industry's potential to export
taking advantage of liberalised policies and the
neighbouring countries-being net importers of
cement.,

2.8.9 The electronic industry had a remarkable
growth rate duriny the past decade. The output
growth rate was 25 per cent during the Sixth Plan
and 34 per cent during the Seventh Plan. Due
to foreign exchange crunch and import restric-
tions, the growth rate during 1990-91 has come
down. The prospect of this industry needs to be



viewed in the light of the new industrial and
trade policies. Since this industry is largely
based on imported technology, which is chang-
ing fast, the prospect of electronics industry in
the country will depend upon foreign investment
and international competitiveness of the domes-
tic products. Complementary to the growth of
the electronics and more particularly computer
industry will be the expansion in the software
development particularly for export.

2.8.10 A well-integrated, multi-modal sys-
tem, relying on application of the state of the art
technology will be an essential element in the
transport scenario. Mechanised transport is the
largest consumer of energy, particularly the
petroleum products, and hence, energy con-
straint would be a dominant element influencing
strategic choice in respect of transport modes.
Railways and road transport will continue to
remain the dominant modes ot transport. The
Inland Water Transport, Coastal  Shipping,
Pipelines should increasingly play an important
role in the country's transport system in the
future. In view of the huge investments required
for developing the transport infrastructure, pri-
vate sector will have to be encouraged to play a
more significant role essentially aimed at im-
proving the operational systems such as in the
areas of frieght forwarding transport, express
ways, creation of dedicated berthing facilities at
ports, cargo handling equipments etc.

2.8.11 Inadequacy of road links is a constraint
on growth of rural agriculture and rural industry.
The Seventh Plan had set a target of providing
road linkage to the villages with population of
1500 and above and to 50% of villages with
population 1000-1500. It is estimated that 87
per cent villages with population above 1500 and
70 per cent of villages with population from
1000 - 1500 were connected by the end of
Seventh Plan. It is anticipated that most of the
villages with a population of 500 and above
would be connected by all weather roads by the
turn of the century. This, however, will be
possible only if adequate resources are made
available for this purpose. In view of the huge
investments required for developing the trans-
port infrastructure, active ceoperation of the
private sector will be encourged in most of the
transport sector.
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2.8.12 Demand for communication and infor-
mation services will grow at a fast rate in future,
Modernisation and upgradation of technology
must be given due attention to make the system
adequately available and more reliable. The
ultimate aim will be to improve the availability
of telephone from the present level of 0.5 tele-
phone for every 100 persons to 6-7 telephones
for every 100 persons over a period of time.
Extension of these services to rural areas is a
must for creating environment for the growth of
commercial agriculture, agri-business and rural
industry.

2.8.13 Our areas of strength which can be
developed further are

(1) Ability to perfect production techniques if
an adequate scale of demand (offtake) is
assured (e.g., power equipment and the
conventional machine tools and bulk com-
modities such as sugar and cement);

(i) A stock of skilled manpower that can
sustain a high growth in manufacturing and
in the services sectors;

(iii) A reserve of unexploited natural resources
in hydel power, natural gas, atomic miner-
als;

(iv) An expanding consumer market for goods
and services which afford scale advantages
in consumer durables, telecommunication,
transport and certain commercial services;

Existence of a base of a diversified mod-

ern infrastructure, like electricity, trans-
port, repair services, communication,
education, banking and a variety of pro-
fessional and technical services. This
base can gain strength and grow, given the
right type of environment.

(v)

vi) A well developed capital market from
which massive resources can be raised on

the strength of attractive projects.

2.8.14 These advantages can be used in manu-
facturing the bulk commodities such as sugar,
cement and petrochemicals duly supported by
import of technology (and capital). These ad-
vantages can also be used to integrate better with



the more open developing economies (Far East
and Latin America) and expand the output of
simpler ancillary equipment and components for
the capital goods and consumer durables sup-
plied by them to the Japanese, American and
European market.  We could establish linkages
with the leading marketing chains for clothing
and other consumer items and manufacture ac-
cording to the designs specitied by them. We
can also plan for economic benefits from the
availability of skilled manpower in "information
technology” and "computer software" by organ-
ising the availability and utilisation of such man-
power more effectively.

2.8.15 Since resources are limited, we should
avoid channelising our resources to the activities
where the nation cannot in the long run have a
comparative advantage. Examples of arcas that
we can progressively vacate and utilise the im-
ports option are ship building, atomic power
equipment, technology intensive electronic com-
ponents, i.e., chips and metallurgical industries
except in the context of specitic markets abroad.

2.8.16 In building strengths in arcas in which
we have comparative advantage, we need 10 pay
particular attention to technology. The long
term objective is to evolve a technology mix in
production which conforms to our resources and
needs. The experience in the past shows that
wherever our thrust was purposive with clear
perspective of economic options and goals, we
achieved results. Notable successes have been
in agriculture and to an extent in the application
of medical research. In these areas, we set about
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the task with the establishment of purpose-ori-
ented research network and institutions, put in
necessary investments with a certain degree of
liberalism in imports of essential equipment etc.
The research done in the laboratories was in
accordance with our needs which could be suc-
cessfully translated into economic benefits.
Similar approach is required in the fields of
industry and energy. These areas did not benefit
to the same extent from research in the past,
since technological excellence was, in general,
pursued in isolation from the economic needs.
The result was that scarce resources got tied up
for a longer period due to the gap between
research effort and a reasonable scale of eco-
nomic benefits. Institutional reform has to be
brought about in technology development. A
variety of institutional set-ups (models) have
been tried in the past. The successful ones need
to be emulated. The role of the public sector in
technology development should be contined to
areas of high strategic significance on considera-
tions of national and long-term economic secu-
rity

2.8.17 ldentification of areas in which we have
comparative advantage and channeling the re-
sources to those areas are an integral part of
planning. This is an ongoing process. Positive
efforts will, however, be needed to convert
potential arcas of strength into reality. In an
increasingly deregulated environment, while in-
dividual economic agents will make their own
decisions where to expand, it should be possible
through a mix of policies to steer the economy
along desired direction. This, indeed, is the
positive role of planning.



CHAPTER 3
MACRO-ECONOMIC DIMENSIONS

3.1.1 As a result of planned development
over the last forty years and the consequent
modernisation of the economy and the emer-
gence of a large organised sector, the capacity
of the economy to mobilise resources for further
development is now well established. A reason-
able stock of technological skills in men and
machines and proven reserves of minerals and
other resources are available. A diversified
industrial and infrastructural base has been built
up. We now have a robust and resilent agricul-
tural economy. The Sixth and the Seventh
Plans also paid particuar attention to the
strengthening and modernisation of infrastruc-
ture. More incentives to private sector invest-
ments were provided through progressive
deregulation of industry and more liberalised
imports of capital goods and components. There
has been atleast a five year period (1986-91) of
good export performance. Corporate sector has
generally welcomed and responded well to the
market oriented shifts in industrial, trade and
fiscal policies. At the same time capabilities
exist in the economy to safeguard the interest of
the small entrepreneurs and the small farmers.
These achievements have given us strength to
push forward and keep up the pace of develop-
ment in the coming years. The task now is to
utilise the human, material and financial re-
sources for a pattern of growth which leads
towards the goal of full employment and fulfil-
ment of social aspirations and needs. Emphasis
has also to be laid on a more efficient use of the
available resources and the necessary environ-
ment for the same must be created.

Growth, Investment and Public Sector Out-
lay

3.2.1 The growth target for the next five
years is based on an analysis of the recent growth
experience, a careful assessment of the re-
sources which could be mobilised and impera-
tives of meeting certain minimum of social needs
and aspirations. The Seventh Plan achieved a
growth rate of 5.8 per cent per annum against a
target of 5 per cent. This was a good showing.
However due to the setback in the expected
growth performance during 1991-92 the average
growth for the seven year period i.e. 1985-86 to

41

8—=251 PC/92

1991-92, would be 5.3 per cent per annum. The
growth in this seven year period was supported
by an investment rate of 23.1 per cent of GDP
and this investment in turn was financed by
domestic saving of 20.7 per cent of GDP and
foreign savings (i.e., current account deficit)
of 2.4 per cent. Looking to the good perform-
ance in the Seventh Plan and also keeping in
view the requirement of generating employment
at a certain minimum rate, there was a view that
the Eighth Plan should aim at a higher growth
rate. However, in view of the impact of struc-
tural adjustment programme, the resource
crunch which the public sector is facing, and the
need for correcting the fiscal imbalances, it
would be prudent to plan more or less for the
growth rate achieved during the decade and lay
down foundations for higher growth in the fu-
ture. Planning for a higher level of investment
and cutting it as the plan proceeds because of
inadequate resources will result in a less than
optimal utilisation of resources.

3.2.2 Macro-economic and sectoral implica-
tions of alternative rates of growth in the Eighth
Five Year Plan were considered by the National
Development Council (NDC). The NDC ap-
proved, in December 1991, a growth target of
5.6 per cent per annum for the GDP. More
detailed exercises and availability of further

Table 3.1 : Implications of Target Rate of
Growth during the Eighth Plan (1992 - 97)

GDP ICOR Average Current Average
Growth Rate of Account Rate of
Rate Domestic Deficit Investment
Savings
( % per ( Per Cent of GDP at market
annum) price)
5.6 4.1 21.6 1.6 23.2

Abbreviations:
ICOR - Incremental Capital Output Ratio
GDP - Gross Domestic Product



information since then indicate that this growth
is feasible. Some of the macro implications of
the target rate ot growth are set out in Table 3.1.

323 The incremental capital-output ratio
(ICOR) is a summary expression for the existing
technical conditions in the economy which de-
termine the relationship between investment and
additional output. Though, the ICOR is ex-
pressed as a relationship between investments
and additional output of the same period (i.e.,
the plan period), it in fact depends on the pace
of investment in the past creating additional
output in the plan period and also takes into
account the investment which will create capaci-
ties for growth in future. Capacity utilisation
improved during the Seventh Plan and also there
were good gains in operational efficiencies in a
number of sectors. The average ICOR for the
Seventh Plan period turned out to be 3.9. How-
ever, due to a dip in the growth rate during the
subsequent two year period, the ICOR for the
seven year period, 1985-86 to 1991-92, is esti-
mated to be 4.3. While there is much scope for
improving operational efficiencies, gains in out-
put from better utilisation ot existing capacities
may not be available in the Eighth Plan to the
same extent as during the Seventh Plan. This
holds particularly in the power generation, rail
transport, agriculture (in the north-west re-
gions), oil production and mining. Moreover
the stock of investments in pipeline today is less
than what it was at the commencement of the
Seventh Plan. Investments for "Human Capi-
tal”, which is a priority area in the Eighth Plan,
show up in improved performance in terms of
output with a longer time lag than the industrial
and infrastructure projects. Project costs in the
energy and transport sectors are at present in-
creasing as the more easily available natural
resources have been exploited first and the more
difficult ones remain to be harnessed. The ef-
forts that are required to curb the ecological
damage will also add to the costs. Expectations
of productivity gains (and its consequent impact
on ICOR) mainly rest on the extension of the
best available technology to the underdeveloped
regions and sectors of the economy, say, for
example, to agriculture in the eastern region, to
large segments of services in public sector and
to the traditional (decentralised ) sectors in in-
dustry. Though the immediate impact of meas-
ures for structural adjustments will lead to some
fall in output, in the medium term the industrial
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sector is expected to respond well to the liber-
alised policies. On balance of assessment it
appears to be reasonable to assume an ICOR of
4.1 for the period of the Eighth Plan.

3.2.4 The projections of macro-aggregates
and financial parameters are made at the prices
prevailing in the base year of the Plan, i.e.,
1991-92. The Plan model works with the input-
output tables adjusted to the levels and structure
of prices in 1991-92. Thus, the projections of
savings, investments, balance of payments, etc.,
are all in terms of prices prevailing in 1991-92,
No projection is made for the rate of inflation.
It does not mean that there will be no inflation,
however, it implies that there will be no erosion
inresources in real terms. When actual financial
allocations for the public sector plan are made
through the annual budgets, prevailing rates of
inflation are taken into account. Through pru-
dent fiscal and monetary policies and manage-
ment of production and distribution, the Plan
would, however, attempt to keep the inflation at
the lowest possible levels.

3.2.5 Maintaining a reasonable degree of price
stability is essential for the smooth functioning
of the economic system, protecting the interests
of the poor and preventing any deterioration in
the mobilisation of resources. In the past it has
been found that while any increase in prices
leads to corresponding increases in government
expenditure, a corresponding increase in reve-
nues does not occur. As a consequence, the
resource gap widens. Price stability is essential
in order to reverse the trend of dissavings in the
government sector and to preserve the develop-
mental content of public expenditure. The fi-
nancing pattern of the Plan, therefore, relies on
a much lower level of "fiscal deficit” and "defi-
cit financing” with the objective of maintaining
a reasonable degree of price stability.

3.2.6 The macro-economic aggregates and
macro-parameters for the Eighth Plan are pre-
sented in tables 3.2 and 3.3. It will be seen that
an improvement in the rate of saving is expected.
The marginal rate of savings over the Eighth
Plan would be 23.7 per cent. Investment rate
would be only marginally higher than the aver-
age of the last seven years. The current account
deficit as a proportion of GDP is projected to
decline. This will have a more favourable im-
pact on foreign debt accumulation and debt



Table 3.2 Macro Aggregates for the Eighth Plan (1992-97)

(Rs.Crores at 1991-92 prices)

1991-92 1996-97 Total 8th

(Target) Plan

© D @ 3 Q)]
1.GDP at Factor Cost 519716 682473 3069138
2.GDP at Market Prices 582356 764730 3439053
3.Gross Domestic Savings 125789 165182 742835
4 Private Consumption 389211 504000 2266530
5.Gross Domestic Capital Formation 140348 172295 797698
6.Foreign Savings + 14559 7113 54863
7.Exports of Goods ** 44292 83869 330153
8.Exports of Goods and Non Factor Services ** 55762 102366 407342
9.Imports of Goods ** 62345 93314 399650
10.Imports of Goods and Non Factor Services ** 72848 112797 477128

Note: Foreign Trade figures for 1991-92 are estimated as normalised base for projections during the

Eighth Plan.

+The abnormaly low imports in 1991-92 compared to 1990-91 resulted in lower foreign savings
than the normal base which is shown here. Preliminary RBI data indicates foreign savings of
Rs.9000 Cr. but the national accounts data is not yet available for the year.

**Exports and Imports projections for 1991-92 are the normalised projections,, since the actuals
are expected to be exceptionally low in this year.

service ratio. The Eighth Plan is expected to
bring about a significant improvement in Export
performance.

3.2.7  Private final consumption expenditure
is projected to grow at the rate of 5.3 per cent
per annum which amounts to a growth of 3.5
per cent per annum in per capita consumption
(assuming a population growth of 1.8 per cent
per annum). This is greater than the growth in
per capita private consumption of 2.8 per cent
per annum during the Seventh Plan. Since in-
come distribution is also expected to improve
because of various social welfare measures, a
higher weightage has to be given to food con-
sumption. This implies a better management of

food economy with relative price stability than'

has been the case in the recent years.

3.2.8 Given the feasible level of domestic
savings and resources from abroad, an invest-
ment level of Rs. 798000 crores is possible
during the Eighth Plan. This implies an invest-
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ment rate of 23.2 per cent of GDP. Given the
stipualated incremental capital output ratio
(ICOR), this investment will generate a growth
of 5.6 per cent in GDP. The investment rates in
the Sixth and the Seventh Plans were 21.1 per
cent and 22.7 per cent respectively.

3.2.9 An important element of the macro-di-
mension of the plan is the size of the public
sector outlay. Public sector outlay has two
components: (a) investment and (b) current out-
lay. The current outlay corresponds to plan
expenditure of a recurring and non-investment
nature which is needed to initiate the accrual of
benefits from the investment. In previous plan
periods current outlay has been roughly of the
order of 17 per cent of the plan investment. The
current outlay is relatively higher in the social
sectors which are primarily funded out of the
budgets of Central and State Govts and the main
among these are health, family welfare, educa-
tion, welfare of weaker sections, etc. Keeping
in view the overall sectoral priorities, a current



Table 3.3 Macro - Parameters for the Eighth Plan (1992-97)

Rates/Ratios Seventh  Seven Years Eighth Plan
Plan(1985-  including (1992-97)
90) Seventh Plan
(1985-92)

0 1 2 3 4
I.Rate of Growth in GDP (% per annum) 5.8 5.3 5.6
2.Domestic Saving (% of GDP) 20.3 20.7 21.6
3.Investment (% of GDP) 22.7 23.1 23.2
4.Current Account Deficit (% of GDP) + 2.4 2.4 1.6
5.ICOR 3.9 4.3 4.1
6.Growth Rate in :-

Exports of Goods(% per annum) # 8.1 * 8.5 13.6

Imports of Goods(% per annum) 10.0 * 7.5 8.4

In the Seventh Plan, the interest paid on NRI deposits was not included as part of Current Account

Deficit (CAD) since RBI released the NRI capital inflow data after accounting for the interest
paid. The CAD projection for Eighth Plan includes the interest paid on NRI deposits, as an item

This 1s estimated on the basis of for five years of the Seventh Plan period. As per D.G.C.1.& S.

quantum index, the estimates are 7.6% for plan period and 11.6% during the last four years of

+

of import of non factor services.
#

the Seventh Plan.
E3

respect of foreign trade.

outlay component at the level of about 20 per
cent of public sector investment has been con-
sidered necessary for the Eighth Plan.

3.2.10 An outlay of Rs.434,100 crores is
planned for public sector. This will have an
investment component of Rs.361 thousand
crores and a current outlay component of
Rs.73100 crores. The public sector invest-
ment, then, will amount to 45.2 per cent of the
total domestic investment, allowing for a much
larger space for the private sector than has
hitherto been given. The share of public sector
investment in the total is shown in table 3.4.
The sectoral pattern of invesment and its financ-
ing in the Eighth Plan is presented in table 3.5.

3.2.11 Even accepting the most selective
role for public sector, there is the 'requirement’
side which has to be looked at. Since the pro-
jects have long gestation period in the intrastruc-
ture sector, the investments in the immediate

a4

These represent only six years average since the year 1991-92 has been an abnormal year in

Table 3.4 Share of Public Sector in Total
Investment

Public Sector Investment
(as % of total investment)

Projected Realised
Fifth Plan (1974-79) 57.6 43.3
Sixth Plan (1980-85) 52.9 47.8
Seventh Plan (1985-90) 47.8 45.7
Eighth Plan (1992-97) 45.2 -

future determine the longer term growth possi-
bilities for the economy. In the recent two
annual plans (1990-92), the investment in oil,
coal, power, railways and irrigation has been
confined generally to the already approved on-
going projects, and new projects for the future
needs, in general, could not be provided for.
Infrastructural bottlenecks can lead to a situation



l Table 3.5 Sectoral Pattern of Investment and its Financing in the Eighth Plan (1992-97)
(Rs.Crores at 1991-92 Prices)

Sources of Financing the Investment Investment  Current Aggregate

Outlay outlay
S.No. Sector
Own Saving Transfer Rest of the
from World
Household
Sector's
Savings
) ey @) 3) @ (%) ) @)
1.Public Sector 68900 258400 33700 361000 73100 434100
2.Private Corporate 68930 587770 21300 149000
Sector
3.Household Sector 605170 -317170 - 288000
743000 - 55000 798000

Table 3.6 Share of Centre and States in Public Sector Plan Qutlay

(Rs. crores)

Item Annual Plan Annual Plan Eighth Plan
1991-92 1992-93 At 1991-92 prices
( At current ( At current
prices) prices)
1. Central Deptts.
1.10utlay 42,969 48,407 247,865
1.2Budgetary Support 19,015 18,501 103,725
1.3IEBR 23,954 29,906 144,140
States & UTs outlay 28,107* 32,365 186,235
2.Union Territories
2.10utlay 1,277* 1,291 6,250
2.2Budgetary Support 1,277* 1,291 6,250
3.States
3.10utlay(1) 26,830% 31,074 179,985
3.2Central Assistance 13,428 14,820 78,500
3.3States own Resources 13,402 16,254 101,485
Total Plan outlay -(1.1 + 2.1 + 3.1) 71,076* 80,772 434,100

(DIncludes outlay for Area Programmes

* Excldes Rs. 1072 crores Plan Loans to States which were not finally agreed to by Ministry of Finance
and the "Model Villages" Scheme and "Equity Base for Cooperatives"which were subsequently dropped.
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of the kind that prevailed in mid- seventies when
shortages of cement, steel, coal and power were
severe, and the annual rates of inflation had
crossed 20 per cent. Private sector initiative can
reduce the need for public sector investment.
But some lag beween policy changes and actual
investment is inevitable. Though, power sector
has been opened up for private sector, it will take
sometime before adequate response material-
ises. The size of public sector investment and
outlay has been determined after carefully con-
sidering these issues.

3.2.12  The distribution of public secior plan
outlay of Rs.434100 crores between the States
and the Centre is arrived at on the following
considerations:

i) A careful evaluation of the resource posi-
tion of the Centre and the States and the
need to maintain a certain degree of fiscal
discipline;

ii) The need to improve the share of States in
the public sector plan since important sec-
tors like agriculture particularly irrigation,
health, education and other programmes
contributing to human development are
mainly the responsibility of the States;

iii) The requirement of investment in the
Central Plan for the development of basic
infrastructure for sustaining long-term
growth, such as petroleum, coal, railways
and ielecommunications etc.

Consistent with the expected resource position,
the size of the States' Plans is projected at Rs.
179985 crores and the Central Plan at Rs.
254115 crores (including Rs.6250 crores for the
UTs). These are shown in table 3.6. The share
of the States in the Public Sector plan which has
been declining through the Fifth, Sixth and the
Seventh Plan, is sought to be raised from realised
level of 39 per cent in the Seventh Plan to 41.5
per cent in the Eighth Plan. The States will be
required to improve their resources, curb expen-
diture and improve and realise a positive contri-
bution to the resources from their enterprises
particularly in the electricity and transport sec-
tors.
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Savings and Flow of Funds

3.3.1 The rate of savings is projected at
an average of 21.6 per cent of GDP during the
plan period. The realised average rate of sav-
ings was 19.7 per cent of GDP during the Sixth
Plan and 20.4 per cent during the Seventh Plan.
The slow pace of increase in domestic savings
during the eightees as compared to the rate of
improvement in savings in the earlier decades is
accounted for by two factors. While the savings
of the household sector has shown a smaller rise
than in the previous decades partly influenced by
the larger availability of consumer goods, both
durable and non durable, the savings of the
government sector has shown a sharp deteriora-
tion. The rates of savings during the Sixth and
the Seventh Plans and the projected rates of
savings for the Eighth Plan are shown in table
3.7. Further corresponding details are pre-
sented in table 3.8.

33.2 The savings of the household sector
increased from 16 per cent of household dispos-
able income in the Sixth Plan to 18.6 per cent in
the Seventh Plan. In view of the increasing
opportunities for consumption and urbanisation
of'the society, the increases in household savings
in relation to their disposable income are not
expected to be as sharp as in the previous five
year plans. With the increase in the proportion
of financial savings in the total savings, how-
ever, the major contribution of household sav-
ings in the Eighth Plan will be towards making
larger resources available for financing the in-
vestment of the private corporate sector and the
Public Sector. The financial savings compo-
nent of the household savings has progressively
increased as shown in table 3.9. Sharper in-
creases in financial savings component were
observed from mid-sixties to mid-seventies.
The network of commercial banks expanded
across the country, particularly in the rural areas
in early seventies following the nationalisation
of Banks in 1969 and this helped in mobilising
financial savings. Thereafter, the financial
component of household savings has more or
less remained at the same level. In the recent
period, the widening of the base of capital mar-
ket has raised the possibility of a larger propor-
tion of household savings being made in the form
of financial assets. Fiscal measures to
strengthen this trend will be pursued further in
the Eighth Plan.



Table 3.7 Rates of Savings

(As Percentage of GDPmp)

( At Current Prices )

Projected (At 1991-92 Prices)

Sixth PlanSeventh Plan Average of 1991-92 1996-97 Eighth Plan

(1985-86 to

(1991-92)*
1 2 3 4 5 6 7
1. Public Sector (1.1+1.2) 3.69 2.33 2.00 1.44 2.07 2.00
1.1 Govt Sector 1.10 -1.36 -1.74 -2.37 -1.08 -1.11
1.2 Public Enterprises 2.59 3.69 3.74 3.81 3.15 3.11
2. Private Corporate Sector 1.63 2.04 2.15 2.39 2.17 2.00
3. Household Sector 14.33 16.00 16.60 17.77 17.36 17.60
4. Gross Domestic Savings 19.65 20.37 20.75 21.60 21.60 21.60

(142+3)

Notes: (*) Based on data from Quick Estimates for 1990-91 and projections for 1991-92.

Abbreviation:GDPmp =

3.3.3 The private corporate savings which
increased from 1.6 per cent of GDP in Sixth Plan
to a little over 2 per cent in the recent years are
projected to remain at 2 per cent of GDP during
the Eighth Plan.

3.3.4 Public sector savings have two compo-
nents, i.e., the savings of the Government and
savings of the public enterprises. Government's
savings have shown a very discouraging per-
formance during the 80's. While Government
savings were positive during the Sixth Plan, they
turned increasingly negative thereafter as shown
in table 3.10. The expenditure of the Govern-
ment as a proportion of GDP increased by 5
percentage points between the Sixth and the
Seventh Plans, but the receipts increased by

Table 3.9 Share of Financial Savings in Total
Household Savings

Period Share (Per cent)
1966-72 25.1
1972-82 37.5
1982-89 50.3

Gross Domestic Product at market prices.

about 2 percentage points only. The items re-
sponsible for rapid build up ot expenditure were
interests on public debt, and subsidies. The
gross savings of Government reached minus 3
per cent of GDP in 1990-91. If this situation
continues, the Government will be increasingly
handicapped in making adequate provision even
for the most essential of its activities in the area
of social infrastructure and minimum needs. If
the trends of the Seventh Plan were to continue,
the savings of Government in the Eighth Plan
period would be about minus 160,000 crores of
rupees. No meaningful human development
programme could be pursued in such a scenario
of Government resources. The Eighth Plan has
to make a determined effort to reverse the trend
of declining Government receipts, rising Gov-
ernment expenditure and negative savings. The
seriousness of the Central Government on this
account has already been expressed in the budg-
ets of 1991 and 1992. Thus, the availability of
resources for financing the projected level of
public sector outlay depends on reducing Gov-
ernment dis-savings from Rs. 16000 crores in
1990-91 to an average of Rs. 7620 crores per
annum during the Eighth Five Year Plan. This
would be possible only if the contribution of
direct taxes and non tax revenues increases and



Table 3.8 Gross Domestic Savings By Sector Of Origin During Sixth, Seventh And Eighth Plan

(Rs.Crores)
S.No & Item At current prices At 91-92 Prices
6th 7th (Annual Plans) 8th
Plan Plan e Plan
Total % Total % Total
Avg Avg (1992-
1985-86 1986-871987-88 1988-891989-90 1990-91 1991-92 1996-97 97)
1G.D.P.m 912881 261920 291974 332616 394997 4506011732103 529537 582356 7647303439053
2 Public Saving 33037 7249 7743 7054 38505 4690 8386 15864 68900
3.69% 2.18% 1.96% 1.57% 2.33% 0.89% 1.44% 2.07% 2.00%
2.1 Govt. Sector  -1766 9391 -13170 -17639 -49826 -22802 -21183 -18551 -83644
0.03% 2.82% -3.33% -3.91% -2.70% <4.31% -3.64% -2.43% -2.43%
2.2 Saving of 4167 1637 2199 2873 8722 3726 4252 5030 20334
Railways 044% 0.49% 0.56% 0.64% 0.48% 0.70% 0.73% 0.66% 0.59%
&Communication
2.3 Saving of 20316 10556 13594 15864 56434 17082 17941 19075 86666
Non-Department  2.15% 3.17% 3.44% 3.52% 3.21% 3.23% 3.08% 2.49% 2.52%
al Enterprices
2.3.1 Depricia- 19264 8455 10032 1298 45091 13967 14536 14051 66093
tion 2.09% 2.54% 2.54% 2.88% 2.57% 2.64% 2.50% 1.84% 1.92%
2.3.2 Retained 1052 2101 3562 2878 11343 3115 3405 5024 20573
Profits 0.06% 0.63% 0.90% 0.64% 0.64% 0.59% 0.58% 0.66% 0.60%
2.4 Depriciation 10320 4447 5120 5956 23175 6684 7376 10310 45544
of Govt. Sector  1.12% 1.34% 1.30% 1.32% 1.34% 1.26% 1.27% 1.35% 1.32%
3Total 2.2 + 2.3 34803 16640 20913 24693 88331 27492 29569 34415 152544
+2.4) 3.72% 5.00% 5.29% 5.48% 5.04% 5.19% 5.08% 4.50% 4.44%
4 Private Saving 144424 60312 75555 93417 318227 111364 117403 149318 674100
15.96% 18.13% 19.13% 20.73% 18.03% 21.03% 20.16% 19.53% 19.60%
4.1 Household 129573 54718 67439 81319 282171 97441 103463 132738 605170
seetor 14.33% 16.45% 17.07% 18.05% 16.00% 18.40% 17.77% 17.36% 17.60%
4.2 Private 14851 5594 8116 12098 36056 13923 13940 16580 68930
corporate sector  1,63% 1.68% 2.05% 2.68% 2.03% 2.63% 2.39% 2.17% 2.00%
5 Total domestic 177461 67561 83298 100471 356732 116054 125789 165182 743000
saving (4+2) 19.65% 18.41% 20.31% 21.09% 22.30% 20.37% 21.92% 21.60% 21.60% 21.60%

Note : Data for 1989-90 & 1990-91 are from the Quick Estimates of National Accounts, 1990-91.
Percentages are with respect to GDP at market prices.
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the Government's consumption expenditure is
contained. Subsidies need to be carefully exam-
ined, rationaltised and reduced. The subsiches
need to be targetted mainly tovaards the weaker
sectione and within them particularly those wha
ave located in the poverty pronc districts/Flocks
Limits on fiscal deficits will have a tfavourable
impact on interest burden in the tuture There i«
a need for reductionin Government expendi
turcin nominal terms.

3.3.5 In raising the receipts of Government by
about 3 percentage points of GDP during [992-
97, major eftorts are needed for extending the
coverage of direct taxes and the excise duties.
This is all the more necessary since the receipts
from custom duties will fall because the level of
taritt protection to the domestic industries is to
be brought down. A move towards presumtive
taxation in the Central Budget 1992-93 has al-
ready been announced and generally welcomed.
The receipts from government property (Centre
and States) arise mainly from the dividends from
public enterprises and the interest on loans. The
dividends and other returns should be much
higher and commensurate with their command
of public enterprises over assets whose market
value 1s far more than what is shown in their
balance sheets. Enterprises that hold no pros-
pects of giving a return to the budgets ot their
owner governments (Centre or State) will have

to be disinvested from. More often the cause of

poor returns is shown as fulfilment of "social
obligation” by the enterprises. But quantitiative
measurements of such costs are generally not
available. The public enterprises should assess
and display the hidden subsidies which their
operations give to the suppliers of their inputs,
to their labour and to their customers. The
receipts from entrepreneurship and property of
governments are projected to mcerease from 1.2
per cent of GDP in the Seventh Plan to 1.5 per
cent of GDP in the Eighth Plan.

3.3.6 The savings of public enterprises have
mncreased steadily from 1.7 per cent of GDP in
1980-81 to about 4 per cent ot GDP in 1989-90.
This has been possible because of the expansion
of their operations which in turn was made
possible by large investments made in the indus-
tries and infrastructure (power, railways, other
transport, communication, petroleum, coal,
ete.) during the Fourth to Sixth Plan periods.
While the overall trends have been encouraging,

42251 PO

it needs to be recognised that the bulk of the
contribution through retained profits (as distinct
from depreciation) has come from petroleum,
communications and railways. A substantial
part of the savings here have come from the rise
in administered prices of their goods and serv-
ices rather than reduction in their current expen-
ditures.  In other areas the savings of public
enterprises have not been suff' : ior their
capital expenditure and therefore were not able
to generate a surplus for paying adequate returns
to the government. In the ensuing phase of
economic reform, higher efficiency in opera-
tions of the enterprises will have to replace
progressively the gains that were possible from
monopoly power, particularly since the public
enterprises now will have to face competition
in the capital market as well as in the output
market, both domestically and abroad. The
savings of public enterprises  are projected to
rise to 3.1 per cent of GDP in the Eighth Plan
as comapred to 2.6 per cent in the Sixth Plan and
3.7 per cent in the Seventh Plan.

337 The scheme of financing the Eighth
Plan public sector outlay is given in table 3.11.
The financing patiern of public sector plan has
two components, one is the budgetary support to
the plan and the other is the internal and extra-
budgetary resources.of public enterprises. In
recent years the budgetary support was almost
entirely met out of borrowings, since the balance
from current revenues (BCR) has been negative.
Adequate budgetary support is needed for the
social sectors - education, health, family wel-
fare, welfare of weaker sections, etc.  Sectors
like irrigation, rural development, agricultural
research and extension, ete., also depend heavily
on budgetary support as they are not commer-
cially viable. The capability to provide adequate
budget support to the Plan while reducing the
tiscal deficits (i.e., borrowings of government)
rests on the budgetary savings made by the
governments at the Centre and the States. The
BCR during the Seventh Plan was about 2 per
cent of the total public sector outlays in real
terms. The projected BCR at Rs.35005 crores
(Centre and States) would be about 8.0% of the
total public sector plan outlay. These estimates
of BCR are consistent with the projected gov-
ernment savings and current plan outlay. Con-
siderable improvement will he needed over the
past performance both at the Centre and the
States.  Budgetary resources of the Centre dur-



Table 3.10 Govermnment (")Saving : Duripg Sivth, Seventh grd Fighth Plyn

5. No.o & {tem

Rs. CJiwre

Atcurrent prices Al 91-92 Prices

6th Plan  1985- 1986- 1987-  [98%- 639 7th (Annual Fiins)
Total % 86 87 88 89 90 L PYT
Avg Toal % 1990-  ;591-  i996-
Avg 91 92 97 {ivl
Gy
1 2 3 4 5 5 7 8 9 10 1 12
{ GD.Pm 912881 261920 291974 332616 344092 450601 17 764730 3435057

© Recepts (2.1 to
Y 3)

2.1 Receipts from
vatrepreneurship
and property
iGovt)

.2 Direct and
indirect taxes
(22.1+42.2.2)

2 Direct
N eR
2007 Iendarect
VAt
.3 Miseceliane-

Cus o tens

3 Expenditure
(3.1103.6)

3.1 Subsidies

3.2 Interest on

Public Debt

3.3 Current
Transters

3.4 Current
Transfers to
ROW

3.5 Consumption
Expenditure

3.6 Inter - Govt.
Accounting
Adjustment

150743 47805 55599
16.45% 18.25% 19.04%

7203 2977 4374
0.77% 1.14% 1.50%

140963 43561 50042
15.40% 16.63% 17.14%

24032 6574 73R
2.64% Z.5i1% Z.A01%
116931 36987 427
1276 % 14.12% 14.63%
2577 1267 I
0.27% 0.48% 041%
152509 51454 61576
16.48% 19.64% 21.09%
24388 8543 9795
2.60% 3.26% 3.35%
14895 6115 7592
1.56% 2.33% 2.60%
20586 6994 8697
2.23% 2.67% 2.98%
121 41 23
0.01% 0.02% 0.01%

92204 29174 34625
10.04% 11.14% 11.86%

315 587 844
0.03% 0.22% 0.29%

‘48538 717467
22.84% 20.86%
30 3ibse
1570%  1.51%

53511 73404 4 ;
i9.09% [8.53% 16 82490 187
4461 4026

P34% T 02%

¥

57842 A7766 RIS 207443 00303 Q0734 41613 Z4EGH)

P

V/7.39% 17.16% .77 0% 37,147 V7653 7 3% 10 B3 0 ha %

ROGE %67 (i 15535 4RS4 10330
2.41% 782 2ET% 2 U% 31T
498 RO 84100 126759 545247

PAOGE 83T o B f4.4c % 16 SR% v G

PTG i1 bRl TiRA BT Takd 3925 15ERG
0.36% C41% vs2% 41% G536% $5.44% 0.31% 0.49%
72902 #6574 102426 374932 119296 131871 187089 801106
21.92% 21.92% 22.73% 21.46% 72.53% 22.64% 24.46% 23.29%
11497 14135 17843 61813 18987 20531 22671 107322
3.46% 3.58% 3.90% 3.52% 3.59% 3.53% 2.96% 3.12%
9678 12157 15783 S01087% 24077 47763 ic4Tan
291% 3.08% 5.50% 2.8394 3074 a4l3% 5.:29% LI9%
9973 12327 14388 82379 16933 17331 28397 111904
3.00% 3.12% 3.19% 2.99% 3.20% 2.97% 3.71% 3.26%
43 95 43 245 5] 59 80 35
0.01% 0.02% 0.01% 0.01% 001% 0.01% 0.01% 0.01%

40843 47203 34319 206164 63325 69883 93178 41677%
12.28% 11.95% 12.05% 11.66% 11.96% 12.00% 12.18% 12.12%

868 657 50 3006 27 0 0 0
0.26% 0.17% 0.01% 0.19% 0.0i% 0.00% 0.00% G.00%



Table 3.10(contd.y

i Z 3 4 5 6 7 3 9 10 11 12
4“ Notional 0320 3751 "9GL 0 4447 5126 3950 2:i7% 6684 7376 10310 45542

repreciation §{12% 1.43% 1.34% 1.34% 1.30% 1.32% 1.34% 1.26% 1.27% 1.35% 1.32%
(included in item

3.5)

5. Gross Saving 8554 102 -2075  -4944  -8050 -11683 -26651 -16118 -13807 -8241 -38100
23+4) 1L.O% 0.64% 0.71% -1.49% -2.04% -2.59% -1.36% -3.04% -2.37% -1.08% -1.11%
ai; G:wemmenrt Adern cative D ,g‘m':mcm;; & ‘Er)hc;p;ﬁru‘mit:n":Vnilw(i‘rbiﬁglmercial Enterprises other than Railwayz

s T ke commumcations
Note : Data for 1989-90 ¢ 199C 91 are from the Quick Estimates of National Accounts, 1990-91.

Poeroentages are with respect to GBE at market prices.

Tuable 3.11 Public Sector Toan Qutlay and its Financing by Centre and Stites
(Rs. Crores at 1991-G2 prices)

S.No. Items Centre States Total
0 1 Y 3 4
{.Balance from Current Revenue 22020 12985 35005
2.Public Enterprises 144140 4000 148140

2.1-Ext.Com. Borrowing & Sup.Credit (5000) - (5000)
(Net of repayment)
2.2Public Bonds by Enterprises 37300 - 37300
3.Government Borrwoings (1) 117755 58300 176055
4.Negotiated Loans - 26200 26200
5.Net Capital Intlow from Abroad 2870C - 28700
5.1-Govt Loans 2450 - 24500
5.2-Govt Grants 4200 - 4200
6.Deficit Financing 20000 - 20000
7.Total Resources (1 to 6) 332615 101485 434100
8.Central Assistance -78500 78500 0
9.Resources for Plan (7 + 8) 254115 179985 434100

Note::(1) Includes market borrwoings, small savings, other loans taken by ceatral & state governments, state
povident funds and ret miscellanzous capital receipts.

(2) External aid is routed to States as « part of central sautstance.
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iny the Eighth Plan huving been aveessed at Ry
188475 crores, an amount ot R~.78.500 crores
waould be transterred to the States as plan assis
tance and grants.

3.3.8 The tinancing pattern of the Eighth
Plan public scctor outlay stipulates reduced
share ot market borrowing und increased share
of miscellancous capital receipts (MCR) in totul
available resources as a result of selective and
partial disinvestments in some ot the public
sector enterprises.

339 About 7.8 per cent of the total public
sector outlay in the Eighth Plan is expected to
be financed by net intlows from abrowd. A part
ot the netinflow of capital tron abroad will take
the tform ol exwernal commercial borrowings
(ECB's) by public enterprise, and theretore will
not be avalable us o resource Budgctary
Enterprise-wise distiibution ot tie
ECB' s in public sector will have to be consistent

for

support.
with the objectives of public sector plan.

3.3.10 Deticit financing was projected to
be 8 per cent of the outlay during the Seventh
Plan. Asagainstthis, the actual deticit financing
amounted to 17 per cent ot the plan expenditure.
The Eighth Plun would draw [ess than S per cent

of its public sector outlay from this source of

tinancing, so as to keep intlation in check.

5

3

31D The Public Sector Plan relies heavily on
a larger avatlability of internal resources of the
enterprises.  Muny of the public enterprises,
such as the financial enterprises, airlines and the
consultancy organisations have large surpluses
availuble trom their operations. These will be
channelised to other enterprises whose capital
expenditure requires extra budgetary resources
over and above their own iaternal resources.
This will be done either through the budget or

through the capital market or by trunsfers amony

enterprises within the administrative control of

the same Department.

3312 The contribution of PSEs and thair
resource moblization through issue of bonds
ete., accounted for about 21.2 per cent of the
Seventh Plan expenditure.  The Eighth Plan
stipulates this share to be as high as 34,10 per
cent ot the total public sector outlay.  Greater
refiance would be put on the public sector enter-
prises in the Central sector anticipating their

constribation to be Rs. 1,43, 140 crores. In the
re-oriented appronch, pablic secior enterprises
would be streamlined 1o impart greater viability
in their operations in the contest of competitive
development. The Eighti Plan cniphasises tha
the State Public Sector enterprises would, in
reversal of their negative contribution, yenerate
Rs. 4000 crores by means of imparting opera-
tienal etticiency and by appropriate pricing of
the products of utifities Hike electricity, trunsport
services el

3.3.13 The ability of the cecaomy to mobilise
resources from abroad on atfordable werms wis
put to severe test in recent years. The current
account deficit rose to 2.4 per cent of GDP
during the Seventh Plan as against the targetied
I.6 per cent. The economy tended to rely,
bevond its means, on external capital. Increase
e imports from hard currency arcas and diver-
stonof substantial part of our exports to rupee
payment arcas increased our external debt of
haed currency torcign exchange. The decline in
soft aid for infrastructure developnient made us
borrow in the exernal commmercial market at high
While resort to exceptional financing
from donors could salvige the situation to an

Csts.

extent. 1t is imperative that durnng the B
Plan the dependence on inflow of externad capital
(foreign savings) should be reduced. The current
account deficit is projected at Rs. 55000 croves,
e, 1o per cent of GDP. It the growth of the
cconomy is not to be starved of the required
raw-materials, capital goods and technology,
adequate imports will have to be provided for.
Therctore, in containing the current account
deticitto a low level, exports will have to assume
a dominant role.  Exports are, therefore, pro-

Jected to grow at 13.6 per cent per annum in real
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terms during the Eighth Plan period,

3.3.14 The Eighth Five Year Plan allocates a
higher share of external resources to the private
sector as shown in table 3,12,

33,15 Under the envisaged seenario, in order
to support the public sector investment of the
magnitude envisaged, nearly 81% of the tinan-
clal savings of the houschold sector will have to
be transterred to the public sector. In the context
ot the liberlisation of the financial system and,
in particular, the interest rate structure, the
public sector will have to compete with private
sector for the houschold savings. This imiplies



a4 higher cost and this can be borne only it the
public sector earns a higher return. The stipu-
lated pattern of the inter-sectoral flow of funds
during the Eighth Plan is shown in table 3.13.

Sectoral Pattern of Growth and Investment

3.4.1 Given the overall growth target of the
cconomy during the Eighth Plan, the sectoral
pattern of output and related growth rates are
obtained through the consistency model which
starts with the tinal demand and fully takes into
account the inter-sectoral linkages via inputs and
outputs.  The main components of the final
demand are private final consumption, the gov-

Table 3.12  Distribution of Inflow of
External Funds to Public and Private Sector

Private

Public I otal

Sector Sector
| 2 3 4
chulth Pldn 82.4 7.6 100.00
Eighth Plan 61.3 387 100.00

ernment final consumption, exports, 1mporis
and capital formation. While consumption and
exports are exogenously determined, imports
and capital formation are endogenous to the
model. Each one of these components is worked
out through a sub-model which takes into ac-
count the dominant parameters obtained from
analysis of past data. The resultant pattern of
growth, both in terms of gross value added and
in terms of value of gross output, is described in
table 3.14.

3.4.2 It may be noted that the growth rates in
value of gross output are higher than the growth
rates in the gross value added. This represents
increasing ratio of inputs to output, which is the
result of the increasing roundaboutedness of the
production process.  Agriculture sector is ex-
pected to grow at the rate of 3.1 per cent per
annum. This can be considered to be a good
growth rate tor the sector, though it is a little
lower than the average achieved during the
Eighties.  The average in the Eighties was
pushed up by a single year's growth perform-
ance, i.e., the year 1988-89. Otherwise, agri-
culture had a very fluctuating growth. Growth

Table 3,13 Domestic Investment and Intersectoral Flow of Funds During the Eighth Plan
(1992-97)

Public Scctm’

(Rs.Crores at 1991-92 Prices)

All Sector

Iter l‘nmlu ¢ (?lp()ldlL Hnu dmld Swt(n
Sector
h (2) 3) ) (5)
Gross Inv csnm nt: 36 IOO() 149000 288000 798000
10.50% 4.33% 8.37% 23.20%
Financed by:
1) Own Savings 68900 68930 605170 743000
2.00% 2.00% 17.60% 21.60%
2) Borrowings
2.1 From House- 258300 58770 -317170 0
holds 7.51% 1.71% -9.22% 0.00%
2.2 From Rest of the 33700 21300 0 55000
World 0.98% 0.62% 0.00% 1.60%
Note: 1. Percentages are with reference to GDP at market prices during the 5 years of the

Eighth Plan.

2. For the Eighth Plan tinancial savings of household sector as a percentage of total
houschold savings is projected at about 52%.



Table

3.14 Sectoral Growth Rates of Gross Value Added at Factor Cost (GVA) and Value of

Gross Cutput

Trend Growth

Projected Growth Rate

Szctoral Share in GDP

Rate of G.V.A.  92-93 to 96-97 (percent per {(Perceni)
81-82 to 90-91 (10 annum)
Si. Sector Years)
No.
G.V_A. Value of Gross 1991-92 1996-97
Output
1. 2. 3. 4. 5, 6. 7.
1. Agriculture 3.8 3.4 4.1 27.7 24.6
2.Mining &
Quarrying 6.8 8.0 8.9 2.0 3
3. Manufacturing 7.2 7.3 8.2 21.5 23.3
4 Electricity, Gas 9.0 7.8 7.6 2.4 2.7
& Water
5.Construction 3.6 4.7 5.3 5.1 4.9
6.Transport 7.3 6.7 7.7 5.9 6.2
7. Communication 6.2 6.1 6.9 1.2 1.2
8.0ther Services 6.5 6.0 6.6 34.2 34.8
9.Total 5.6 5.6 6.7 100.0 100.0

in mining and manufacturing is to be somewhat
higher than it was during the eightics. The
infrastructure sectors like electricity and trans-
port are projected at a little lower than the
growth achieved during the eighties. This is
mainly because the Eighth Plan will have to
make vigorous efforts to achicve higher effi-
ciency in the use of the products of these sectors.
Table 3.14 also shows sectoral shares in GDP in
the base year and the terminal year of the Eighth
Plan. The share of mining and manufacturing
together will, for the first time, exceed the share
of agriculture in the year 1996-97.

343 Sectoral distribution of investment in
the Eighth Five Year Plan has been derived from
the pattern of sectural output. The investments
are related to output with a lag between invest-
ment and output. The estimates of average lags
between investment and output are obtained
through the analysis of past trends in  invest-
ment-output relationships but with some modifi-
cations made in the light of expected changes in
technology and efficiency in the use of energy
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and other inputs. Gross Investment during the
Eighth Plan distributed according to broad sec-
tors of economic activity is presented in table
3.15. Agriculture, Irrigation and allied sectors
will account for 18.65 per cent of total inves-
ment. Mining and Manutacturing will get 28.57
per cent; Electricity, Transport and Communi-
cation will take 27.08 per cent of the total and
the remaining investment will be in the construc-
tion and services sectors. The sectoral invest-
ment in the five year period (1992-97) include
the requirements for sustaining the growth in
output in the posi-plun period. A signiticant
shift in investment is propos=d in favour of
Agriculture and allicd sectors.  Investment in
agriculture had been declining over years, while
the need for agricultural growth is all the more
for maintaining focd security as well as for
generating employment.  This Plan intends,
therefore, to tilt the allocation in favour of
agriculture. Attempt has been made to maintain
the relative share of infrastructure sector in
order to strengthen the foundations for growth
in future.



Table 3.15 Sectoral Investment during the Eighth Plan (1992-93 to 1996-97)

(Rs.crores at 1991-92 prices)

Share of Sectoral Distribution
&l Seatnr Public  Private Tota] Public
Nes, Sectorin g plan  7th Plan  8th Plan
Total
Investment
by Sectors
(%)
i 2. 3. 4. 5. 6. 7. 8. 9,
i.Agnculture 52000 96800 148800 34.95 15.24 11.23 18.65
2. Mining &

Quarryiny 25500 11100 39600 71.97 6.06 6.70 4.96
3.Manufacturing 47100 141300 188400 25.00 23.60 26.00 23.61
4 Electricity, Gas & 92000 10120 102120 90.09 12.07 13.65 12.80

Water
5. Constroctson 3300 17240 20540 16.07 2.73 1.86 2.57
o. Transpori G206 35710 87910 55.97 9.42 9.93 11.02
T.Communication 25000 1000 26000 96.15 1.50 2.03 3.26
8.Services 63600 120730 184630 34.61 29.38 28.60 23.13
G.Total 361000 437000 798000 45.24 100.00 100.00 100.00

Note:Sixth & Seventh Plan figures are calculated at 1980-81 prices.

3.4.4 Distribution of Investment between public
and private sectors at the sectoral level is based
on the proposed reorientation in the relative roles
of the private and the public sector objectives.
The broad industrial groups where private sector
is expected to have a much larger share than
hitherto are electricity, communications, mining
and quarrying particularly oil and coal, large
industries in manufacturing sector (petro-chemi-
cals, metals, fertilisers and heavy capital goods)
and the organised segment of commercial serv-
ices.

3.4.5 Employment implications of growth are
presented in table 3.16. With the planned pat-
tern of investment and production, the employ-
ment potential will grow at about 2.6 per cent
per annum. Inabsolute terms it implies genera-
tion of about 8 million jobs per annum during
the tirst couple of years of the Eighth Plan, and
about 9 million jobs per year during the latter
years, and more than 10 million jobs per year in

the post-Eighth Plan period. These employment
projections are based on projected employment
elasticities, which, in turn are based on plans to
increase agricultural intensity and agricultural
productivity, particularly in the eastern region
and the dry belts. The pattern of industrialisa-
tion and choice of technique, wherever possible
without sacrificing productivity, have to be such
as to increase the possibility of labour absorption
in manufacturing and other sectors. Services
will also have to play a major role in generating
employment.

Public Sector Outlays by Heads of Develop-

ment
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3.5.1  Allocations of investment by sectors of
economic activities like agriculture, industry,
transport, etc., are related to output targets in
these activities. The public sector plan in these
activities is implemented through programmes
and projects which are administered by Depart-
ments of Central or a State Government and are



Table 3.16 Sectoral Yalue Added and Employment Growth During Eighth Plan

S Na. & Sector

Sectoral

(1992.97)
(Percents

Employment Elasticity Empioyment
Growth Growth
(Valve . S,
Added) Achicved Achieved Turget for Using
1077-78 to 1983 10 1987. Stk Plan Flasticity ay
1983 8% 1 (3)
() (2 3 (4) {5) (6)
I. Agriculture 3.1 0.49 0.36 0.50 1.6
2. Mining and Quarrying 8.0 0.67 0.85 0.85 6.8
3. Manufacturing 7.3 0.68 0.26 0.50 3.7
4. Construction 4.7 1.00 1.00 1.00 4.7
5. Electricity, Gas & Water 7.8 0.74 0.48 0.50 3.9
6. Transport & 6.6 0.92 0.35 0.60 3.9
Communication
7. Other Services 6.0 0.99 0.42 0.70 4.2
Total 5.6 0.54 0.38 0.47 2.6

provided for in the budget under various devel-
opmental heads.  And hence, for implementa-
tional purposes allocations need also to be shown
by 'heads of development'. These allocations
are done for the total of public sector outlay
which includes investment as well as the com-
ponent of the current outlay.

3.5.2  In making these allocations high prior-
ity has been given to the programmes which
enable the creation of "human capital”. The
programmes aimed at improving  the income
generating capability of the weaker sections and
assuring adequate availability of tood and wage
goods also merit a higher share in the develop-
mental expenditure of the Government.  The
emphasis on agriculture, rural development,
special area programmes and irrigation follows
from this strategy. Due care has also been taken
to provide adequately as far as possible in the
tace of resource constraints, for the infrastruc-
ture sector, i.e., energy, basic industries, trans-
port (rail, sea and air), and telecommunications,
after allowing tor the possibilities of private
sector participation in these sectors. The allo-
cation of outlays are presented in table 3.17.
The table also gives an estimate of States/UTs-

wise outlays and estimated budgetary support
and internal and extra-budgetary resources for
the Central Plan. Table 3,18 gives the details of
outlays at the level ot sub-heads of development.

3.5.3  Thedistribution of public sector outlay
between Centre and States is determined by the
respeetive resource generation capabilities, on
the one hand, and the distribution of the devel-
opmental responsibilities between  the Centre
and the States, on the other.  As already men-
tioned, the States' own resources (Rs. 101485
crores) will be augmented by making avaitable
Central Assistance for their Plan at a level of
Rx.78,500 crores. Insome of the developmental
heads and programmes, such as, family welfare,
eradication of disease/epidemics, reduction of
illiteracy, poverty alleviation, ete., the Centrally
sponsored schemes may continue.  However,
the number of such schemes will have to be
reduced to the minimum essential. In some
sectors such as power, roads/highways, large
industrics, village and small industrics and sci-
ence and technology, the investments made
through the Central Plan over the past 10 to 15
years have been significant, giving adequate
leverage to the Centre for influencing the out-
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Table 3.17 Public Sector Outlay by Major Heads of Development - Eighth Plan (1992-97) : Centre,
States and Union Territories

JRe Trores al 1991-92 prices)

Seventi:

5 i Dl Teniie Sint TS Tetai Eighth
P Plan Plan
ERRREEEEEEE R S semmeen % To % To
'"".al Ff‘d:al

Budget IER® Total
Support
1 2 3 4 5 [ 7 8 9 10
I. Agriculture and Allied 12394.00 224.00 12618.00 42135.35 239.15 54992.50 12.67 14.27
Activities $
I1. Rural Dcvelopmcnt 24170.00 0.00 24170.00 10213.26 42.10 34425.36 7.93 5.01
II.  Special Area Prog- 0.00 0.00 0.00 6750.16 0.00 6750.16 1.55 1.75
rammes
(A Encrgy* 13136.00 53659 00 6G795.00 47291.58 1474.51 115561.09 26.62 30.48
Y. industry and Mineials DE0. G0 28353.60 2525500 9284.89 97.86 46921.75 10.81 12.48
VI.  Transport 8636.00 32341.00 40977.00 13786.58 1161.99 55925.57 12.88 12.76
2 Communication 715.00 2438200 25577.00 12.50 0.48 25109.98 5.78 3.60
VIl Science snd T':Chn()lt)gy 3739.00 200.00  3339.00 188.72 399 4l131.7 0.95 1.13
X, Teology sud Tuviren. 120000 000 120000 365416 S5.82 4909 98 113 1.27
ment#
X. General Economic and 1040.55 44.00 1G84.55 5079.04 196.41  6360.00 .47 0.94
General Services

i, Social Services 29508.45 4937.0C 34445.45 4:588.75  2977.69 79011.90 18.20 16 31
Grand Total 103725.00 144140.00 247865.00 179985.C0  6250.00 424100.00 100.00 100.00

* - Includes allocations for Inegrated Rural Energy Planning Programme.

$ Includes Irrigation and Flood Control.

# Includes allocations for Forestry and Wildlife.

10—=251 PC/92
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comes in these sectors. Further expansion of the
Centre's role will he at the expense of the
initiatives expected from the States and focal
authorities. Tahle 1 70 gives details on
State/Union Terrstory-wee and development
head-wise outlay:

35.4 The Central Sector bears a residual
responsibility for the plat chjectives to the extent
that the<c could not be realised through the State
Plans or through private sector initiatives. As
the same time it needs to be admitted that the
traditional accounting and supervision mecha-
nisms for keeping watch on public sector spend-
ing have not been fully effective. A more
purposive identification of beneticiaries and fo-
cussed targetting in respect of public sector
expenditure is essential it the Government has to
pertform its role in the face of severe resource
shortages. Programmes need to be evaluated by
organisations other than those who administer
them. Programme Evaluation Organisation in
the Planning Cominission, National Sample Sur-
vey Organisation and well reputed reseach in-
stitutions will have to be constantly  involved
with the task of evaluation of programmes and
performance.

355 Departmentwise allocations of outlays
in the Central Sector and their financing through
budgetary support and through internal and extra
budgetary resources are indicated in table 3.19.
As a rule, the budgetary support for infrastruc-
tures will be contined to 1) making provision tor
external aid for creation of new assets; and (i)
realising longer term objectives in areas which
the market would not be able to take care of (i.c.,
hydel power, rail transport, infrastructure for
the undeveloped hinterlands, cte.).

3.5.6  Theinternal resources of public enter-
prises will be made available for capital ex-
penditure after considering 1) possibie
increases in prices of their services and products;
il) a reasonable return to the Government on
equity (valued at market prices); and iii) repay-
ment of loans to the Centre. Interest on Gov-
ernment loans to enterprises will be reckoned at
rates not less than the borrowing rate ot the
Government at the margin.

3.5.7 Allocation of extra budgetary re-
sources (EBR) to departments is indicative at this

stage, and will be reviewed keeping in view the
performance ieasured at the capital market.

Gutlays as eavisaged here cannot
anticipste the actial requirements of certain pro
sects, sull 1o be finalised 1in sectors such ay stedd
and telecommunication. To the extert, the con
cerned ministries can finance the requiremsnts
of projects such as the modernisation of ISCG
or Rourkeia Steel Plant trom out of their own
internally generated rescurces, the correspond-
ing outlays for these scitors may have to be
marginally raised, after . onsidering the savings
in expenditure on other schemes, in the sector,
and materialisation of benefits therefrom.

3.5.7.2 To realise the plan objectives of em-
ployment generation, universalisation of ele-
mentary education, removal of illiteracy,
increasing agricultural output in the eastern re-
gion, larger output and employment in live-
stock/milch cattle based activities, providing
substitute domestic fuels for ftuel wood and
kerosene in rural areas, the budget support for
the Departments of Rural Development, Educa
tion, Agriculture ard Cooperation, Agricultura
Research & EPducation, Animal Husbandry and
Non-Conventional Energy Sources has been
raised sharply in comparison to the present an-
nual expenditure of the respective departments.
The actual allocation in the Annual Plans will be
subject to

i) utilisation of plan expenditure for creation of
productive assets rather than on office
statt, administrative expenditure, oftice
buildings and equipment etc.;

1ty cvaluation ot the benehits of ongoing pro-
grammes and the new programmes by an
independent agency other than the imple-
menting departinent, such as the Program
Evaluation Organisation, National Sample
Survey Organisation or other organisations
specified by the Planning Commission; and

1i1) revenue earaings from the assets created
being maximised and credited to the imple-
menting agency so as to bring about a
reasonable parity between costs and bene-
tits during the plan period.
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Table : 3.18 Public Sector Outlay by Heads of Developmest -

Eighth Plan (1992-97)
(Rs. Crores at 1991-92 prices)

Si. No. Centre States U.T.s Total
&
Head of Development Budget  IEBR$ Total
Support
I 2 3 4 5 6 7

I. Agriculture & Allicd Activities  10894.00  224.00 11118.00 11190.25 158.96 22467.21
1.Crop Hushandry 4681.00 0.00 4681.00 4555.88  37.93 9274.8]
2. Soil & Water Conservation 800.00 0.00 800.00 * 1497.44 7.38 2304.82
3. Anmmal Hushandry 400.00 0.00 400.00 1079.95 50.86 1530.81
4, Dairy Development 500.00 0.00 900.00 405.71 1.80 1307.51
5. Fisheries 467.00 0.00  467.00 733.45 32.37 1232.82
6 Ptantations 132.60 58.00 190.00 17.41] 0.00 207.41
7. Food, Storage & Warehousing 320.00 166.00 486.00 38.10 0.00 544.10
8. Agricultural Research & Education  1300.00 0.00 1300.00 711.39 6.31 2017.70
9. Agricultural Financial Institutions  244.00 0.00 244.00 276.68 0.00 520.68
10. Cooperation 1550.00 .00 1550.00 1485.89 21.23  3057.12
11. Other Agricultural Programmes 100.00 0.00 100.00 368.35 1.08  469.43
11.Rural Development 24170.00 0.00 24170.00 10213.26 42.10 34425.36
1. Special Programme tor Rural 4950.00 0.0 4950.00 2866.46 1.09 7817.55
Development
2. Rural Employment 18400.00 0.00 18400.00 5244.88 0.00 23644.88
3. Land Reforms 240.00 0.00 240.00 845.54 1.88 1087.42
4. Other Rural Development  580.00 0.00 580.00 1256.38 39.13 1875.51
Programmes
II1. Special Area Programmes 0.00 0.00 .00 6750.16 0.00 6750.16
1. Hill Areas 0.00 0.00 C.00 1450.00 0.00 1450.00
2. North Eastern Areas 0.00 0.00 0.00  1160.00 0.00 1160.00
3. Other Special Area Programmes 0.00 0.00 0.00 4140.16 0.00 4140.16
{(a) Backward Arcas 0.00 0.00 0.00 2250.16 0.00 2250.16
(b) Tribal Areas 0.00 0.00 0.0C 1250.00 0.00 1250.00
(c) Others 0.00 0.00 0.00 640.00 0.00 640.00
1V Irrigation & Flood Control 1500.00 0.00 1500.00 30945.10 80.19 32525.29
1. Major & Medium Irrigation 95.00 0.00 95.00 22310.21 9.32 22414.53
2. Minor Irrigation 293.00 0.00 293.00 5662.47 21.79 5977.26
3. Command Area Development 830.00 0.00 830.00 1679.33 0.80 2510.13
4. Flood Control and Drainage 282.00 0.00  282.00 1293.09 4828 1623.37
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Fable 38 Pubnd sceler Ouasy by freade o

Ry, Cr-

SI. wo. Ceanls
& e e e
Head of Development Budget IEBRS Total
Support
N 2 3
Eiaierygy K VR ST RY PN AR

%
!. Power
2. Petreleum

4. Coal & Ligaite

4. Non Convennonal Scurce of

Energy

VI Industry & hiinerals

I. Village & Small Industries
2. Iron & Steel Induostrics

3. Non Ferrous Minine <«
Metallurgical Industres

4. Cement & Non-metallic Mineral
Industries

S. Fertdizer [ndustries
6. Petrochemical Industries

7. Chemical & Pharmacutical
Industries

8. Engineering Industries

9. Telecommunication & Electronic
Industries

10. Consumer Industries
11. Atomic Energy Industries
12. Other Industries

13. Other Outlays on Industries &
Minecrals

VII. Transport

. Railways

. Ports & Lighthouses

. Shipping

. Civil Aviation

. Roads & Bnidges

. Road Transport

. Inland Water Transport

[o S e Y I Y A

. Other Transport Services

33T 00
0. 00
G780
IEG G
245804

773,00

35200

0.00

1016.00
38,70
23.30

449.22
493.00

224.78
800.00
80.00
2475.00

8636.00
5375.00
500.00
150.00
107.00
2000.00
264.00
240.00

2207900

23473.00

ENTE) A
S907T OO

PHi%1.00
24000.00
18507 0

0700

Sy 27539.2)

G
P AndS

§7ah ()

U000

44066 00
4543.50
223.50

1771.61
579.00

518.39
400.00
0.00
0.00

32341.00
21827.00
2773.00
3250.00
3891.00
600.00
0.00
0.00

60

T4ER.00
1357200
M98

305.0G

5424.00
4582.20
246.80

2220.83
1072.00

743.17
1200.00
80.00
2475.00

40977.00
27202.00
3273.00
3400.00
3998.00
2600.00
264.00
240.00

Qirw
TN

Crevekipmemt - Eighty Pl (15927 (conmidl)

wes xt 1991 92 prices)
U.T Total

£ 7

RNV BN IS

dHYe; KO

12072

$723:4.89

3803.05

30774

46068.10

13786.58

260.85

45.26
9516.19
3799.47

91.14

73.67

1-445.83

12
oe
e
.

97.86
73.15

G 00

24.71

1161.99

79.73
268.91
40.00
716.99
55.63
0.00
0.73

TO588. 74
24000 60

FOSCT 00

1406535

46921.75
6334.20
14579.00
201174

30G.60

5464 00
1582.20

246.30

2220.83
1072.00

743.17
1200.00
4772.81
2475.00

55925.57
27202.00
3613.58
3668.91
4083.26
12833.18
4119.10
331.14
74.40



Sabic o 3020 Fabhe secer Jutiay by Heads of Develponi:

i - Eighith Plan (1992-97)(contd.)

(Rs. Crores at 1991-92 prices)

3 Contre States U.T.s Total
& e
Head of Development Budget  IEBR$ Total
Support

1 2 3 4 5 6 7
YL Conununwatinng 715.00 24382.00 25097.C0 12.50 0.48 25109.98
b Poswl Seovives 325.00 0.00  325.00 325.00
7 Telecommuicatlon Seive es 364.00 23582.00 23946.00 23946.00
3. Other Commumication Services 26.00 £00.00 826.00 12.50 0.48 838.98
iX. Science, Technology &  4939.00  200.00 5139.00 3842.88 59.81 9041.69
caviornmend
1. Atomic Encrgy Rescarch 600.00 0.00  600.00 600.00
7. Space Rescarch 1604.00  200.00 1804.00 1804.00
3. Oceanographic Research 115.60 0.00 115.00 115.00
4. Other Scivntific Reszarch 1420.00 0.00 1420.00 188.72 3.99 1612.71
5. Ecology & Enviornment 675.00 0.0 675.00 145.00 4.11 828.11
6. Forestry & Wildlife 525.00 0.00  525.00 3505.16 51.71 4081.87
X. General Feonomic Service, 924.00 4400 S63.00 3540.006% 40.80 4549.52*
1. Seerctaniat Sconomie Scrvie: - 7.00 0.00 7.00 395.03 3.37  405.40
2. Tourism 240.00 32.00  272.00  505.18 26.92  804.10
3. Foreivn Vrade & Export Promastion 115.00 12.66 127.00 127.00
4. Census, Surveys & Statistics 165.00 G.0C 106.00 84.72 3.15 143.87
5. Meteosology 130.00 0.00 £30.00 136,00
6. Civil Supplies 30.00 0.00 30.00 123.50 5.72 159.22
7. General Financial & Trading 75.00 0.00 75.00 75.00
Institutions
8. Technical & Economic 0.00 0.00 0.00 0.00
Cooperation with other Cotintries
9. Other General Economic Services  221.00 0.00 221.00 2396.24 1.70  2618.94
XI. Social Services 29508.45 4937.00 34445.45 41588.76 2977.69 79011.90
I. General Education 6619.00 0.00 6619.00 9607.19 587.16 16813.35
2. Technical Education 824.00 0.00 824.00 1804.66 157.72 2786.38
3. Sports & Youth Services 350.00 0.00  350.00 509.06 30.54  889.60
4. Art & Culture 350.00 35.00 385.00 324.76 17.93  727.69
5. Medical & Public Health 1800.00 0.00 1800.00 5307.77 468.15 7575.92
6. Family Weltare 6500.00 0.00 6500.00 6500.00
7. Water Supply & Sanitation 5743.00 225.00 5968.00 9847.26 895.77 16711.03
8. Housing 831.35 860.00 1691.35 3409.08 172.59 5273.02
9. Urban Development 692.10 600.00 1292.10 3461.73  523.15 5276.98
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Table : 3.18 Public Sector Outlay by Heads of Development - Eighth Plan (1992-97)(contd.)

(Rs. Crores at 1991-92 prices)

Sl. No.
&
Head of Development

Centre

IEBR$

U.Ts

Total

10. Information and Pubticity
11. Broadcasting

12. Welfare of SC,ST and Other
Backward Classes

13. Labour & Employment

14. Social Welfare:

15. Nutrition

16. Secretariat Social Services
XII. General Services

1. Secretariat-General Services
2. Stationery & Printing

3. Police

3. Public Works

4. Other Administrative Services

15.00
3202.00

0.00

0.00
0.00
0.00

0.00
0.00
0.00
0.00
0.00
0.00

6.78

35.09

24.41
14.49
43.91

0.00

155.55

6.09

107.21

42.25

421.51
3434.95
5635.48

1313.97
3855.21
1796.31

0.50

1810.48*

5.00
91.76

1368.25
290.62

GRAND TOTAL

103725.00 144140.00247865.00 179985.00

6250.00434100.00

* Figures may not add-up to total Schematic details pertaining to onc State are awaited.

$ Where rules at present do not permit creation of internal resources outside the Consolidated Fund of
India, IEBR has been shown in anticipation of evolution of appropriate mechanism to create such

resources.



Table 3.19 Central Sector Outlays For The Eighth Plan (1992-97)
(Rs. Crores)

Eighth Plan (1992-97) (At 1991-92 Prices)
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S, Ministry/ Department Outay Budgetary Internal and Extra
No Support Budgetary
Resources

1 2 3 4 5

1. Animal Husbandry and Dairying 1300 1300 0
2. Environment and Forests 1200 1200 0
3. Food 310 144 166
4. Food Processing Industries 146 146 0
5. Agriculture Res. & Education 1300 1300 0
6. Agriculture and Cooperation 7400 7400 0
7. Rural Development 30000 30000 0
8. Water Resources 1500 1500 0
9. Power 25920 7941 17979
10. Petroleum & Natural Gas 26552 527 26025
11. Conl 11507 2800 8707
12, Non-Conventional Energy Sources 857 857 0
13. Small Scale,Agro & Rural Indust, 1627 1627 0
14, Steel 14579 774 13805
15. Mines 2083 337 1746
16. Industrial Development 1162 1162 0
17. Fertilisers 5484 1018 4466
18. Chemicals and Petrochemicals 2402 62 2340
19. Heavy Industries 2771 388 2383
20. Telecommunications 25137 390 24747
21. Electronics 588 475 113
22. Textiles 1007 927 80
22.1 Consumer Industries segment 177 97 80
22.2 Vill. & Small Industries segmt. 831 831 0
23. Atomic Energy 6161 2161 4000
24. Railways 27202 5375 21827
25. Surface Transport 9929 3304 6625
26. Civil Aviation 3998 107 3892
27. Postal Services 325 325 0
28.Science and Technology 640 640 0
29.Space 1804 1604 200
30.0cean Development 130 130 0
31.Bio-Technology 265 265 0
32.Scientific and Indstl. Research 655 655 0
33.Tourism 272 240 32



Table 3.19 Central Sector Gutlays For The Eighth Plan (1992-97)(contd.)

Fighth Pran (JO97 &0 ey 050 77 Peigr s

Ouilay

{Rs. Croresh

- 3

34. Commerce 351 281 70
35. Statistics 69 69 0
36. Civil Supplies and PDS 45 45 0
37. Economic Aftairs 1944 1944 0
38. Expenditure 13 13 0
39. Education 7443 7443 0
40. Youth Affairs and Sports 350 is0 0
41. Art & Culture 385 350 35
42. Health 1800 1800 0
43. Family welfare 6500 6500 ¢
44. Urban Development 3158 1473 16853
45. Information and Broadcasting 3634 17 3217
46. Welfare 2923 2923 0
47. Labour 451 451 0
48. Women and Child Development 2000 2000 4]
49. Home Aftairs 37 37 0
50. Supply 13 13 0
51. Personnel, Public Grievances & Pensions 34 34 0
52. Official Languages 8 8 0
53. Planning 496 496 0

Total 247865 103725 144140
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Table - 3.20 : State/Union Territory-wise and Broad Sector-wise outlay for the Eighth Plan 1992-97
(Rs.Crores at 1991-92 Prices)

HEADS OF DEVELOPMENT

S.No. States and Union Territories  Agriculture Rural Special Area Energy (incl. Industry &  TransportCommunicatio Science and Ecology and Social Others Total
& AlliedDevelop-ment Prog-ramme IREP) Minerals n Tech. Environment Services

Activities & (incl.

Irrigation & Forestry &

Flood Wild life)

Control

1 2 3 4 5 6 7 8 9 10 11 12 13 14
1.Andhra Pradesh 2844.58 532.97 450.00 3043.62 272.50 1153.54 0.00 2.00 68.42 2066.53 65.84 10500.00
2.Arunachal Pradesh 180.96 36.32 0.00 151.96 24.49 343.93 0.00 0.47 47.34 321.63 47.90 1155.00
3.Assam 776.61 186.66 11.84 1196.85 322.76 204.86 0.00 4.62 116.99 1642.04 108.77 4662.00
4.Bihar 3977.29 1089.92 77.33 2149.13 458.14 1462.61 0.00 7.82 190.60 2918.54 668.62 13000.00
5.Goa 178.75 14.60 0.00 §5.75 36.20 107.45 0.00 3.00 11.30 297.10 56.85 761.00
6.Gujarat 4188.00 421.20 0.00 2678.50 667.00 640.00 9.00 5.50 309.50 2255.40 325.90 11500.00
7.Haryana 966.68 119.30 20.00 1711.84 220.47 391.38 0.00 6.62 123.70 1968.80 171.21 5700.00
8.Himachal Pradesh 349.35 74.20 0.00 510.25 75.75 328.15 3.00 2.75 211.85 748.15 198.55 2502.00
9.Jammu & Kashmir 536.02 96.80 216.50 1180.28 194.00 280.60 0.00 1.90 107.60 1226.00 160.30 4000.00
10. Karnataka 3079.24 427.50 575.00 3046.50 984.00 448.00 0.00 8.00 209.76 3260.25 261.75 12300.00
11.Kerala 1352.50 303.97 2.50 1238.00 810.00 433.00 0.00 21.93 98.05 1077.18 122.87 -5460.00
12. Madhya Pradesh 3232.59 523.49 0.00 3581.80 465.72 429.26 0.00 6.41 212.58 2079.01 569.14 11100.00
13. Maharashira 4177.11 1712.61 216.56 4582.71 814.46 1731.72 0.00 5.68 504.64 4187.13 587.38 18520.00
14. Manipur 245.49 14.50 0.00 187.45 39.80 160.60 0.00 4.00 24.00 255.90 47.26 979.00
15.Megahalaya 149.26 37.59 10.67 172.23 42.70 207.29 0.00 1.93 61.91 274.63 70.79 1029.00
16. Mizoram 83.10 130.25 0.00 104.00 44.25 103.10 0.00 1.95 31.30 212.45 52.60 763.00
17. Nagaland 109.50 96.50 10.50 60.80 49.00 161.70 0.00 1.00 28.90 225.80 100.30 844.00
18. Orissa 3723.03 402.35 0.00 2647.70 785.70 592.90 0.00 45.56 112.01 1543.76 146.99 10000.00
19.Punjab 1151.60 187.29 50.91 2429.00 162.92 357.84 0.00 7.50 60.28 1887.48 275.18 6570.00
20. Rajasthan 2880.36 1021.76 84.00 3255.48 535.55 783.97 0.00 7.00 339.51 2461.62 130.75 11500.00
21.Sikkim 69.00 11.80 0.00 135.50 20.80 85.00 0.00 2.50 19.00 167.90 38.50 550.00

22. Tamil Nadu 1413.15 446.00 0.00 3020.00 §50.00 707.00 0.00 10.00 215.00 3779.65 59.20 10200.00



Table - 3.20 : State/Union Territory-wise and Broad Sector-wise outlay for the Eighth Plan 1992-97(contd.)

(Rs.Crores at 1991-92 Prices)

H 2 3 4 5 6 7 & 9 10 11 12 13 4
23 Tripura 279.00 73.78 90.00 121.25 64.60 105.00 0.50 2.28 27.25 350.30 16.10 1130.00
24.Unar Pradesh 4670.45 1569.15 290.00 7006.26 569.30 1902.53 0.00 10.00 379.54 4009.20 593.57 210900.00
25 West Bengal 1521.73 682.78 144.35 3024.72 1074.78 §75.15 0.00 18.33 143.13 2372.31 202.72 9760.00
26.Special Area Programmes 4500.00 * 4500.00

Total - A :States 42135.35 10213.26 6750.16  47291.58 9284.89 13786.58 12.50 188.72 3654.16 41588.76 5079.04  179985.0C

1.A & Nicobar Islands 35.83 2.20 0.00 64.72 6.90 394.85 0.00 1.38 25.25 131.41 22.49 685.00
2 .Chandigarh 4.82 5.00 0.00 55.40 2.84 16.45 0.00 0.is 8.60 208.01 8.73 400.00
3.Dadra & Nagar Haveh 21.55 2.63 0.00 5.51 3.25 6.76 0.00 0.38 8.00 26.66 5.26 80.00
4.Daman & Diu 9.49 0.55 0.00 7.47 2.76 11.97 0.00 0.40 110 22.32 8.94 65.00
5.Dethi 88.35 21.28 0.00 1223.50 30.00 660.00 0.00 0.30 9.35 2334.50 132.75 4500.00
6.Lakshadweep 25.20 1.89 0.00 15.51 3.40 42.14 0.48 1.28 0.85 24.04 5.21 120.00
7 Pondicheery 53.90 8.58 0.00 102.40 48.71 2982 0.00 0.13 2.67 140.76 13.03 400.00
Total - B Union Terntories 239.14 42.10 0.00 1474.51 97.86 1161.99 0.48 3.99 55.82 2977.70 196.41 6250.00
Grand Total :(States & 42374.49 10255.36 6750.16 48766.09 9382.75 14948.57 12.98 192.71 3709.98 44566.46 527545 186235.00
Union Territories)
[o2]
(=)} ; .
® - Special Arca Programmes
NEC- 1160.00
TSP- 1250.00
HADP - 1450.00
BADP - 640.00

Total 4500.00




Structure of Output

3.6.1 The output protile in the Eighth Five
Year Plan in respect of important commodities
and services, which are relevant on considera-
tions of investment, long term growth or trade
balance, is presented in Table 3.20. The targets
are indicative, and are based on 60 sector con-
sistency model. The following considerations
have been broadly kept in view while preparing
the indicative output profile for the next five
years:

a) The progressive elimination of protection to
domestic industries, particularly in the or-
ganised sector, and its ultimate reflection
in improved competitive efficiency should
be reflected in larger foreign trade ot the
bulk commodities. It should be desirable
to import as well as to export the bulk
commodities so as to bring the domestic
production structure in line with the exter-
nal levels of productive efficiency.

b) Even in the case of commodities where
domestic production has a strong base, it
would be prudent to plan for imports to
meet the tluctuating component of the de-
mand, so that the domestic capacity utilisa-
tion is maximised. Fertiliser is an
example.

¢) Itis recognised that the indigenous technol-
ogy cannot immediately adjust to the inter-
national levels particularly in village and
small industries, where also the wage com-
ponent of value added is high. Therefore,
a fair measure of protection to this segment
of the domestic industry will have to be
ensured for a few years.

3.6.2 The Eighth Plan for agricultural develop-
ment aims at generating surplus tfor exports in
toodgrains and attaining self-sufficiency in re-
spect of pulses and oilseeds. The agricultural
sector is expected to grow at an average annual
rate of little more than 4 per cent in terms of
gross value of output and 3 per cent in terms of
value added.

3.6.3 In order to attain the desired growth in
agriculture, special efforts will be made for
enhancing the productivity and reducing the
instability in production. Since two-third of the
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cultivated area is still unirrigated and largely
rainted, a yreater emphasis will be laid on dry
land farming. Efforts will be made to spread the
benetits of Green Revolution to other parts of
the country particularly to the ecastern region
which has adequate rainfall and  fertile soil. In
order to provide assured and reyulated water
supply there is need to develop large number of
tubewells in this region. Investments will be
made in expansion of irrigation in general, with
emphasis on the completion of on-goinyg irriga-
tion projects and reducing time and cost over-
runs in all major and medium irrigation projects.
Attention will be paid to improving irrigation
efficiency and reducing wastages of water and
damages to land. Appropriate pricing of water,
quantitative control on water application to land
and better institutional arrangements for effi-
cient and equitable  distribution of water are
some of the important measures stipulated in
order to achieve efficiency and equity in irriga-
tion sector. Targets for agricultural production
in respect of foodgrains and some other impor-
tant crops are presented in table 3.22.

3.6.4 The output in the mining and manufaciur-
ing sector during the Eighth Plan period is
estimated to grow at  about 8 per cent per
annum. Details of material balances in respect
of coal and electricity and details of demand in
respect of petroleum products and railway trattic
are presented in tables 3.23 to 3.26 These com-
modities being either in the nature of infrastruc-
ture or crucial inputs, are at the very base of
industrial growth. Achievements of targets in
these sectors is very important.  Though the
scarcity of resources during the Eighth Plan is
likely to cause some concern regarding the per-
formance of these sectors, the proposed entry
of private sector in sectors like power, energy
and steel is likely to ease the investment problem
to some extent. Measures like improved capac-
ity utilisation, efficiency in use of inputs, par-
ticularly energy, sensitiveness to market signals,
ete. will help improve the performance in these
sectors.  The recent policy changes and the
liberalised environment created for increased
foreign investments are likely to help further in
achieving the desired results in the industrial
sector.

3.6.5 Power, iron and steel, cement and rail-
ways account for over 80 per cent of the total
consumption of coal (Table 3.23). In power



Table - 3.21 Material Balance For Selected Commodities

SI.No. & Commodity Unit 1991-92 1996-97
1. Foodgrains Mill. Tonnes.
Production 172.50 210.00
Export/Stock (-)6.30 2.00
Consumption 178.80 208.00
2. Oilseeds Mill. Tonnes.
Production 17.50 23.00
Consumpticn 17.50 23.00
3. Sugarcane Mill. Tonnes.
Production 235.00 275.00
Consumption 235.00 275.00
4. Cotton Mill. Bales.
Production 10.50 14.00
Export 0.60 0.30
Consumption 9.90 13.70
5. Milk Mill. Tonnes.
Production 57.50 70.00
Consumption 57.50 70.00
6. Coal Mill. Tonnes.
Production 229.26 308.00
Import 6.09 3.00
Export 0.11 1.00
Change in Stock 6.41 -
Consumption 228.83 310.00
7. Crude Oil Mill. Tonnes.
Production 30.34 50.00
Import 24.00 13.32
Change in Stock 2.92
Consumption 51.42 63.32
8. Iron Ore Mill. Tonnes.
Production 56.50 72.00
Export 32.00 32.00
Consumption 24.50 40.00
9. Sugar Mill. Tonnes.
Production 12.00 15.50
Import 1.00
Export 0.60 4.00
Change in Stock (-)1.00 $
Consumption 11.40 13.50
10.Cloth Bill. Mtrs.
Production 18.26 24.70
Export (Net) Rs.Crores 12000.00 28000.00

Consumption 16.68 22.80



Table - 3.21 Material Balunce For Selected Commodities(contd.)

Commodity Unit 1991-92 1996-97
11.Petroleum products Mill. Tonnes.
Production 49.15 * 61.57 *
Import 9.44 22.92
Export 2.70 3.30
Change in Stock (-)0.77 -
Consumption 56.66 81.19
12.Nitrogenous Fertilizers Mill. Tonnes.
Production 7.30 9.80
Import 0.50 1.70
Change in Stock (-)0.70 -
Consumption 8.50 11.50
13.Phosphatic Fertilizers Mill. Tonnes.
Production 2.50 3.00
Import 0.90 2 00
‘Change in Stock (-)0.20 -
Consumption 3.60 5.00
i4. Potassic Fertilisers Mill. Tonnes.
Tmport 1.30 {.80
‘change in stock (-)0.10 -
Consumption 1.40 1.80
Total Fertiliser nutrients Mill. Tonnes.
Production 9.80 12.80
Import 2.70 5.50
Change in Stock (-)1.00 -
Consumption 13.50 18.30
15.Cement Mill. Tonnes.
Production 53.00 76.00
‘Import 2.00
Export 1.00 7.00
Consumtion 52.00 71.00
16.Finished Steel (main+ mini) Mill. Tonnes.
Production 14.50 22.80
Import (canalised) 1.00 1.00
Export 0.30 2.80
Consumption 15.20 21.00
17. Aluminium Th. Tonnes
Production 514.17 656.00
Import 3.00 16.00
Export 68.00 -
Consumption 449.17 672.00
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Table - 3.21 Material Balance For Selected Commodities(contd.)

Commodity Unit 1991-92 1996-97

18.Copper (refined) Th. Tonnes
Production 45.49 55.00
Import(Incld.non-canalised) 104.51 145.00
Consumption 150.00 200.00

19.Zinc (Primary Metal) Th. Tonnes
Production 102.00 154.00
Import 10.00 26.00
Coasumption 112.00 ** 180.00

20.Lead (Primary Metal) Th. Tonnes
Production 48.39 96.00
Import(Incld.non-canalised) 20.00 4.00
Consumption 68.39 100.00

21.Electricity Bil. KWH
Generation(incl.non-utilities) 311.21 448.00
Import 1.43 2.00
Consumption 312.64 450.00

22.Railways Mill. Tonnes
(Originating traffic) 363.00 443.40

$ The closing stock of sugar as on 31.1.92 was 4.93 million tonnes.

* Includes production of LPG from natural gas one million tonne & 2.05 mill.tons. for 1991-92 & 1996-97
respectively

** Abnormally Low Consumption
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Table 3.22 Estimates of Area and Output for 1991-92 and target for 1996-97

Area in million hectare
Yield in kgs./hectare

Sl.  Commodity Output 1991-92 1996-97 Annual
No. Unit Growth
in Prod.
Area Prod. Yield Area Prod. Yield *
1 2 3 4 5 6 7 8 9 10
1 Rice M.T 42.50  72.50 1706 43.50  88.00 2023 3.95
2 Wheat . 23.50  56.00 2383  24.25  66.00 2722 3.34
3 Coarse Cereals 37.50 30.00 800  37.75 39.00 1033 5.40
4 Pulses e 23.50 14.00 596  24.50 17.00 694 3.96
5 All foodgrains s 127.00  172.50 1358 130.00 210.00 1615 4.0t
6 Oilseeds 23.50 17.50 745 2450 23.00 939 5.62
7 Sugercane ves 3.70 235.00 63514 3.90 275.00 70513 3.19
8 Cotton MB(170) 7.40 10.50 241 7.50 14.00 317 5.92
9 Jute & Mesta MB(180) 1.00 9.00 1620 1.00 9.50 1710 1.09
10 Other Crops 19.60 23.70
11 All Crops 182.20 190.60

MB(170) = Million Bales of 170 kg.
MB(180) = Million Bales of 180 kg.
* Compound

sector about 30538 MW of capacity addition is
anticipated during the Eighth Plan. With this,
the total generating capacity by 1996-97 in utili-
ties will be 99620 MW. The share of thermal
generation would continue to be higher, even
though, gas based generation will replace coal
based generation to some extent. The total
electricitv generation from utiliaround ties is
8 Bkwh, of
. around 65
n heat rate,
asing due to
supplied to
[ uture devel-

M ver utilities
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\.

r middlings.

=D
TR
/__&

s will be 15
:lining trend
slants. With

\ steel plants
—_— 2 coal to hot
— further. As

71

per modernisation programme taken up in the
coal washeries, the washery yield is likely to
go up and accordingly the total coal demand for
steel plants works out to 40.00 million tonnes.

3.6.6 The demand of petroleum products will
continue to surpass the indigenous production
(Table 3.24). The rate of growth during the
Seventh Plan was 6.87 per cent per annum and
with the continuing shift towards road transport
and depletion of fuel wood for use as household
fuel in rural areas, it is likely to grow at the same
level during the Eighth Plan. The growth in
consumption of petroleum products will have to
be restricted without affecting the overall eco-
nomic growth. Oil conservation and demand
management would be given priority.

3.6.7 Oil production in 1989-90 was 34.10
million tonnes which declined to 33.02 million
tonnes and 30.34 million tonnes in 1990-91 and
1991-92 respectively. The decline may continue
into the early years of Eighth Plan. The fall in



Table - 3.23 Demand-Supply Balance, Coal

(1996-97)

(Million Tonnes)
S.No Item 1991- 1996-
92 97
1. Steel Plants & Coke Ovens  31.66 42.00
2. Sponge Iron 0.40 2.00
3. Power (Utility) 134.60 185.30
(2.30) (4.70)
4.  Railways 4.42 3.00
5. Cement 9.97 17.50
6.  Fertilisers 4.23  4.00
7. LTC,Soft Coke, SSF 0.99 4.00

8.  Other Industries )
a) Captive Power ) 15.00
) 38.50 (2.10)
b) Bricks etc. ) 33.20
(0.20)
9.Colliery Consumption 4.06 4.00
10. Domestic Requirement 228.83 310.00
(1to9) (2.30) (7.00)
11. Export 0.11 1.00
12.  Total Requirement (10+11) 228.94 311.00
(2.30) (7.00)
13.  Production 229.26 308.00
14.  Import 6.09 3.00
I5 Change in Stock (13+14-12) +6.41 0.00

Figures in bracket indicate washery middlings.

oil production has come at a time when the
balance of payments position is under severe
strain. The higher oil imports will reduce the
availability of resources for investment needed
for growth in the post Eighth Plan period. It is
planned to develop western offshore oil fields
during the Eighth Plan,which may raise the
production to a level of 50.00 million tonnes by
1996-97. Bombay high will contribute about
60-65 per cent and the rest would be from
Krishna-Godavari basin, Cambay basin and
Upper Assam oil fields. In order to maintain the
Reserve-to-Production ratio with respect to
crude oil at a resonable level, it will be necessary
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to lay emphasis on oil exploration and develop-
ment of wells for accretion of additional re-
serves.  Recent changes in trade & industry
policies are likely to encourage foreign invest-
ments. Production of natural gas is progressively
increasing. In 1989-90 the production of natural
gas was 16.99 billion cubic metres and is envis-
aged to be 30.00 billion cubic metres in 1996-97.
Natural gas would serve as the substitute for
petroleum products during the Eighth Plan in
fertilizer, petrochemicals, power and domestic
sectors. The compressed natural gas (CNG) in
transport sector would cut imports of HSD to a
limited extent.

3.6.8 The consumption of fertilizers has in-
creased from 5.52 million tonnes in 1980-81 to
an estimated 12.57 million tonnes in 1990-91
registering a growth rate of 8.6 per cent per
annum during the period. The demand for fer-
tilizer nutrients during the terminal year of the
Eighth Plan (1996-97) has been estimated at 18.3
million tonnes. The capacity for the production
of fertilisers has not been increasing at the same
pace, leading to increased dependence on im-
ports. The installed capacity in 1990 was 8.15
million tonnes and 2.72 miion tonnes respec-
tively for nitrogenous (N) and phosphatic (P)
fertilizers. There has been no significant addi-
tion to the capacity in the last three years.
However, capacity utilisation during the Seventh
Plan has improved. While projecting the produc-
tion for fertilizer during the Eighth Plan, a
capacity utilisation of 90 per cent is assumed in
respect of N and P fertilizers. The entire demand
ot potassic fertilizer is met through imports as
there has been no indigenous production. In
order to sustain agricultural growth, it is neces-
sary to provide for expansion of the industry
further in order to reduce dependence on im-
ported fertiliser.

3.6.9 The production of cement during 1990-91
has touched an all time high of 48.70 million
tonnes against an earlier high of 45.80 million
tonnes achieved during the terminal year of the
Seventh Plan. The private sector accounts for
84 per cent of the total cement production. The
industry's capacity utilisation is showing a grad-
ual improvement over the previous years. In
projecting the target for production of cement
during the Eighth Plan, an average of 80 per cent
capacity utilisation is assumed. This would im-
ply the need for an additional capacity of 29.3
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Table - 3.24 Sectorwise Demand of Petroleum Products in 1996-97

(000" Tonnes)
End Use Transport Industry(1) Electric
Products e - e
Road Iron & Textili Cement Ceramic  Chem  Alum  Sugar  Mining Engg Fertit  Const  Indust Tractor Pumpset Plantation  UtilityDomestic Total
Steel Glass others Total Use
1 4 6 8 9 10 i1 12 13 14 15 16 17 22 23 24

Light
Dist.

LPG 403 3634 4037
Mogas 7504 150 7654
Naphitha 25 3483 2756 6264 70 6334
SBP/He
xane
Qthecs 497
Sub Total 7504 25 3483 2756 6817 70 3634 18522
Middle
Dist.

SKO 529 11571 12100
HSD 20092 74 414 30 169 8 66 745 213 43 250 2322 425 kyr3y)
ATF 2452
LDO 18 47 18 36 94 10 3 9 81 7 250 586 328 1441
Others 624
Sub Total 20110 121 432 66 263 18 69 754 294 50 500 3437 582 11571 48834
Heavy
Dist.

FO 15 235 77 112 395 159 15 35 178 600 2179 1947 5214
LSHS/ 5 275 49 137 254 70 4 24 52 2215 200 3632 3697
HHS
Lubes &

Grease 1335 1335
Bitumens 2579 2579
Pet Coke

Others 1017 1017

Sub Tota! 20 510 126 249 649 229 19 59 227 2215 3379 8163 1947 13842

Total 27634 656 558 315 4395 247 88 813 521 5021 3879 18417 2599 15205 81198

(1) Includes demand for captive power generation and certain transportation needs.



million tonnes during the Eighth Plan. (n the
recent years considerable investment, finaczd by
foreign aid, has been made tor modernisation of
cement industry in the private sector. This has
improved the efficiency of operations in the
industry. Cement industry should start contrio-
uting to earning of foreign exchange by exports
during the Eighth Plan.

a3
o

3.6.10 The success of planning in steel sector
can be seen from not only the efficiency of
integrated steel plants like Bhilai and Bokaro in
public sector and TISCO in private sector but
also from the timely entry of secondary steel
producers to complement the role of integrated
steel plants. With the liberalisation of economy
a new boost has been given to the inflow of
international capital, technology and capital
goods. The steel sector has been delicensed and
the units which satisty international norms in
terms of costs and quality can find new invest-
ment opportunities in India. Prices of steel prod-
ucts are not administered now, which had been
the practice for many decades in India. The
share of public sector in production of steel is
expected to decline from the present 54 per cent
to below SO per cent by the end of the Eighth
Plan and simultaneously, its share will be re-
placed by the production from the private sector
in organised and unorganised sectors. The ad-
vent of sponge iron making in India using non-
coking coal and natural gas will reduce the
dependencies of secondary steel sector on im-
ported scrap as their raw-material. New tech-
nologies will dominate the steel sectors activity
in the Eighth Plan and beyond, particularly in
the organised sector.

3.6.11 The estimated demand for finished
steel is about 21 million tonnes by 1996-97. The
whote demand for finished steel will be met
through domestic production. However, im-
ports of one million tonnes is envisaged for those
items which are either in short supply or are of
qualities which are not manutactured in India
due to reasons of economies of scale. Like the
cement industry, large investments have been
made in the Seventh Plan for modernisation of
steel plants. An export of about three million
tonnes would be feasible.

3.6.12  Growth in electricity generation from
utilities and non-utilities was 8.44 per cent per
annum in the Sixth Plan and 9.46 per cent per
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annum in the Seventh plan. Gross electricity
generation in 1989-90 was 266 billion kwh. The
consumption of electricity at consumer's end

was about 196 Bkwh in 1989-90.

3.6.13 The demand for electricity at con-
sumers' end is placed at 336 Bkwh in 1996-97,
indicating a growth of 8.21 per cent during the
Eighth Plan. Demand of power is rising consis-
tently because of its easy availability and rela-
tively lower price. Non-utilities are expected to
generate about 30.0 Bkwh. If the T&D losses
and auxiliary losses are contained at the level of
21.0 per cent and 7.0 per cent respectively, the
generation from utilities will be around 418
Bkwh (Table 3.25). For achieving the targetted
generation of electricity additional capacity re-
quired to be set up during the Eighth Plan will
be about 30538 MW. There have been continu-
ous increases in outlays for this sector over the
Plan periods. The Central sector is emerging as
a major contributor since the last decade. Cen-
tre's share now stands at about 26 per cent of the
total installed generating capacity. The Eighth
Plan envisages giving larger role in electricity
generation to the private sector. This sector's
share in capacity at present is only 2.4 per cent.
Separate industrial or consumption zones can be
created for private sector so that they can have
their own generation and evacuation structures.
Terms of private sector participation need to be
clearly spelt out.

3.6.14 A project-wise analysis indicates that it
may be possible to achive a capacity addition of
30538 MW during the plan period. This includes
a capacity of 2810 MW which will be added in
the private sector. A turther addition of about
2000-3000 MW in private sector will help in
improving the power supply position further
during the course of the Eighth Plan. About Rs.
67000 crores will be available for investment in
the Central and State sectors for the projects
likely to yield benefit around the end of the
Eighth Plan. Priorities should also be given to
new starts and advance action should be taken
on hydro projects to improve its share during the
subsequent Plan. There is great need to check
the pilferages and curb the transmission and
distribution losses by way of adopting separate
metering systems.  There is need for further
improvement in the integrated operation of re-
gional grids and creation of a national grid for
better load management. Hence a higher provi-



Table 3.25 Demand - Supply Balance, Electricity

(Billion Kwh)
S.No. Item 1991-92 1996-97 Compound
Gr.rate (percent)
A. Demand

1. Industrial 112.60 155.00 6.60

2. Domestic 34.12 65.46 13.92

3. Agriculture 53.48 76.00 7.28

4. Others 26.14 39.38 8.54

Total 226.34 335.844 8.21

B. Supply

1. Generation by Utilities(2 +4+5-3) 286.71 418.21 7.84

2. Auxiliary Consumption 22.51 29.27 -

3. Import 1.43 2.00 -

4. T & D Losses 61.09 82.10 -

5. Supply from Utilities 204.54 308.84 8.59

6. Generation by Non-Utilities (7 +8) 24.50 30.00 4.13

7. Auxiliary Consumption 2.70 3.00 -

8. Supply from Non-Utilities 21.80 27.00 4.37

9. Total Availability (1+3+6) 312.64 450.21 7.57

Total Supply (5+8) 226.34 335.84 8.21

sion of Rs. 79,589 crores in Public Sector Plan
has been made for power sector development.
There is also the need to pay attention to demand
management by suitably spreading out the load
of energy intensive economic activities over the
24 hours of the day. Hour specifictaritfs and
such other measures may be necessary.

3.6.15 The projected demand for railway trans-
portation in 1996-97 is presented in table 3.26. The
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railway system are expected to carry a load of about
443 million tonnes (originating) in 1996-97 as
against 363 million tonnes in 1991-92. Thus the
growth rate during Eighth Plan in the originating
traffic will be 4.1 per cent against 4.77 per cent
achieved during the Seventh Plan. The Plan
envisages that the growth in passenger traffic will
be about 5.0 per cent per annum.



Table 3.26 Demand for Railway Traffic
1996-97

(Million tonnes of originating traffic)

SL Commodity 1996-97
No. (Target)
1 2 3
1. Intigrated steel plants
(i) Finshed products from steel 17.2
plants
(Saleable steel and pig iron for
sale)
(i) Raw materials for steel plants 44.0
other than coal
Total : 61.2
2. Coal (incl. Railway) 179.4
3. Iron ore for export 14.4
4. Cement 41.8
5. Foodgrains 32.6
6. Fertilisers (materials) 25.3
7.POL products 31.2
8.0ther Goods 35.0
9.Railway materials (Excl. coal) 22.5
Grand total : 443.4

Balance of Payments

3.7.1  The balance of payments situation has
been continuously under strain for the past sev-
eral years. During the Seventh Plan period the
current account deficit averaged at around Rs.
8457 crores per annum as against an average of
Rs. 2616 crores during the Sixth Plan period.
The BoP situation remained under pressure due
mainly to large trade deficit and fall in the
surplus on invisible account. The already difti-
cult balance of payments situation was aggra-
vated by the rise in oil price in 1990.

3.7.2 The immediate response to the BoP
crisis was a severe curtailment of imports and
raising exports through exchange rate adjust-
ment. This strategy produced a drop in the
current account deficit from 2.6 per cent in
1990-91 to around 1.6 per cent in 1991-92. The

adverse eftect of a severe curtailment of imports
on economic growth and more particularly in-
dustrial production is strong as already seen in
1991-92. Particularly  alarming is the sharp
drop (by about Rs.4765 crores) in the import of
capital goods. The solution of the BoP problem,
if the economic growth is to be sustained, lies
not in sacrificing the foreign trade, but in pur-
suing structural adjustment policy which
makes exports more attractive and the imports
more sensitive to the price signals. In the longer
term, exports of bulk commodities in contrast
to traditional exports, which are the mainstay
of exports at present will have to be aimed at.
Therefore, the projected material balances of
sugar, steel, cement, etc., provide for a greater
share of foreign trade in their supplies.

3.7.3 A pre-condition for the beneficial ef-
fect of devaluation on balance of payments is that
the gains from devaluation are not offset by
domestic inflation. As already outlined earlier,
the fiscal deticit of the Government is being
controlled which should bring about a modera-
tion in money supply growth. Additional
measures like containment of Government con-
sumption expenditure and ensuring adequate
supplies of food and other wage goods are
necessary.

3.7.4 Table 3.27 shows the evolution of key
BoP indicators for the Eighties and the projec-
tions for the Eighth Plan (1992-97).

3.7.5 During the Seventh Plan period, the ratio
of current deficit to GDP averaged 2.4 per cent,
i.e., far above the figure of 1.6 per cent pro-
jected for this period in the plan document.
This deterioration in the balance of payments
occurred despite a robust growth in exports in
the last three years of the plan.  But the net
receipts from invisibles declined significantly
during this period. The already difficult balance
of payments situation was accentuated in 1990-
91 by a sharp rise in oil prices and by other
eftects of Gulf War. With access to commercial
borrowings going down and non-resident depos-
its showing no improvement, it was found difti-
cult in 1991-92 to finance the current account
deficit. The current account deficit during
1991-92 is estimated to be around Rs.7000
crores  as against Rs. 13942 crores  in the pre-
vious year. The reduction in current account
deficit during 1991-92 was mainly due to the
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Table

3.27 Key Indicators of India's Balance of Payments

(As per cent of G.D.P.)

Year/Period Exports Imports  Trade Net Current
Balance Invisibles Account

Deficit

1 2 3 4 5 6
Average(1980-85) 5.00 8.33 (-)3.33 1.90 1.43
Average(1985-90) 5.21 8.33 (-)3.13 0.75 2.38
Eighth Plan (1992-97) 9.60 11.62 (-)2.02 0.42 1.60

(Projections)

severe import curtailment measures in the wake
of the precarious balance of payments situation.
Import curbs affected the growth rate of G.D.P.
and also the exports.

3.7.6 The signiticant changes in the industry
and trade policics and exchange rate adjust-
ments made during the year 1991-92, will have
their implications on the functioning of Indian
Economy and the BoP situation during the
Eighth Five Year Plan. It is imperative that
during the Eighth Plan, steps are taken to correct
the fundamental weaknesses in India’s external
situation, so that the external imbalance does not
cause serious disruption to the economy. It is,
therefore, necessary to plan for a drastically
reduced inflow of resources from outside. 1t is
assumed that foreign savings would be 1.6 per
cent of GDP in the Eighth Plan. This is a level
of deficit that can be sustained by normal capital
flows. This also implies high  expectations
about growth in exports. In absolute terms the
foreign savings requirements are projected at
around Rs. 55,000 crores. The projected bal-
ance of payments position during the Eighth Plan
is given in Table 3.28. Steps will have to be
taken to realize a healthier pattern of financing
this order of current account deficit.

3.7.7 The manner of financing of the current
account deficit during the Seventh Plan was such
that 25 per cent of the financing need was met
by way of external assistance from multilateral
and bylateral donors, 25 per cent by way of
commercial borrowings, 24 per cent through
non-resident deposits under Foreign Currency
Non-Resident Accounts Scheme (F.C.N.R.A.)
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Table 3.28 Balance of Payments Position
During the Eighth Five Year Plan (1992-97)

(Rs.Crores)

1991-92  1996-97 Total

8th Plan

Exports 44292 83869 330153

lmports * 62345 93314 399650
(51700)

Trade Balance*  (-)18053 (-) 9445 (-) 69497

Invisibles * 3494 2332 14634

C.A.D. * 14559 7113 54863
(7000)

* These are normalised projections for the base

year. Actuals during 199192 are lower than
these, as indicated in brackets and explained later.

and Non-Resident External Rupee Account
Scheme (NR (E) R.A.), about 14 per cent from
other capital transactions and the remaining by
the draw-down of reserves (Table 3.29).

3.7.8 The pattern of financing of CAD is ex-
pected to change in the Eighth Plan. The com-
penent of commercial borrowings will go down
while that of direct foreign investment is ex-
pected to go up. Supportive policies have al-
ready been announced.

3.7.9 On examination of long-term trends and
taking into account special needs of imports
particularly in respect of bulk commodities, an



Table 3.29 Financing the Current Account
Deficit

Seventh Plan Eighth Plan

( Rs.crores  ( Rs.crores
atcurrent  at 1991-92
prices) prices)
1 2 3

1. Current Account 42,284 55,000
Deficit including
Errors and Omissions
Financed By
2. External Assistance 10,572 28,700
including official
transfers *
3.Commercial 10,592 5,000
Borrowings
4 . Non-Residents 10,164 3,000
Deposits
5. Other Capital 5,879 21,300
6. Use of Reserves 5.077 (-) 3,000

* Net of repayments to IMF and others.

Note: The CAD at 1991-92 US $ will be 22 billion
in Eighth Plan.

import to GDP elasticity ot 1.5 was assessed to
be reasonable for the period of the Eighth Plan.
This would project an import growth of 8.4 per
cent per annum, on a normal base. However,
the base year 1991-92 turned out to be a very
exceptional year in respect of imports due to
severe curbs on imports, and hence this is not
the appropriate base on which imports could be
projected. For the purposes ot projecting the
growth rate, imports have been assumed at Rs.
62345 crores for the year 1991-92 whereas the
actual in that year turned out to be only Rs.51700
crores. The total import bill during the plan
period has been estimated at Rs. 3,99,650 crores
at 1991-92 prices.

3.7.10 Imposrt requirements of major export
oriented commodities have been worked out on
the basis of the import intensity of the items and
their export targets  for the Eighth Plan. The
import requirements of iron and steel scrap have
been worked out on the basis of production
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profile of mini steel plants and the availability
of scrap within the country and its requirement
during the plan period. In case of some com-
modities, possibilities of import substitution
have also been kept in view. Import require-
ments of other groups have been projected on
the basis of import clasticities with respect to
G.D.P. Past relationship of imports with re-
spect to gross domestic capital formation, gross
value added, industrial production, etc., have
also been taken into account while making the
projections of capital goods imports. Commod-
ity-wise import projections are presented in table
3.30.

3.7.11 The decline in domestic production
of crude oil in the initial years of the Plan
coupled with the slower build up of the crude oil
retining capacity makes it necessary to provide
adequately for import of oil and petroleum prod-
ucts. One-fifth of the projected provision for
imports during the Plan will be for these com-
modities. This will require a restraint on the
import of other commodities, particularly of
capital goods and transport equipment. Projec-
tions of tertilizers imports are based on demand-
supply balances. Adequate provision has been
made for export related imports, particularly of
the gems and precious stones. Contingency im-
ports of cereals and edible oils are also provided
for in the projections. The investment profile,
particularly of projects requiring capital goods,
and the commodity- specific trade policies in the
Plan period will have to contform to the projected
import protile. Provision of Rs. 7000 crores has
been made for the imports ot edible oils, food-
grains and pulses as contingency imports. The
item “statistical adjustment” accounts for the
difference between trade figures reported by
Directorate General of Commercial Intelligence
and Statistics (DGCI&S) and the one reported
by the Reserve Bank of India.

3.7.12 Boosting exports is a key element of the
foreign trade strategy during the Eighth Five
Year Plan. Exports are expected to grow at 13.6
per cent per annum in volume terms. Commod-
ity-wise details of export projections are set out
in table 3.31.

3.7.13 The primary commodities would consti-
tute 19 per cent of exports while the manufac-
tured commodities would account for 76 per
cent. Amongst primary commodities a large



proportions of earnings from incremental ex-
ports during the Eighth Plan will be from the
exports of marine products, oil cakes, rice,
cashew kernel, fruits, vegetables, miscellaneous
processed foods, sugar and spices. Since market
is not a big problem for the exports of these
commodities, surplus availability for exports has
been the main consideration in making projec-
tions. Among the manufactured products the
promising ones will be the products of handi-
crafts, gems and jewellery, readymade gar-
ments, engineering goods, basic chemicals,
leather and manufatures, cotton yarn and fab-
rics. Large investments have been made in
capacity creation and modernisation of certain
industries particularly sugar, cement and steel.
It is high time a beginning in the exports of these
commodities is also made.

3.7.14 A part of the gap in the merchandise
trade has been covered by invisibles. The bal-
ance of invisibles has been positive. However,
there is declining trend in the balance in the
recent periods. Fifty Seven per cent of the trade
gap during the Sixth Plan was covered by invis-
ibles. This component declined to 24 per cent
during the Seventh Plan. The situation has been
worsening during the last 2-3 years and the
balance of invisibles has been reduced to almost
a negligible figure. The main reasons are that
interest payments have gone up and earnings
from foreign travel and private transfers have
remained static. The Eighth Five Year Plan is
expected to reverse this trend and take specific
measures to raise earnings from tourism and
services. Invisibles are projected to amount to
14600 crores of rupees, which will cover about
27 per cent of the gap in merchandise trade
during the Eighth Five Year Plan.
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Table 3.30 Import Projections for the Eighth Plar
{Rs.Crores at 1991-92 prices)

S.No & Commodities/Groups 1991-92(P) 1996-97 Rate of Total
Growth( %)
ey 2) (3) 4 &)
(A) Selected Bulk Imports 22198.2 32550.2 8.0 135895.0
(21834.2) (32550.2) (8.3)
1. Crude Oil and petroteum products, of which 13129.5 17300.1 5.7 74660.0
(a) Crude oil 7868.6 4407.6 -10.9  28160.0
(b) Petroleum products 5260.9 12892.5 19.6 46500.0
2.Fertilizers (manufactured and raw matenals) of 4500.0 8988.6 14.8 34474.0
which
(a) Fertilizers manufactured 2025.8 4757.8 18.6 17403.0
(b) Fertiliser raw materials, of which 2474.2 4230.8 11.3 17071.0
(1) Sulphur 348.9 900.9 20.9 3194.0
(i1) Rock phosphate 494.0 1110.1 17.6 4121.0
(i) Phosphoric acid 1360.7 1522.6 2.3 7283.0
(1v) Anhydrous ammonia 270.6 697.2 20.8 2473.0
3. Finished steel, tool, alloy and special steel, of 1540.2 1760.3 2.7 8312.0
which
(a) Finished steel 1255.0 1255.0 0.0 6275.0
(b) Tool, alloy and special steel 285.2 505.3 12.1 2037.0
4. Major non-ferrous metals, of which 803.0 1193.6 8.3 5065.0
(a) Aluminium 9.3 49.6 39.8 141.0
(b) Copper 642.0 890.7 6.8 3923.0
(c) Zinc 33.0 85.8 21.1 304.0
(d) Lead 37.9 7.6 -27.5 79.0
(e) Tin 26.8 40.2 8.4 172.0
(f) Nickel 54.0 119.7 17.3 446.0
5. Coking coal 1036.3 516.3 -13.0 3477.0
6. Newsprint 341.0 791.3 18.3 2907.0
7. Synthetic & regenerated fibres 48.2 - - -
8. Contingency imports - cereals, cereal preparations, 800.0 2000.0 20.1 7000.0
pulses, vegetable oils and fats * (436.0)  (2000.0) (35.6)
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Table 3.30(contd.) Import Projections for the Lighth Plan
{Rs. Troies o 199192 prices)

S.No & Commodities/Groups 1991-92(P) 1696-97 Kate ot Total
Growth( %)
(1 (2 i3) “h) )
B. Others, of which 31546.8 17892.8 s. ] 208630.0
(25965.8) (47892.8) (13.0)
1. Machinery and transport equip. 16200.0 25098.0 9.2 106140.0
(11435.0) (25098.0) (17.0)
2. Precious and semi- precious stones 5500.0 10200.0 13.1 40446.0
(4822.0) (10200.0) (16.2)
3. Chemicals excluding fertilizers, fertilizer raw 2519.0 2200.0 2.7 11620.0
materials, artifical resins and plastic materials @
4. Artifical resins and plastic materials 1403.0 760.0 -13.0 4711.0
5. Iron & steel scrap 800.0 1200.0 17.6 6680.0
6. Wood & timber 418.5 693.0 10.6 2861.0
7. Miscellaneou., 4706.3 7201.8 8.9 36172.0
(4568.3)  (7201.8) 9.5)
C. Total{A + B DGCI&S) 53745.0  80443.0 8.4  1344525.0
(47800.0)  (80443.0) (1.0
D. Statistical adjustment @@ 8600.0 12871.0 8.4 55125.0
(3900.0) (12871.0) (27.0)
E. Grand Tota} (C + D) @@@ 62345.0  93314.0 8.4 399650.0
(51700.0) (93314.0; (12.5)
US $ Million 24938.0  37325.6 8.4 159860.0

(20680.0) (37325.6)  (12.5)

P: Povisional

* Represents notional amount.

@ Data are not comparable with DGCI&S because a sizeable proportion is included under fertilizer raw
materials.

@ @ The difference between RBI's Balance of Payments data and DGCI&S figures on merchandise
trade.

@@@ Assumed normalised imports.

Note: The imports in 1991-92 were abnormally low due to highly adverse BoP position. The curbs were
particularly severe in capital goods and transport equipment. The 1991-92 mmport tigures are the
normalised estimates. Figures shown in brackets are the constrained actuals.
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Table 3.31 Export Projections for the Eighth Plan
(Rs.Crores at 1991-92 prices)

S.No & Commodities/Group 1991-92(P) 1996-97 Rate of Total
Growth(%)
(h ) 3) 4) &)

1 Agricultural & allied products of which: 7700 12064 9.4 50235
1.Tea 1132 1324 3.2 6224
2 Coftee 310 342 2.0 1646
3 Tobacco unmanufactured & manutactured 377 450 3.6 2099
4 Oil cakes 871 1250 7.5 5437
S Spices 370 447 3.9 2074
6 Cashew kernels 668 1047 9.4 4410
7 Raw cotton 316 323 0.4 1600
8 Rice 755 1127 8.3 4831
9 Marine products 1374 2077 8.6 8863
10 Meat and meat preparations 231 354 8.9 1503
1! Misc.processed foods (inclu. processed 332 700 16.1 2654
fruits & juices)
12 Fruits & vegetables 349 573 10.4 2373
13 Sugar & mollases 144 1100 50.2 2861
14 Not classified 471 950 15.1 3660
II. Ores and Minerals of which: 2280 2662 3.1 12416
| Tron ore 1432 1400 0.0 7000
2 Mica, coal & other ores & processed 848 1262 8.3 5416
minerals
1. Manufactured goods Of which: 32384 6511 15.0 250800
1 Cotton yarn fabrics & manufactures 3209 5896 12.9 23456
2 Readymade garments 5411 11552 16.4 43633
3 Natural silk yarn, fabrics, made ups, etc. 347 617 12.2 2483
4 Manmade yarn, fabrics and made ups 823 1288 9.4 5427
5 Woolen yarn, tabrics and made ups, etc. 73 147 15.0 567
6 Jute manufactures 388 588 8.7 2507
7 Coir and manufactures 70 150 16.5 567
8 Carpet mill-made 235 387 10.5 1601
9 Sports goods 108 177 10.4 733
10 Rubber manutactured products 305 746 19.6 2693
11 Glass, glassware, ceramics, 153 600 31.4 1868
refractories,cement, etc.
12 Leather and leather manufactures 3076 5463 12.2 21995
13 Engineering goods 5107 10277 15.0 39611
14 Chemicals and allied products 3897 7810 14.9 30144
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Table 3.31(contd.) Export Projections for the Eighth Plan
(Rs.Crores at 1991-92 prices)

S.No & Commodities/Group 1991-92(P) 1996-97 Rate of Total
Growth( %)

(D 2 3) (4) (5)

15 Handicrafts of which: 8346 17455 15.9 66339

a. Gems and jewellery 6750 14702 16.8 55155

b.Carpet handmade 10600 1546 9.1 6543

c. Works of art 596 1207 15.2 4641

16 Not classified 836 1961 18.6 7176

IV. Petroleum crude and products 1022 1340 5.6 6029

V. Others 38* 1075 4279
(442) (1075) (19.5)

VI. Total I - V DGCI&S 43424 82255 13.6 323759
(43828) (82255) (13.4)

VII. Statistical Adjustment 868 1614 13.2 6394

Total Exports 44292 83869 13.6 330153
(44696) (83869) (13.4)

U.S. Dollar (Million) 17720 33548 13.6 132061
(17878) (33548) (134

P : Provisional

* Since actual exports are nearly Rs. 400 crores more than the assunmied exy:ris, the residual works
out to this amount which otherwise should be around Rs. 450 crores.

Note:- Figures in brackets are provisional exports.
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CITAPIER 4
POLICY FRAMEWORK

Introduction

4 1.1  The Eighth Plan aims at an average
aunual growth rate of 5.6 percent and an average
industrial growth rate of about 7.5 percent.
These growth targets are planned to be achieved
with relative price stability and a substantial
improvement in the country's balance of pay-
ments positior It is envicaged that there will be
a reasonable degree of price stability and that the
ratio of currcat account deficit to GDP will be
maintained at about 1.5 percent.

4.1.2 Performance of the economy in the base
year has not been that cocouraging.  Industrial
growth in 1991-92 is estimated to be negligible
and the overall growth of the cconciy s esti-
mated to be not more than 3 porcent. The unnual
inflation rate in 1991-92 has been about 13
percent.  On the balance of paymen*s front,
although there has been some improvement in
the foreign exchange reserves (partly duse to the
borrowings from International Monetary Fund
and partly because of enhanced foreign exchange
remittances by non- residents), exports are ex-
ceptionally sluggish. Given this performance in
1991-92, a quick turn-around in the economy is
required, if the major macroeconomic targats of
the Eighth Plan are to be achieved.

4.1.3 One of the reasons for the sluggish
export performance in 1991-92 was the collapse
of our trade with the Rupee Trade Arca. The
dollar value of our exports to the Rupee Trade
Area declined by over 40 percent in 1991-92.
This adverse effect on our exports was turther
confounded by the recession in the major indus-
trialised countries of the West. The poor export
performance, among other factors, had its toll
on industrial growth. To some extent, there-
fore, our economic performance during the
Eighth Plan period wiil depend upon the external
economic environment. . guick recovery in the
industrialised economies of the West should give
a boost to our exports and this will not only be
of great help in tackling our balance of payments
problems but also in giving a fillip to industrial
growth.
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4.1.4 Whilc external environment is extremely
important, it will be unrealistic to rely solely on
favourable external conditions for a turn-around
in the economy. Instead, it will be safer to take
the external economic condition as it unfolds and
concentrate on providing a domestic economic
environment which is conducive to efficient
growth of the economy. Experience shows that
a set of well co-ordinated macroeconomic poli-
cies is of utmost importance in ensuring such an
economic environment. In general, the follow-
ing macroeconomic policies need careful consid-
eration during the Eighth Plan period:

{a) The policy regime governing trade, technol-
ogy and transborder capital Hlows,

(M) Industrial deregulation and  administered
price policy,

() Financial sector reforms, and

(d) The stance of demand management as re-
flected in monetary and fiscal policies.

4.1.5 Broadly spesking, the first three of these
policies taken together constitute what has now
come to be known as "structural” policies, i.e.
policies by and large aimed at improving the
supply-side of the economy. The last one cor-
responds to what has traditionally been covered
under "stabilisation” policies, i.e., policies
aimed at controlling aggregate demand in ac-
cordance with the long run growth path of an
economy. Recently, Government has initiated
significant policy changes on both these areas of
economic policy. However, the process of re-
forms initiated recently represents only a begin-
ning. We have to carry it further if we want to
reap the full benefits of these reforms. There-
fore, sustaining the pace of economic reforms
will be the major challenge during the Eighth
Plan period. While both macroeconomic stabi-
lisation and structural policies are important to
ensure an economic environment which is con-
ducive to efficient growth of the economy, a
whole set of sector-specific policies also has an
important bearing on efficiency and growth.



This chapicr, however, limits its focus only on
the macroeconomic policy issues. The sector-
specific policy issues are discussed in volume 1.

Policies on Trade, Technology and Capita!
Flows

4.2.1 Global development experience of the
past few decades shows that a policy regime with
fewer barriers to trade, both tariff and non-tar-
itf,and which provides equal incentives for ex-
ports as well as production for the domestic
market enables countries to achieve not only
impressive export growth but also rapid and
sustainable economic growth. Furthermore, ex-
perience of many countries including our own
has also exposed the inherent limitations of an
inward-oriented, import substituting trade re-
gime. It is not only thut such a trade regime
hampers the efficiency of resource use and con-
sequently growth but also that it is unsuccessful
in even ensuring a viable balance of payments.
A key task during the Eighth Plan, therefore, is
to move our trade policy regime towards greater
openness and to reap the full benefits of interna-
tional trade.

4272  Swwe June, 1991, the Goverawent bas
initiated a series of trade policy changes with a
view to integrating the Indian economy better
with the rest of the world. The value of the
rupee was adjusted downward by about 20 per-
cent in July, 1991. This was followed by a
liberalisation of the foreign trude regime through
some reduction in the quantitative restrictions.
The import policy regime was revamped by
shifting a significant number of items outside the
purview of import licensing.  Exporiers were
given entitlements equal to 30 to 40 percent of
their export carnings in the form of EXIM Scrips
against which even restricted items were allowed
to be imported. Alongwith these, the Govern-
ment dispensed with a number  of export- in-
centives including the cash compensatory
support to exports. As a first step towards a
gradual reduction in the tariffs, the Union
Budget for 1991-92 reduced the maximum rate
of import duty from more than 300 percent to
150 percent.

4.2.3 Within eight months of introducing these
trade policy changes, the Government initiated
another set of policy changes in the arcas of trade
and transborder capital flows coinciding with the
Union Budget for 1992-93, these changes being
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more far reaching than the ones initiated in July
1991. The EXIM scrip scheme was replaced by
a system of partial convertibility of the rupee
on the current account of the balance of pay-
ments. Under the new system, all foreign ex-
change remittances, whether earned through
exports of goods and services or remittances,
can be converted into rupees in the following
manner: 40% of the foreign exchange remitted
can be converted at the official exchange rate
while the remaining 60% at a market determined
rate. The foreign exchange surrendered at the
official exchange rate will be available to meet
the foreign exchange requirements of essential
imports such as petroleum and oil products,
fertilisers, defence and life saving drugs. All
other imports, except for a "negative"” list are
freely immportable provided the foreign exchange
for these imports are obtained from the market.
Similarly, the foreign exchange required for
other payments on private account including
travel, debt service payments, dividends, royal-
ties and other remittances will have to be ob-
tained at the market rate. In another significant
stey, to arrest the diversion of foreign exchange
toiflegal channels  the Government has legalised
the taport of gold, Returning Indians and NRIs
are now allowed to import 5 kilograms of gold
per passenger with a modest import duty. Along
with this, the Government has introduced a Gold
Bond Scheme, with a view to help mobilise the
idl: Private pold reserves of the country to
supplement official reserves.

4.2.4 The Export-Import Policy (EXIM pol-
icy) for the Eistith Plan period announced sub-
sequent to the Union budget has operationalised
many of the trade policy changes announced in
the Budget. The new EXIM policy has now
specified the "negative” list of imports, the
import ot which is cither banned, canalised or
subject to import licence. Similarly, the EXIM
policy has specified a "negative” list of exports,
the exports of which is either banned, canalised
or subject to export licence. In addition to
specifying the negative lists of imports and ex-
ports, the EXIM policy has announced a set of
incentives for exports and deemed exports.

4.2.5 The process of lowering the customs
tariff rates, which was initiated in the 1991-92
Union budget was carried turther in the 1992-93
budget. The maximum tariff rate was further
lowered to 110 percent in the 1992-93 Budget.



The items on which tariffs have been lowered
comprise capital goods, petro-chemicals, news-
print, asbestos, and pesticides used in agricul-
ture.

Further Trade Policy Reforms:

4.2.6 During the Eighth Plan period, further
trade policy reforms are needed to be carried out
so that the economy is better integrated with the
rest of the world. The key objectives of these
reforms should be two-fold: (i) a further prun-
ing of the "negative" lists of imports and exports,
and (i) a gradual reduction in both the level and
dispersion of tariff rates. At this stage, it is
difficult to pinpoint the specific items which
need to be taken out of the negative lists. As a
broad guideline, as the foreign exchange situ-
ation improves and the economy becomes more
resilient, our objective should be to remove most
raw- materials and components from the nega-
tive list of imports. In later phases of reforms,
the manufactured items should also be removed
from the "negative” list and by the end of the
Eighth Plan the negative list of imports should
contain only items which would be banned for
reasons such as environment and safety. Any
protection deemed necessary for domestic indus-
try should basically be given through the ex-
change rate and the tariffs.Introduction of the
partial convertibility on the current account is a
highly desirable move. However, as the domes-
tic economy gets more stabilised and as the
external environment improves, we should
move away from the dual exchange market
system, unify the exchange rates and make rupee
fully convertible on the current account. It
should be possible to achieve the objective in
stages before the end of the Plan period.

4.2.7 Along with the reforms of the import
policy and the exchange rate regime, the struc-
wure of our tarifts requires sabstantial rationali-
sation. Broadly, our objective should be to
eliminate the existing distortions in the tariff
structure and effect a substantial reduction in the
tariffs by the end of the Eighth Plan. The recent
tariff reductions, though substantial, still leave
us with tariff levels on manufactured ifems
which are far too high. It should be the objective
of policy to move to a trade regime in which the
average tariff level comes down to about 25%
within a period of three to four years. As a tirst
step towards this, our efforts should be
eliminate the most serious distortions tirst. One
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of the most serious distortions of our tariff
structure has been the unusually high tariff rates
on intermediate and capital goods. The Uxnion
Budget for 1992-93 has reduced these rates
marginally. We need to reduce these rates tur-
ther. Subsequently, as the domestic industry
becomes more resilient, we may liberalise im-
port of certain consumer goods and lower their
tarifts.

Policies on Capital Flows:

4.2.8 As part of the package of recent trade
policy retorms, the Government has liberalised
capital flows in the form of foreign direct invest-
ment. Specific measures in this direction are (1)
automatic approval of foreign technology col-
laboration as well as foreign equity participation
upto 51 percent in about 31 areas; (ii) delinking
technology transfer from equity investment to
impart flexibility in sourcing of technology im-
ports ; (iil) automatic clearance for import of
capital goods in cases where foreign exchange
flows through foreign equity. More recently,
the Foreign Exchange and Regulations Act
(FERA) has been amended to place FERA com-
panies on par with Indian companies for all
operational purposes. Foreign companies are
now permitted to use their trade marks, accept
appointment as agents or technical or manage-
ment advisors. They are also allowed to borrow
and accept deposits from the public and acquire
and sell immovable property.

4.2.9 These relaxations of foreign investment
policy are in the right direction. Yet, if India
were to attract significant flows of foreign in-
vestment and technology in an increasingly
interdependent world, the Government should
continuously monitor the progress on this front,
compare our policies on foreign investment with
those of the other developing countries and make
swift changes in thow if required. Afterall, our
share ~world capit:’ flows will depend not just
on our & ~f policies, but on our policies vis-a-
vis those o1 <her Zoveloping countries. Over-
all. our «imate, v oering the Eighth Plan should
be e of relyr g toss on external commercial
borrowings and e on foreign direct invest-
ment for financing the current account deficit. It
should be possible to increase the flow of direct
foreign investment to about $ 1 billion per year
by the end ot the Plan period. This would still
be a modest amount given the size of the econ-
omy. This would r-juire a continucus watch on

Cil



our foreign investment policy and strong initia-
tives from our side.

Industrial Deregulation and Administered
Price Policy

4.3.1 Historically, like our trade policy re-
gime, our domestic economic policies, be it in
the product or the tactor markets, have been
highly restrictive. Domestic economic activities
have been subject to a wide array of detailed and
discretionary Government controls. In the in-
dustrial sector, such controls took various
forms: barrier to entry and expansion imple-
mented through industrial licensing; reservation
of a large number of industries for the public
sector as well as the small scale sector; highly
time-consuming procedures required for the exit
of firms from an industry; and price and distri-
bution controls on various industrial products.
In recent years, it has been increasingly realised
that this regulatory apparatus on domestic enter-
prises has led to wide-spread inefficiency in the
economy in general and the industrial sector in
particular. The Government has, therefore,
been relaxing some of these controls in recent
years and especially during the last few months.

4.3.2 The thrust of the new industrial policy
announced in July, 1991 is on removing bureau-
cratic controls that thwart industrial develop-
ment and opening up a large number of
industries to the private sector. The requirement
of industrial licensing has been abolished for all
but 18 product categories such as defence equip-
ments, industrial explosives, electronic aero-
space, coal, petroleum, alcohol, hazardous
chemicals, pharmaceuticals and drugs, and cer-
tain consumer goods such as sugar, edible oils,
refrigerators, motor cars and consumer electron-
ics. The maximum asset limit on the size of the
companies which has hitherto been enforced
under the Monopolies and Restrictive Trade
Practices Act has been scrapped. As a result,
firms will be able to grow to optimum size and
reap the benefits of economies of scale - a
process which was until now hindered by the
anti-monopoly legislation. The location policy
for industries has been substantially simplified
and liberalised. The Government has also abol-
ished the phased manufacturing programme, un-
der which domestic manufacturers were hitherto
required to increase the domestic input-content
of their products in a specified time period. In
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another significant step, the number of industries
reserved for the public sector has been drasti-
cally reduced, thus opening a large number of
industries for the private sector.

4.3.3 These relaxations of the regulatory appa-
ratus governing domestic economic activity have
certainly eased the barriers to entry in the indus-
trial sector. It sheuld help to make the industrial
sector more competetive both domestically and
internationally. The thrust of the industrial pol-
icy during the Eighth Plan period should be to
sustain the pace of these deregulatory measures.
In this context, two areas appear to need atten-
tion (i) industrial deregulation and ii) adminis-
tered price policy.

Further Delicensing of Industries:

4.3.4 With the recent policy changes, industrial
production subject to licensing control has been
reduced to about 20 per cent. However, some
aspects of the new industrial policy seem to be
somewhat restrictive. For example, the con-
tinuation of the licensing requirements for indus-
tries such as sugar and edible oils has no clear
justification. Equally important, there are no
strong reasons as to why the production of
consumer durables such as motor cars, refrig-
erators and consumer electronics should be sub-
ject to industrial licensing. During the Eighth
Plan, therefore, there is a need to further
shortern the list of industries requiring industrial
licensing. Most of the consumer goods indus-
tries which now require industrial licensing
should be delicensed. Only industries related to
defence, explosives and hazardous chemicals
should be in the restricted list of industries
requiring industrial licensing.

Policy Towards Unviable Units:

4.3.5 A liberal policy towards the entry and
expansion of firms is a necessary condition far
inducing competition and enhancing the effi-
ciency of resource use. However, the benefits
of such a policy will be greatly reduced if we do
not have a rational policy towards unviable
firms. For maximum gain in efficiency, re-
moval of entry barriers should also be accompa-
nicd by freedom to exit. Our industrial exit
policy is highly restrictive and time-consuming.
This is one of the major factors behind the
wide-spread sickness in the industrial sector,
both in the public and the private sectors. Rules
and procedures regarding the exit policy for



industry, therefore, need a thorough review with
the aim of making it much easier for any eco-
nomically unviable firm to close down.

4.3.6 A key consideration in evolving a prac-
tical industrial exit policy should be that it should
protect the legitimate interests of labour,
whether in the public or the private sector. In
the case of units which can be made economi-
cally viable by restructuring the unit and retrain-
ing/redeploying the labour, no etfort should be
spared to do this. Only in the case of units where
even restructuring would not render it economi-
cally viable should the option of closure of the
unit be allowed. Even here, to minimise the
adverse eftects of closure of a unit on labour,
several options like the introduction of compul-
sory insurance or the creation of a fund to pay
retrenchment benefits to employzes should be
tried. The Government has already set up the
National Renewal Fund with a view to providing
assistance to cover the cost of retraining and
redeployment of labour aftected by the restruc-
turing of an industrial unit. It is expected that
the National Renewal Fund will help in the
restructuring of about 30 to 40 public sector units
within the next two to three years involving
effective rehabilitation of many of these units.
Where this is not possible, it will help to com-
pensate labour or assist in their rehabilitation.
Similar other options need to be explored.

Small Scale Industries:

4.3.7 Another area which needs a thorough
examination relates to small scale industries.
The small scale sector has a unique place in a
strategy of labour-intensive industrial growth.
Due to several policy initiatives taken by the
Government, this sector has helped to achieve a
reasonable growth in industrial employment,
especially at a time when employment in the
organised industrial sector has stagnated. Yet,
one of the major problems with this sector has
been the lack of adequate modernisation and
technological upgradation. To take advantage
of the technological changes which are taking
place in the present day world, it would be
necessary for the small scale units to modernise
and upgrade their technology. This would help
them to compete effectively with the larger
industrial units.
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Administered Prices:

4.3.8 The proposed rationalisation/relazation
of entry and exit policy should enhance the
competitiveness of the industrial sector. These
benefits will be somewhat reduced if the Gov-
ernment continues to administer prices and the
distribution of various industrial products. At
present, the prices of industrial products such as
natural gas, petroleum, petroleum products,
coal, electricity, fertilizer, sugar and various
non-ferrous metals are being administered by the
Government. A thorough review of the useful-
ness of these price controls needs to be carried
out. Wherever the product concerned is inter-
nationally tradable, the Government should de-
control the prices. In order to ensure that such
price decontrols do not allow the existing pro-
ducers to hike prices and hence enjoy "rents”,
the tariff rates on the import of these products
should be suitably adjusted downwards, as had
recently been done in the case of steel. Without
such a supportive tariff adjustment, decontrol of
hitherto administered prices may lead to unrea-
sonable increase in the prices, thereby hurting
the consumers.

4.3.9 Unlike in the case of tradable goods, it
is ditticult to deal with administered prices of
non-tradabl= goods, such as, say, electricity and
public transportation in which the Government
sector has a near monopoly. In these cases, the
best that can be done is to ensure that the
enterprises producing/providing these goods and
services cover the Long Run Marginal Cost of
Production (LRMC). The basic idea is that
prices should cover capital and current costs of
efficient production. While the determination of
the LRMC of production is sometimes ditficult,
the Bureau of Industrial Costs and Prices (BICP)
has successfully demonstrated that in the major-
ity of industries the computation of LRMC is
practicable. Theretore, for effective implemen-
tation of such a normative approach to adminis-
tered prices of non-tradable goods, an
organisation such as the BICP may be charged
with the responsibility of undertaking compre-
hensive studies of cost-price structures of such
products every three to five years. It is, how-
ever, important to distinguish between fixing the
normative prices based on LRMC for an indus-
try at a point of time and providing for justifi-
able changes in costs over time. In this context,
a two-step approach which has been suggested
by the Ministry of Finance in its paper on



Administered Price Policy in 1986 may be fol-
lowed. First, the base level of prices should be
fixed after carrying out detailed studies of costs
on a normative level of efficiency. Once this
has been done, changes arising from increases
in input costs should thereafter be made automat-
ic.

Financial Sector Reforms

4.4.1 A vibrant and competitive financial sys-
tem is necessary to support the proposed reforms
in the structural aspects of the real economy.
Over the years, the Indian banking and the
financial system has made impressive progress
in extending its geographical spread and func-
tional reach. The widening and deepening of the
banking system has been a major factor in pro-
moting financial intermediation in the economy
and in the growth of financial savings. The
credit reach also has been extensive and the
banking system now caters to the needs of sev-
eral million borrowers especially in agriculture
and small industry. Besides the banking system,
the Development Financial Institutions (DFlIs)
have also provided the much-needed institutional
support for investment in the private sector. The
last decade has also witnessed considerable di-
versification of the money and the capital mar-
ket. Despite this commendable progress, there
has been a steady erosion of the operational
efficiency of the banking system. The balance
sheet of the performance of the financial sector
is thus mixed, strong in achieving certain socio-
economic goals and in general widening the
credit coverage but weak in viability.

4.4.2 The Committee on the Financial System
which has recently submitted its report to the
Government of India, has identified the major
factors responsible for the decline in the effi-
ciency and the profitability of the banking sector.
These are: (a) directed investment; (b) directed
credit programmes; (c) massive and somewhat
uneconomic expansion of bank branches and (d)
inadequate attention to portfolio quality. There
have also been weaknesses in the internal organ-
isational structure of the banks, lack of sufficient
delegation of authority and inadequate internal
controls. Some of these weaknesses are com-
mon to both commercial banks and the Devel-
opment Financial Institutions.

4.4.3 With a view to giving more operational
freedom to the institutions and to inducing
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greater competition in the financial sector, some
of the controls on the financial sector have been
relaxed. Until recently, the lending rates of
DFIs were fixed by the Government. As part of
the recent policy changes, the DFIs are now
allowed to charge interest based on market con-
ditions subject to a floor rate of 15 percent.
Similarly, the interest rates on corporate deben-
tures, which were earlier fixed by the Govern-
ment have been freed. The whole interest rate
structure for commercial banks has been ad-
justed upwards. As a result, the minimum lend-
ing rate of commercial banks (on loans above
Rs.2 lakhs), has been raised and banks are given
the freedom to charge interest rates subject to
this floor rate, depending upon their perception
of the credit risk of the borrowers. In addition,
the term deposit rates of commercial banks has
recently been partially deregulated; banks are
now free to set these rates subject only to a
ceiling. In another important step, the manda-
tory convertibility clause, under which DFIs
could convert 20 percent of their term loans into
equity, has becn scrapped, thereby removing a
long standing irritant to industry. The Govern-
ment has also discontinued the tax-exempt status
of the Industrial Development Bank of India, the
country's leading development financial institu-
tion so as to put it on a more competitive footing
with the other DFIs. Similarly, the mutual fund
business in the financial sector, which until now
was reserved for the public sector banks and
Financial Institutions, has been opened up to the
private sector. More recently, the formula-
based pricing of new issues of capital by com-
panies, hitherto being enforced by the Controller
of Capital Issues, has been abolished. Compa-
nies are now free to price their new capital issues
based on market conditions. The overall thrust
of the reforms of the financial sector during the
Eighth Plan should be to ensure that the financial
system operates on the basis of operational flexi-
bility and functional autonomy with a view to
enhancing efficiency, productivity and profit-
ability. As a general principle, the Government
should allow the entry of private sector into areas
which were hitherto reserved only to the public
sector, including the banking system.

Statutory Liquidity Requirements:

4.4.4 With regard to the banking system, the
Statutory Liquidity Requirement (SLR), which
was originally introduced as a prudential re-
quirement, has, over time, become a major



instrument for financing the public sector. The
SLR which was about 20 percent of banks' net
liabilities when it was originally introduced, has
now increased to over 38 percent. Since the
average interest rate on banks' SLR-related in-
vestments is artificially pegged at fairly low
level, the increase in the SLR has adversely
affected the profitability of the banks. The
Central Government has already reduced its
fiscal deficit from about 8.5 percent of GDP in
1990-91 to about 6.5 in 1991-92 and has initiated
measures to reduce it further to about 5 percent
in 1992-93. 1t has also expressed its intentions
to reduce the fiscal deficit further to about 3 to
4 percent of GDP by the mid-1990s. As the
fiscal deficit comes down, it should be possible
to reduce the SLR substantially during the next
few years. This would not only give flexibility
to the lending operations of the banks but also
enable them to lend a larger proportion of their
funds to the commercial sector.

Directed Credit Programmes:

445 The directed credit programme under
the priority sector lending operations ot the
banks have served a useful purpose in extending
the reach of the banking system to cover sectors
which were generally neglected before national-
isation of banks in 1969. The proportion of
priority sector lending to total bank credit to the
non-government sector was negligible in the
beginning of the 70's but now it is about 40
percent. Since these priority sector loans are
made at concessional interest rates, the banks’
profitability has been adversely affected.
Clearly, there is a case for a review of those
categories who are entitled to borrow at conces-
sional rates from the banking system. One
immediate way of doing this is to eliminate large
borrowers from the coverage of the priority
sector. No more than two concessional rates of
interest for priority sector lending should be
prescribed so as to keep the burden on the
banking system within limits.

Structure of Interest Rates:

4.4.6 The proposed reduction in SLR and the
directed credit programmes should enhance the
flexibility of the banking system a great deal.
However, the benefits of these changes would
be greatly reduced if the structure of interest
rates continues to be administered by the Gov-
ernment. In spite of the recent emphasis on the
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deregulation of the interest rates, the structure
of interest rates is highly complex and rigid.
The financial system must clearly move towards
an interest rate regime which is free from direct
controls. Obviously, interest rate is an impor-
tant policy instrument and monetary authorities
the world over try to influence the level of
interest rate through the various instruments that
are available to them. It is not, however, argued
that monetary authorities should abdicate an
important function of theirs. The general level
of interest rate should be influenced by the
monetary authorities taking into account the
overall economic environment, without neces-
sarily imposing a rigid structure of interest rates.
In moving towards a more deregulated structure
of interest rates, there is considerable historical
evidence to show that such experiments succeed
only when the inflationary pressures are under
control. Sharp increases in nominal and real
rates of interest can result in adverse economic
consequences. However, the broad outlines of
the reform agenda on interest rates are quite
clear. At least initially, from an elaborate ad-
ministered structure of interest rates, we should
move towards a more simplified system where
only a few rates are prescribed by the monetary
authorities.

Development Financial Institutions:

4.4.7 Over the years, the DFIs have been nur-
tured and developed by active Government sup-
port, especially in the form of concessional fi-
nance. However, active Government intervention
in the functioning of the DFIs has also resulted in
lack of operational flexibility and competition
among these institutions. To remedy the situation,
we need to have a two-pronged effort. On the one
hand, the DFIs should be given adequate autonomy
in matters of loan sanctioning and internal admini-
stration. On the other hand, the DFIs should be
made to operate in a more competitive environ-
ment. For the latter, the privileged access of the
DFIs to concessional finance through SLLR and
other arrangements should be gradually reduced.
Instead the DFIs should obtain their resources from
the market on competitive terms. In addition, the
present system of consortium lending by the DFIs
should be discouraged. Besides other things, this
would require that the present system of cross-
holding of equity and cross- representation on the
Boards of the DFIs are done away with.



Prudential Norms and Guidelines:

4.4.8 The financial liberalisation measures
proposed above should, however, be accompa-
nied by formulation of clear-cut prudential
norms and guidelines governing the functioning
of the various institutions in the financial sector.
This is especially important because, during the
last decade or so, several new institutions have
appeared on the financial scene. Merchant
banks, mutual funds, leasing companies, venture
capital companies and factoring companies have
now joined the already existing institutions in
extending a range of financial services. How-
ever, the regulatory framework for many of
these institutions is still not developed. The
Government should, therefore, formulate and
enforce prudential norms and guidelines relat-
ing, among other things, to capital adequacy,
debt-equity ratio, adherence to sound accounting
and financial policies, disclosure, regulation and
valuation of assets.

4.4.9 Two particularly important aspects of
prudential regulation which have assumed
greater importance in the recent period relate to
capital adequacy and provisioning. The Indian
system has so far been slack in relation to both
these aspects. Capital adequacy did not perhaps
receive adequate emphasis because of the dubi-
ous assumption that banks and financial institu-
tions owned by the Government cannot fail or
cannot run into problems. With major Indian
banks now having branches operating in impor-
tant money market centres of the world, this
question can no longer be ignored. This apart,
even banks operating domestically need to build
an adequate capital base. Realising this, the
Reserve Bank of India has recently prescribed
that all banks with international presence should
achieve the capital adequacy ratio (i.e. the ratio
of un-impaired capital funds to the aggregate of
the risk weighted assets) of 8 percent by March
1994 and other banks should achieve a capital
adequacy ratio of 4 percent by March 1993 and
of 8 percent by March 1996. This is a step in
the right direction though this is a highly chal-
lenging task for the banks. Given the budgetary
constraints and the overall resource crunch fac-
ing the Government, it may be difficult for the
Government to provide additional capital to pub-
lic sector banks in the future years. Hence if
banks were to achieve the prescribed capital
adequacy norms they may have to tap the capital
market for raising funds both in the form of loans
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and equity capital. This would involve a dilution
of Government ownership to a limited extent
which may serve a useful purpose. What has
been said about banks holds good in relation to
term lending institutions as well as other finan-
cial institutions. Whether they be leasing com-
panies or hire purchase companies or investment
companies, prescription of appropriate capital
requirements is a must since capital is the last
line of protection for all depositors.

4.4.10 Another important aspect of prudential
regulations relates to adequate provisioning for
bad and doubtful debts. If the profits of banks
and other financial institutions are to be a true
reflection of their functioning, loan losses must
be adequately provided for. It is feared that
many banks may not have adequate profits to
provide for bad and doubtful debts. Neverthe-
less, both in relation to banks and the term
lending institutions, uniform accounting prac-
tices relating to income recognition and provi-
sioning against doubtful debts need to be
prescribed. Once again, in recent months the
Reserve Bank of India has taken certain meas-
ures towards this effect. Besides requiring the
banks to present their balance sheet and profit
and loss accounts in a particular format so as to
better reflect their actual tinancial help, banks
are now required to classify their assets into
different categories and make enough provision-
ing against bad and doubtful debts in a phased
manner over a three year period. Such provi-
sioning requirements should be gradually made
applicable to other financial institutions too.

Demand Management Policies

4.5.1 Structural policy reforms such as trade
liberalisation, industrial and financial deregula-
tion, proposed above, would ensure an efficient
use of resources. In the medium term, there-
fore, these policies would help augment aggre-
gate supply. However, if aggregate demand
continuously outstrips aggregate supply, it is
difficult to maintain a reasonable degree of price
stability and sustainable balance of payments.
This, in turn, could lead to slow-down in
growth, making it difficult to sustain the pace of
on going structural reforms itself. Empirical
evidence from a large number of developing
countries shows that structural policy reforms,
implemented against large macroeconomic im-
balances, have generally failed to produce the
intended beneficial effects. Appropriate de-



mand- management policies, aimed at keeping
aggregate demand largely in line with increases
in aggregate supply, therefore, is a necessary
prerequisite for successful macroeconomic man-
agement. The key policy ingredients required
for this are a prudent fiscal policy and a conser-
vative monetary policy.

4.5.2 A three-pronged fiscal and monetary
policy package aimed at, (i) providing a better
balance between aggregate demand and supply,
(ii) minimising the distortionary effects of the
tax system and, (iii) forcing public enterprises
to minimise costs and maximise efficiency,
should form a key component of such a set of
macroeconomic policy initiatives.

Fiscal-Monetary Framework for Macro-
economic Stability:

4.5.3 A common cause behind the twin prob-
lems of high domestic inflation and the worsen-
ing balance of payments in recent years has been
the large and growing fiscal deficit of the Gov-
ernment. Fiscal deficit of the Government
(Centre, States and Union Territories together)
which was less than 7% of GDP at the beginning
of the seventies rose to about 9% by the begin-
ning of the eighties and by 1990-91 constituted
over 11% of GDP. What is even more impor-
tant, the increase in the growing fiscal deficit
was almost entirely due to the sharp deteriora-
tion of the balance on revenue account. For
example, in 1970-71 the Government had a
revenue surplus of about 0.3% of GDP, but by
1985-86, it ran a revenue deficit of about 2% of
GDP, which in 1990-91 rose to over 4%. Such
high levels of fiscal deficits, both overall and on
revenue account, are simply not sustainable.
Hence, putting the fiscal house in order is a
necessary pre-requisite to obtain a better balance
between aggregate demand and supply.

4.5.4 Efforts have already been initiated on
fiscal adjustment by the Central Government in
its last two Budgets. Centre's fiscal deficit
which was about 8.5 percent of GDP in 1990-91
has been reduced to about 6.5 percent in 1991-92
and is proposed to be reduced further to about 5
percent in 1992- 93. The Central Government
has also announced its tiscal adjustment pro-
gramme for the medium term according to which
its fiscal deficit as a percent of GDP is expected
to be brought down to about 3 to 4 percent by
the mid-nineties. These efforts at fiscal adjust-

ment by the Central Government should be
supported by similar efforts by the State Gov-
ernments.  Such adjustment is primarily re-
quired in terms of containing non-Plan revenue
expenditure of the States. If this is accompanied
by maximum resource mobilisation through tax
and non-tax sources, the States' balance from
current revenues (BCR) which has been negative
during the last few years can be brought to a level
consistent with the overall surplus requirements
projected in the Eighth Plan. Some States would
still have negative BCR which need to be limited
to prudent levels. Overall, a major aim of fiscal
policy should be to roll back the fiscal deficit of
the Centre and States taken together as a percent-
age of GDP, from an average of 10.6 percent
during the Seventh Plan and from about 11
percent in 1990-91 to an average of about 7
percent during the Eighth Plan period. 4.5.5
Such a fiscal adjustment would necessarily bring
down the borrowing requirements of the Gov-
ernment, including the borrowings from the
Reserve Bank of India. The Government should
plan its borrowings from the Reserve Bank of
India in such a way as to ensure that the annual
growth of money supply is brought down from
about 17% in recent years to about 11 to 12
percent during the Eighth Plan period. The
income elasticity of demand for money in recent
years has been about 1.5. Therefore, with the
economy growing at about 5 to 6 percent per
year, monetary growth of this magnitude should
enable the Government to contain the trend rate
of inflation to about 5 percent per year.

Government Expenditure Containment:

4.5.6 Since the fiscal imbalance in recent
years has occurred at a time when the tax to GDP
ratio has increased steadily, reduction in the
fiscal deficit to GDP ratio needs to be brought
about mainly by containing Government expen-
ditures. Government expenditure which consti-
tuted about 19% of GDP in 1970-71 rose sharply
to 26% by the beginning of the eighties and
constituted about 31% of GDP in 1990-91. A
sustainable fiscal scenario would require that
Government expenditure as a ratio of GDP is
reduced to an average of about 28 percent during
the Eighth Plan period. While such expenditure
containment is absolutely essential, enough care
should be taken to see that Government's capital
expenditures in key infrastructural and social
sectors do not suffer. This would call for con-
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certed effort at containing the revenue expendi-
ture of the Government.

4.5.7 The task of achieving the required con-
tainment in Government expenditure appears
challenging. Among the components of Gov-
ernment expenditure, two items which have
grown substantially in recent years are (i) con-
sumption expenditure of the Government, and
(ii) subsidy payments. The consumption expen-
diture of the Government consisting mainly of
defence expenditure and the administrative ex-
penditure has increased steadily from about 9%
of GDP in 1980-81 to about 12% in 1990-91.
Almost all of this increase was due to the in-
crease in administrative expenditure of the Gov-
ernment, from a little over 6 percent of GDP in
1980-81 to about 9 percent in 1990-91, whereas
defence expenditurc after increasing sharply
from about 3 percent of GDP in 1980-81 to 4
percent in 1987-88 has steadily declined to about
3 percent by 1990-91. With suitable deregula-
tion of industry and trade and a movement away
from detailed and discretionary “"microplan-
ning" of the economy, many of the supervisory
and regulatory functions of the Government
should be minimised. This would help a great
deal in containing the growth of Government's
administrative expenditure in the future. The
recent efforts to reduce defence expenditure as
a percentage of GDP is a positive development
and should be continued during the Eighth Plan
period so that valuable resources could be di-
verted to more productive sectors.

4.5.8 Subsidy payments which constituted less
than one percent of GDP in the early seventies
rose to over 2% by the early eighties and stood
close to 4% in 1990-91. Since 1991- 92 the
Central Government has taken measures to re-
duce its subsidy payments. A clearly enunciated
policy to contain Government subsidies needs to
be formulated with the objective of rolling back
subsidy payments as a percentage of GDP sub-
stantially by the end of the Eighth Plan. The key
components of subsidy payments, where there
appears to bé some scope for containment, are
subsidies on fertiliser, food and interest subsidy.
Among these, the interest subsidy can, and
should be, reduced substantially almost immedi-
ately.

Fertiliser Subsidy:

4.5.9 Broadly speaking, the fertiliser subsidy
consists of two major components, one which
goes to the farmers and the other which goes to
the fertiliser industry and its input suppliers.
The latter component has been necessitated by a
combination of higher domestic prices of capital
goods, inputs to fertiliser industry and the plant-
specific retention pricing of fertilisers. The
plant-specific retention pricing does not give
enough incentive to fertiliser plants to increase
efficiency and reduce costs. Containing fertil-
iser subsidy would require moving away from
the present policy of plant-specific retention
pricing towards a more uniform pricing of fer-
tilisers, with due attention to efficiency consid-
eration. In addition, it is extremely important to
streamline the pricing of capital goods to the
fertiliser industry.

4.5.10 A drastic reduction in the component
of the fertiliser subsidy going to the farm sector
through large increases in the farmgate price of
fertilisers may adversely affect agricultural pro-
duction in the short run. Further, large increase
in the farmgate price of fertilisers would also be
somewhat inequitous in that it would hurt the
most the small and the marginal farmers with
little marketable surpluses. But, the fiscal situ-
ation is so grim that we simply cannot afford to
continue with a system which imposes a large
and growing burden of fertilizer subsidy. Real-
ising this, the Government has already increased
the farmgate price of fertilisers to large farmers
by 30 percent in 1991-92. Even with this adjust-
ment, the fertilizer subsidy burden is too large.
If the Plan is to be financed in a non- inflationary
manner, it will be necessary to take steps to
contain the subsidy burden in the current year at
the budgeted level and to reduce it substantially
during the Plan period. Another, and perhaps a
more effective, way of containing the fertiliser
subsidy to the farm sector could be to ensure a
more efficient use of fertilisers by the farmers.
This would require emphasis on more scientific
use of fertilisers by the farmers through strength-
ening of the extension services during the Eighth
Plan period.

Food Subsidy:

4.5.11 By its very nature, the benefits of
present Public Distribution System (PDS), are
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highly dispersed across the society and hence the
benefits to the poorer sections of the population
are not as much as they ought to have been.
During the Eighth Plan period, a concerted
effort needs to be made to target Public Distri-
bution System more or less exclusively to the
relatively poorer sections of the population. As
a first step towards this, the P.D.S facilities
should be discontinued to the non-poor segment
of the population. Along with this, attempts
should be made to extend the coverage of the
P.D.S. to the poorer sections of the population
both in the rural and urban areas. This would
help to fulfil the social obligations of the P.D.S.
Such a reorientation of the PDS may not lead to
significant reductions in the food subsidy since
it may mainly shift the subsidy away from the
non-targeted groups towards the targeted
groups. However, there is some scope to con-
tain the food subsidy by making the operations
of the Food Corporation of India (FCI) more
efficient. Through efficient procurement and
market intérvention operations, it is possible to
reduce the required buffer stock of foodgrains,
which would reduce the carrying cost of food-
grains. Coupled with measures to increase the
efficiency of the working of the FCI, this should
help reduce the food subsidy somewhat.

Government Capital Expenditure:

4.5.12 Expenditure containment of the order
suggested above would help a great deal in
effecting a non-recessionary fiscal adjustment in
that it would not put too much strain on Govern-
ment's capital expenditures. Some reduction in
capital expenditures as a percentage of GDP
may, however, become unavoidable. An obvi-
ous candidate for effecting expenditure contain-
ment on the capital budget is Government's
Budget support to public enterprises, both on
Plan and non-plan account. During the Seventh
Plan period, the Central Government's budget
support to public enterprises constituted about
2.5 percent of GDP. It has been reduced to
about 1.7 percent in 1990-91, to about 1.3
percent in 1991-92 and turther to about 1 percent
for 1992-93. Over the Eighth Plan period, such
budget support to public enterprises should be
further reduced. In future, budget support
should be provided only for social sectors.
Budget support to commercial public enterprises
in such areas as industry, surface transport, steel
and mines, tourism etc. should be phased out
during the Eighth Plan period. These enter-
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prises should be made to raise funds from the
capital market rather than continue to rely on soft
funding through budget.

Revenue Mobilisation and Tax Reforms:

4.5.13 The expenditure containment measures
proposed above would substantially reduce the
fiscal deficit during the Eighth Plan period. Yet,
some efforts at additional revenue generation
both through tax and non-tax sources may be
necessary. Broadly speaking, Government
revenues as a percentage of GDP may have to
increase from about 20 percent in 1990-91 to
about 22 percent by the end of the Eighth Plan,
giving an average revenue-to-GDP ratio of about
21.5 percent during the Eighth Plan period.
Given that the built-in revenue elasticity with
respect to GDP is not significantly larger than
unity, almost all of this increase in the revenue-
to-GDP ratio will have to come from additionai
revenue mobilisation efforts. The required ad-
ditional revenues may have to be generated by a
judicious mixture of broadening the tax base,
rationalising the tax rates and through non-tax
sources. An overall simplification and rational-
isation of the tax system would help not only in
broadening the tax base but also in providing a
simple and rational incentive structure which
would be conducive to an efficient growth of
the industrial sector.

4.5.14 On excise levies, the attempt should be
to: (i) reduce the number and dispersion of tax
rates; (ii) abolish commodity-specific and user-
specific exemptions; and (iii) move the system
further towards a value-added tax. At present,
the revenue from Union excise duties form about
10 percent of registered manufacturing sector's
output. However, only about 40 percent of the
registered manufacturing output is subject to
excise levies. Even a marginal increase in the
coverage of excise levies along with a simplified
and reasonable rate structure should yield fairly
large additional revenues. As a first step to-
wards this end, the multiplicity of rates should
be reduced considerably and we should move
towards a system with three to four excise rates
on broad homogenous groups of commodities,
with somewhat lower rates on intermediate and
capital goods and somewhat higher rates on
consumer gocds. Along with this, all commod-
ity-specific and user-specific exemptions should
be abolished. Furthermore, the recent initia-
tives at moving the excise tax system towards a



value added tax by the introduction of Modvat
should be continued.

4.5.15 Ideally, the long run objective of our
domestic indirect tax reform should be one of
replacing the various indirect taxes which are
prevailing at present by a unified value added
tax. Realising that the value added tax is perhaps
one of the most robust taxes which can be
designed to raise substantial revenues with least
distortions, a number of countries in recent
years, both developed and developing, have
carried out such tax reform measures. One of
the major hurdles in the introduction of a com-
plete value added tax in India is the constitutional
sharing of taxing powers between the Central
Government and the State Governments. Under
the present system, excise duties are being levied
by the Central Government whereas sales tax is
under the jurisdiction of the State Governments.
Introduction of a full-fledged value added tax
would require some harmonisation of the taxing
powers and a rational basis for sharing the
proceeds of the tax between the Centre and the
States. This would require modifications in the
present constitutional arrangement governing
the taxing powers between the Centre and the
States.

4.5.16 On the customs tariff, there appears to
be adilemma. On the one hand, the task of fiscal
deficit reduction that is needed over the next few
years would require us to maintain the existing
tariff rates or even to raise it so as to compress
the fiscal gap. On the other hand, there is a
growing consensus that since our tariff rates are
one of the highest in the world, any growth-pro-
moting fiscal and balance of payments adjust-
ment would require both a lowering of the tariff
levels and a reduction in its dispersal. We have
been increasingly using tariffs as a fiscal instru-
ment to raise additional revenues in the recent
years. This tendency needs to be reversed dur-
ing the Eighth Plan period. Instead, our objec-
tives on the trade policy front, which have been
discussed earlier, should be guiding changes in
the tariff structure.

4.5.17 On direct taxes, we have already initi-
ated a set of rationalisation measures over the
last few years. The rates of both personal in-
come tax and corporation tax have been reduced
and a few exemptions and allowances have been
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abolished. This is a desirable development in
line with successful experience in other coun-
tries. At present, the number of personal income
tax payers is only about 4 million, accounting
for about 0.5% of the total population and about
2% of the urban population. The income as-
sessed for personal income taxation at present is
only about 10% of our national income (net
National Product) and about 15% of the non-
agricultural income. Certainly, enough scope
exists for widening the income tax net and
broaden its base. Even some widening of the
tax base should yield substantial increases in the
revenues. Towards this end, a comprehensive
review of the tax system has already been done
by an Official Committee of the Government.
The Government has already implemented many
of the recommendations of this Committee in the
1992-93 Union Budget. Among other things,
the Government has already introduced a form
of presumptive tax with a fairly low rate on
certain categories of potential tax payers. Dur-
ing the Eighth Plan period, the coverage of this
presumptive tax should be enlarged further.
Another potential source of broadening the di-
rect tax base is to bring the relatively richer
farmers into the direct tax net. The ratio of
direct taxes relating to the agricultural sector
(which includes land revenue and agricultural
income tax ) to agricultural GDP has fallen over
the years from about 1.2 percent in 1950- 51 to
less than 0.7 percent in 1989-90. At the mini-
mum, this trend needs to be reversed. It is,
therefore, high time that the Government intro-
duces some version of agricultural taxation,
which have been recommended by various offi-
cial Committees for more than a few decades
now.

4.5.18 With regard to business taxation, our prac-
tice has been, and continues to be, to combine
generous fiscal concessions with relatively high
statutory tax rates. Not only does this lead to an
erosion of the tax base but also to wide variation
in the effective rates of tax for different businesses.
Phasing out these fiscal concessions, combined
with more unifom statutory rates across various
types of business, will be desirable on efficiency
as well as administrative considerations. Overall,
the Government's objective should be one of evolv-
ing a simple and stable tax regime with reasonable
tax rates but stricter enforcement.



User Charges on Public Utilities:

4.5.19 An area where there appears to be a
significant potential for additional revenue mo-
bilisation is in the case of user charges on public
services. User charges on many publicly pro-
vided utilities such as, irrigation, electricity,
water and higher education are much below their
costs of provision. Studies have indicated that
the volume of unrecovered costs on such serv-
ices in recent years could be as high as about
14% of GDP for the Government sector as a
whole and about 5% of GDP for the Central
Government alone. The overall recovery rates
(i.e.the cost of publicly provided services recov-
ered from the users) on services provided by the
Central Government is as low as about 35 per-
cent; it is even lower at about 14% for the
services provided by the State Governments.
The rate of recovery on publicly provided eco-
nomic services is a little over 40% for the
Government sector as a whole. Among the
economic services provided by the Government,
the recovery rates are as low as 35% on electric-
ity and power and a little over 20% on irrigation.

4.5.20 Because of the inherent inefficiency of
the Government departments which provide
these public utilities, the actual costs of provi-
sion of many of these services themselves are
much higher than what they ought to be. To that
extent, the whole of the unrecovered costs on
these public utilities does not constitute a subsidy
to the users of these utilities. Nevertheless, it
appears reasonable to assume that at least a part
of these unrecovered costs of public utilities is,
in fact, a subsidy to the users. In view of this,
some increase in the user charges on some of
these public utilities, especially utilities like
electricity, irrigation, water and transportation,
would become necessary during the Eighth Plan
period. At the same time, the Government
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departments providing these utilities should be
forced to become more efficient by imposing
harder budget constraints on them. Since many
of these public utilities fall under the jurisdiction
of the State Governments, cooperation from
them would be required for any significant ad-
ditional resource mobilisation from the public
utilities, be it through raising the user charges
or through cutting down the costs of provision
of these utilities.

Summing Up

4.6.1 The set of macroeconomic policies pro-
posed above, if effectively implemented, should
help a great deal in achieving the growth rargets
of the Plan with reasonable price stability and
a sustainable balance of payments. Moreover,
since these policies would help allocate national
resources largely in line with the principle of
comparative advantage and hence in favour of
labour-intensive sectors, the resultant pattern of
growth should help achieve a better employment
growth. Overall, therefore, these policies
should help achieve efficient labour-intensive
growth. By expanding employment opportuni-
ties at a faster pace, such a growth process
should help raise the living standards of the
bottom layers of the population. However, the
size and the dimensions of the poverty problem
is so large that the trickle-down process by itself
may not be sufficient to make a significant dent
on the socio-economic problems of the bottom
layers of the population within a socially accept-
able time horizon. It is keeping this in mind that
the recent Five Year Plans have emphasised the
importance of the direct anti-poverty pro-
grammes. This is a highly relevant approach
and the Eighth Plan should continue with this
approach, even though the specific nature and
contents of the anti-poverty programmes may
need certain modifications for a more effective
direct attack on poverty.



CHAPTER 5
FINANCING THE PLAN

Introduction

5.1.1 This Chapter after reviewing the financ-
ing of the Seventh Five Year Plan (1985-90) and
the Annual Plans (1990- 92), provides the pro-
jected financing of the Annual Plan 1992-93 and
the Eighth Plan, 1992-97. The Chapter brings
out the changes in the actual financing compared
to the projections during the Seventh Plan 1985-
90 and Annual Plans 1990-92. It examines the
critical issues that have risen in the financing of
investment by the Central and State Govern-
ments as well as the public undertakings.

5.1.2 Financing the Plan has three major dimen-
sions: first, estimating major sources of finance;
secondly, allocating these resources to user sec-
tors (both public and private) for investment;
and thirdly, checking the consistency of the
sources and application of resources with the
overall growth of income, consumption and sav-
ings.

5.1.3 The sources of financing projected in the
Eighth Plan differ from the Seventh Plan in many
respects. These projections reflect reduced de-
pendence on borrowings, domestic as well as
foreign and on deficit financing, and place
greater reliance on resource mobilisation
through buoyancy in revenues and economy in
non-Plan (revenue) expenditure(NPRE). Thus,
the Eighth Plan calls for much greater effort
towards raising the resources domestically and
deriving more out of the same expenditure, in
support of the targetted GDP growth at 5.6 per
cent. The projections of Plan financing, imply
rationalisation of fiscal, monetary and financial
policies.

5.1.4 Since the Seventh Plan projections were
made at 1984-85 prices, the review of perform-
ance is also made at these prices using estimated
gross domestic product (factor cost) deflators.
Data for the review are based on actual/RE
figures of Central Government for Central sec-
tor and Central assistance to States; for others,
they are based on information supplied by the
State Governments.
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5.1.5 The Seventh Plan financing placed consid-
erable reliance on additional resource mobilisa-
tion (ARM) and contribution of public
enterprises. The pattern that has emerged after
five years shows the shortfalls in contribution of
public enterprises and ARM, on the one hand,
and substantial increase in non-plan revenue
expenditure on the other. It reveals a nearly
three-fold deficit in Balance from Current Reve-
nues (BCR), at base rates, one third actualised
surplus at current rates i.e., including ARM and
more than two-fold of level of deficit financing
compared to the original projections.

5.1.6 While the average growth of GDP during
the Seventh Plan (5.8%) exceeded the projected
rate (5%), the domestic savings rate (estimated
at 20.4%) fell short of the projected rate
(24.3%). The average savings rate during the
Seventh Plan was just about the average rate
during the Sixth Plan. The shortfall in domestic
savings rate  was largely on account of lower
rates of public sector and private corporate
savings. The household savings rate is esti-
mated to have increased significantly to 18.1
percent by 1989-90, compared to 13.7 percent
in the base year.

5.1.7 A review of savings and investment
during the Seventh Plan, as compared to the
projections, reveals three major features: First,
household savings financed household invest-
ment to the extent of 8 percent of GDP as was
projected. But, the overall gross (domestic)
savings rate (20.4%) turned out to be substan-
tially below the projections (24.3%). The lower
proportion was largely due to a change in the
basis of estimating GDP in the new series, which
raised GDP from 1980-81 onwards by over 8
percent as compared to the old series. The
corresponding ratio (comparable to 24.3%) in
terms of New Series of GDP would be around
22 per cent . Secondly, the overall rate of gross
investment during the Seventh Plan is estimated
to be 22.7 percent compared to the projected
25.3 per cent. Much of this shortfall was in the
public sector. Thirdly, despite some shortfail in
investments, domestic borrowings and inflows
from the rest of the world in the public sector



were consistently in excess of projections. The
private corporate borrowings, domestic and for-
eign also exceeded the projections.

5.1.8 The Seventh Plan review shows signifi-
cant deterioration in budgetary savings and in
the BCR of the Centre and the States. Budget-
ary dissaving amounted to over 2 percent of
GDP and BCR worked out to (-) 0.65 percent of
GDP for the Centre during the Seventh Plan
period. The overall fiscal (gross) deficit of the
Centre amounted to 3.2 percent of GDP during
the Plan. The budget deficits of the Central
Government far exceeded the projections lead-
ing to pressure on the balance of payments
necessitating foreign borrowings on a much
larger scale than projected.

5.1.9 During the Seventh Plan period, the role
of the capital market as the medium for mobilis-
ing additional resources expanded greatly. The
aggregate level of new capital issues by the
non-Government public and private limited
companies reached about Rs.7,910 crores in
1989-90, compared to little over Rs.1,787
crores in 1984-85. These companies raised
about Rs.23,200 crores during the Plan period.
The composition of resources raised changed
in favour of debentures. This period was
marked by some large-sized or mega issues
each exceeding Rs. 100 crores. Institutional
investors have played a major role in this proc-
ess.

Financing of Public Sector Outlay in the
Seventh Plan

5.2.1 The actual financing pattern of the pub-
lic sector Plan compared to the projections for
the Centre (including UTs), Central public sec-
tor enterprises (CPEs) and the States and their
PSEs are set out in Statement 5.1 based on the
latest estimates as included in the Annual Plan
reviews.

5.2.2 At 1984-85 prices, the deterioration in the
Centre's and the States' BCR (i.e., the excess of
non-plan revenue expenditure (NPRE), over
revenue receipts), excluding ARM worked out
to be over Rs. 7253 crores compared to the
projected level of BCR at (-) Rs. 5249 crores
and the contribution of public enterprises also
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fell substantially short. The Centre's BCR, even
after ARM, deteriorated, at current prices,
sharply from a positive Rs.959 crores in 1984-85
to a negative Rs.4214 crores in 1989-90.
Among States, the BCR (including ARM), of 10
special category States deteriorated from a little
over Rs.42 crores in 1985-86 to about minus
Rs.474 crores in 1989-90, while in the case of
the 15 non special category States the BCR,
including ARM, deteriorated from Rs.3306
crores in 1985-86 to Rs.2124 crores by 1989-
90. The deterioration in the BCR of the Centre
and the States including ARM, was the result of
increased expenditure on pay and allowances,
interest payment liabilities and other NPRE,
notably subsidies. In certain States, even net
Miscellaneous Capital Receipts (MCR) i.e., re-
coveries of loans and advances and deposits and
advances less of disbursements by way of repay-
ment of loans to the Centre and financial insti-
tutions, non-Plan loans and advances; and
construction of official buildings, non-Plan capi-
tal outlay, etc. were negative at a substantial
level, mainly because of higher loan repayment
liability. There were increased losses of certain
CPE:s and States' electricity and transport under-
takings.

5.2.3 This erosion of own resources was met
by increased borrowings and RBI support or
deficit financing. Market borrowings and MCR
far exceeded the projections and deficit financ-
ing was more than twice the projected level at
base year prices. Public enterprises' borrow-
ings increased rapidly. Though domestic re-
sources contributed the major part of investible
funds, plan financing turned out to be inflation-
ary. With the increase in borrowings, the bur-
den of debt servicing has become significant and
this would loom large over the finances of the
Centre and the States during the Eighth Plan.

5.2.4 Dependence on foreign savings taken as a
whole continued to be at a lower level compared
to most of the developing countries with low per
capita income. However, current account deficit
as a proportion of GDP turned out to be much
higher than what was originally envisaged. Be-
sides, there was increased dependence on non-con-
cessional foreign inflows and substantial draw-
down on the country's foreign exchange reserves.



Centre and Central Public Sector Enter-
prises

5.3.1 The approved plan outlay for the Centre
(including the UTs) for the Seventh Plan was
Rs.99,302 crores and as per the latest estimates,
their expenditure is placed at Rs.1,31,236
crores. But, expenditure at 1984-85 prices
amounted to about Rs.1,08,746 crores which
was 9.5 percent more than planned.

Centre's Balance from Current Revenues
(BCR)

5.3.2 The total revenue receipts of the Centre
increased by 17 per cent per annum, during
1984-85 to 1989-90, whereas the revenue expen-
diture has been rising by 20 per cent per annum.
Hence the Centre's BCR at 1984-85 prices
shows a deterioration of Rs. 5338 crores as the
non-plan revenue expenditure exceeded the
original estimates by Rs. 9274 crores, though
the revenue receipts (including ARM) were
higher by Rs. 3936 crores. Excluding ARM
also the revenue receipts exceeded the original
estimates by Rs. 6483 crores. However, total
additional resources mobilization was lower by
Rs. 2,545 crores. The full realisation of ARM
improved the BCR considerably. On expendi-
ture side, subsidies and interest payments and
other NPRE increased by 24 per cent and 20 per
cent per annum in nominal terms; defence ex-
penditure increased on an average 15 per cent
annually during 1984-85 to 1989-90.

5.3.3 The public sector enterprises also could
not achieve the targetted ARM. They raised Rs.
8506 crores through fresh measures against the
target of Rs. 14,240 crores. Thus, the estimated
ARM (net of States' share) during 1985-90 by
the Central Government including PSEs
amounted to Rs. 14,211 crores, at the base year
prices compared to the plan projection of Rs.
22,490 crores.

Public Sector Enterprises

5.3.4 The total resources of Central Public
Enterprises (CPEs), both departmental and non-
departmental, (at 1984-85 prices) during the
Seventh Plan was originally estimated at
Rs.51,694 crores, including ARM, but the latest
estimates (Rs.39,649 crores) even after includ-
ing bonds were less by nearly Rs. 12,045 crores.
The estimated ARM by these enterprises was
considerable but there was a shortfall of Rs.5734
crores as compared to projections. Altogether,
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total internal resources (retained profits, depre-
ciation, etc.) fell considerably short of target and
dependence on borrowings increased. Extra
budgetary resources (EBRs) were higher, as also
were the inter-corporate transfers. The budget-
ary support (equity and loans) by the Central
Government amounted to Rs.38,515 crores (at
current prices) during the Plan period.

5.3.5 The CPEs' extra budgetary resources
(EBRs) besides external commercial borrow-
ings/suppliers credit and deposits (as also inter-
corporate transfer of funds) included public
loans through the issue of bonds/debentures, on
a selective basis, allowed to supplement re-
sources for outlays and to tap the private savings.
They totalled Rs.10,796 crores (at current
prices) during the five years.

5.3.6 The CPEs in selected sectors were also
allowed to issue tax-free bonds from 1987-88.
Out of the total issue of bonds during 1987-90,
about two-thirds were tax-free bonds, at the
interest rate of 9 percent, and the rest were at
the rate of 13 per cent. As much as 85 percent
of bonds were picked up by the financial insti-
tutions, banks and corporate bodies against the
original target group of rural savers.

Centre's Borrowings and Deficit Financing

5.3.7 Reliance on domestic borrowings in the
form of market borrowings, small savings and
provident fund and net capital receipts for fi-
nancing the Plan was higher than the original
estimates. These items of domestic borrowings
financed 67 percent of the Centre's Plan as
against about 50 percent envisaged in the origi-
nal Plan estimates. Deficit financing has totalled
Rs.35,626 crores (at current prices). At base
year prices, this is more than twice the level
projected in the original Plan at Rs.14,000
crores. :

Central Assistance

5.4.1 Total Central assistance including advance
(adjusted) plan assistance, normal as well as for
relief and special plan loans for Punjab added to
total Rs.38,921 crores at current prices, which
works out to Rs.30,941 crores at 1984-85 prices
(Statement 5.1) compared to Rs.29,737 crores in
the Plan that is higher by 8.3 per cent. The total
of releases of Central assistance for the States’
Plans and special assistance for area programmes
during the Plan amounted to Rs.36,554 crores as
per details given below (Rs. crores):-



1.State Plans

1.Normal Central Assistance (net)* including Plan loan

to Punjab, etc.
1) Special Category States**
i1) Non-Special Category States***

2.Additional Assistance for Externally-aided Projects

II Area Programmes

1.Hill areas & Western Ghat Areas
2.Tribal Sub-Plan

3.North-Eastern Council (NEC) Plan
4.Border Area Programmes

5.Other Special Area Programmes
HI. Total (I & II)

Plan
Estimates
(at 1984-85 prices)

Present
Estimates
(at current prices)

27,278 33,594
23,478 30,435
7,098 9,384
16,380 21,051
3,800 3,159
2,459 2,960
870 1,043
756 861
575 714
200 219

58 123
29,737 36,554

* Adjusted for Advance Plan Assistance of Rs. 149 crores provided during the Sixth Plan.

** Arunachal Pradesh(added from Feb. 1987), Assam, Himachal Pradesh, Jammu & Kashmir, Manipur,
Meghalaya, Mizoram(added from Feb., 1987), Nagaland, Sikkim and Tripura

*%*x Andhra Pradesh, Bihar, Goa (added from May, 1987) Gujarat, Haryana, Kamnataka, Kerala,Madhya
Pradesh, Maharashtra, Orissa, Punjab, Rajasthan, Tamilnadu,Uttar Pradesh and West Bengal.

The iotal of releases above differ from the budgetary reports totalling to Rs. 41,851 crores on account
of time lag in accounting in two respects,i.e., budgetary actuals and releases received by the State

Governments.

5.4.2 Allocations of Central assistance for State
Plans of non- Special Category States were made
following Gadgil formula as modified at the
beginning of the Sixth Plan.

States and State-level Public Enterprises
{(SLPEs)

5.5.1 The approved Plan outlay for all States for
1985-90 was Rs.80,698 crores. As per the latest
estimates made jointly with the States and the
Ministry of Finance, the resources actually avail-
able for their plans are placed at Rs.87,464 crores.
But adjusting for price changes, the actual re-
sources work out to be lower by 11.9 percent and
expenditure lower by 16.9 percent compared to the
approved outlay. The latest estimates of resources
indicate a deterioration in the States’ BCR includ-
ing ARM. The BCR shows deterioration due to
lower turn out of their own tax revenues, as also
from non-tax sources; and increase in interest

payments and other non-plan non-development ex-
penditure. Market borrowings for State Plans, at
1984-85 prices were realised at a level lower than
projected in the Plan. Share of small savings, net
accrual of State Provident Funds and negotiated
loans were larger than projected. Together, these
capital receipts (excluding bonds of CPEs), ex-
ceeded the Plan estimates, at comparable prices,
by about 25 percent. The review shows that the
share of Central assistance in financing of the
States' Plan actually turned out to be 48 percent
compared to the projected share of 36.8 percent.
The Central assistance, at comparable prices,
worked out to be higher (by 4.0 %) at Rs.30,941
crores compared to the projected level of
Rs.29,737 crores. Despite increased Central sup-
port, the share of the States in total public sector
resources turned out to be less than 39.1 percent
compared to 44.8 percent projected.
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5.5.2 Among Special Category States, the BCR
as also the opening balance was negative in all
cases. In view of this, ARM through tax and
non-tax measures as also contribution of Depart-
mental Undertakings, (including their ARM),
was left to cover their deficits under BCR and
opening balance.  Central assistance exceeded
their Plan expenditure as it covered their BCR
gap until 1988-89.

5.5.3 The latest estimates( at 1984-85 prices) of
the BCR of the States, including ARM show a
surplus of Rs.12,746 crores which is signift-
cantly less than the projected surplus of
Rs.19,762  crores. This deterioration was
mainly due to shortfall in the projected buoy-
ancy of revenue (in real terms) and increasing
NPRE, especially non-development expendi-
ture.

5.5.4 Prior to 1989-90, in the case of Special
Category States, the gap in BCR was covered
through Central assistance.  However, from
1989-90, States were expected not to show any
negative BCR as the Ninth Finance Commission
(NFC) provided revenue gap grants based on
their assessment. In view of this, the gap in
BCR, if any, of the Special Category States was
left to be covered by these States through ARM
and reduction in the NPRE. But, all the Special
category States had gaps in their BCR which they
maintained was due to the NFC having over-as-
sessed their revenues and underestimated their
non-Plan revenue expenditure.

State-Level Public Enterprises

5.5.5 State Electricity Boards/Undertakings
(SEB) and State Road Transport Corpora-
tions/Undertakings (RTC) have shown an esti-
mated level of deficit (negative contribution) ot
Rs.2,194 crores, compared to their estimated
contribution at Rs.7,243 crores in the Seventh
Plan. By the terminal year of the Plan, only the
SEBs of Andhra Pradesh, Madhya Pradesh and
Mabharashtra contributed positively, in terms of
commercial surpluses, (i.e. adjusted for depre-
ciation) to Plan resources 1n revised estimates.
Only RTCs of Andhra Pradesh, Tamil Nadu and
marginally of Goa contributed positively in the
revised estimates. Departmental transport un-
dertakings in the concerned States showed nega-
tive contributions, except tfor Haryana
Roadways.
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Review of Annual Plans 1990-91 and 1991-
92

Annual Plan 1990-91

5.6.1 The Annual Plan 1990-91 was formulated
initially as part of the Eighth Plan envisaged for
the period 1990-95. While the tempo of eco-
nomic development through larger investment
and outlay in the public sector was proposed to
be maintained, due emphasis was placed on
containing deficit financing within limits in view
of the inflationary trends. The need for ARM
by the Centre and State Governments and their
enterprises in financing their Plan was given due
weight. The resource requirements of the States
tor larger State Plans and for more financial
autonomy in the developmental activities of
Staies was tully recognised and Central Plan
assistance to the States was substantially
stepped-up.

5.6.2 As Statement 5.2 shows, the approved
Plan outlay for the Centre and the UTs for
1990-91 was Rs.40,400 crores and the outlay for
the States’ Annual Plan 1990-91 was at
Rs.24,317 crores.  Thus, the total outlay of
Rs.64.717 crores (against initially estimated re-
sources of Rs. 65,002 crores) for the Annual
Plan 1990-91 was nominally higher by 12 per-
cent (14% at the Centre including UTs and 9%
in the case of the States) over the outlay of
1989-90 Plan.

5.6.3 According to the details available now,
as indicated in Statement 5.2, Plan expenditure
for 1990-91 was Rs. 39,066 crores in the case
of Centre (including the UTs) and Rs. 22,360
crores in the case of States. The resources for
financing the Plan is now placed at Rs. 39,486
crores in the case of Centre (including UTs) and
Rs. 21,651 crores in the case of States, indicat-
ing overall deterioration of Rs. 3,865 crores
compared to the Annual Plan estimates. Dete-
rioration in Balance from Current Revenues
compared to the Annual Plan estimates has oc-
curred in the case of Centre due to slower growth
in revenue receipts and increase in non-plan
revenue expenditure including subsidy and inter-
est payments. Substantial shortfall compared to
the Annual Plan estimates also occurred in the
internal resources of public enterprises and in
the realisation of Miscellaneous (net) Capital
Receipts and Provident Funds.



5.6.4 Net inflow from abroad in the form of
grants and loans to the Centre is now estimated
at Rs. 3767 crores (against the total of Rs. 6320
crores, including borrowings by public enter-
prises) compared to the Annual Plan/Budget
Estimates of Rs. 4327 crores (against the total
of Rs.5793 crores). The budget deficit/deficit
financing in 1990-91 was of the order of Rs.
11,347 crores which is higher by Rs. 414l
crores over the Annual Plan estimates.

5.6.5 The shortfall in the resources of States has
been mainly due to deterioration in ARM, in-
crease in NPRE and erosion in the contribution
of the State Public Enterprises.

5.6.6 The Central Assistance for the State Plans
and special assistance tor Area Programmes
during 1990-91 as per States' estimates was only
lower at Rs. 10,261 crores compared to the budg-
etary provision of Rs. 10,526 crores. Plan reve-
nue deficit grants and contribution towards
Calamity Relief Funds provided to the States by
the Centre were to the tune of Rs.991.53 crores
and Rs.603 crores respectively, both in pursu-
ance of the recommendations of the NFC.

Annual Plan 1991-92

5.6.7 The approved outlay in the Annual Plan
1991-92 for Centre and States together, as State-
ment 5.3 brings out, was at Rs.72,317 crores,
with a nominal increase of Rs.7,600 crores i.e.
11.7 percent increase, over the Plan Outlay of
Rs.64,717 crores for 1990-91. Improvement in
the BCR of the Centre and the States and a higher
draft on private savings through market loans,
small savings and provident funds were expected
to finance the increase in the Plan outlay for
1991- 92.

5.6.8 The financing strategy during 1991-92
focussed on tiscal deficit which is broadly de-
fined as Centre's total revenue receipts, loan
recoveries and other capital receipts (excluding
borrowings) minus total revenue and capital
expenditure (including loans and advances to the
States). The budgetary deficit of Rs.10,722
crores in the revised estimates for 1990-91 was
proposed to be brought down to Rs. 7,719 crores
in 1991-92. Several measures to prune NPRE
including subsidies and expenditure on defence
and establishment were initiated. The ARM
measures were expected to yield Rs.2,005
crores of tax revenue (net of States' share). The

administered prices of the Central Public Enter-
prises were raised to help additional resource
mobilisation for Plan financing. The Central
Public Undertakings were allocated market bor-
rowings through issue of public bonds/deben-
tures for financing a part of their Plan outlays.

5.6.9 Total provision for Central assistance for
the State Plans and Special assistance for Area
Programmes during 1991- 92 amounted to
Rs.11,835 crores. In addition, the States were
given Plan revenue deficit grants of about
Rs.1,333 crores as per recommendation of the
NFC. The States were expected to reduce
NPRE, step-up the efforts for mobilisation of
additional resources and improve the perform-
ance of their undertakings to meet the financing
of approved outlays.

5.6.10 The latest estimates of finances for the
Annual Plan 1991-92 may also be seen in the
Statement 5.3. These show that the BCR of the
Centre deteriorated compared to the Plan esti-
mate. Contribution of Public Enterprises also
showed shortfall. The States' resources ftell
considerably short of the Plan estimates, with
the BCR turning out to be negative at a signifi-
cant level. Central support was lower only to
the extent of national economy measure selec-
tively exercised in Central assistance amounting
to around 10 per cent. As a result, revised
estimates of outlays of the Centre and the States
are at significantly lower levels compared to the
approved outlays.

5.6.11 In pursuance of the recommendations
of the National Development Council which met
in October 1990, it has, inter alia, been decided
that:

a)  the entire external aid (compared to 70%
earlier) meant for externally aided projects
implemented by the States would be passed
on to them and

b) the grant-loan pattern of assistance to As-
sam and Jammu & Kashmir States would
be 90:10, tfrom Ist April, 1991, as preva-
lent for other Special Category States.

Besides, a Committee of Experts has been ap-
pointed to suggest durable solutions for the
financial problems of the Special Category
States.
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Annual Plan 1992-93

5.7.1 The Annual Plan 1992-93 has been for-
mulated in the context of the Eighth Plan, 1992-
97. The measures initiated by the Government
in 1991-92 for fiscal correction and consolida-
tion will be continued in 1992-93. Thus, efforts
for mobilising resources and restraining expen-
diture taken during 1991-92 will be continued
during 1992-93. The objective is to reduce the
fiscal deficit to 5 percent of GDP during 1992-
93.

5.7.2 The Annual Plan 1992-93 recognises the
importance of maintaining fiscal discipline at all
levels. The basic premise is that Plan expendi-
ture should not depend on ever increasing budg-
etary support. In future, the ability to finance
Plan expenditure will depend critically upon the
internal resources generated by the public sec-
tor. Thus, the Plan draws attention to the im-
portance of efficiency in the public sector.

5.7.3 The Annual Plan outlay (Centre, UTs and
States) for 1992-93, as shown in Statement 5.4,
will be of the order of Rs.80,771 crores; imply-
ing an increase of 11.7 percent over the Plan
outlay of 1991-92. The proposed Plan outlay for
the Centre including UTs at Rs.49,698 crores
(at current prices) will be 61.5 percent of total
outlay. The details of financing of public sector
outlay in the Annual Plan 1992-93 are given in
Statement 5.4.

5.7.4 Prior to the Fourth Plan, the allocation of
Central assistance was based on schematic pat-
tern and there was no formula for allocation. In
view of the general demand for an objective
basis for allocation of Central assistance for
State Plans, a formula known as Gadgil Formula
was evolved, which in its original form was
adopted for distribution of Central Plan assis-
tance during Fourth and Fifth Plans. According
to this formula, allocation for States (other than
special category States) was based on population
(60%), per capita income (10%), tax effort
(10%), on-going irrigation and power projects
(10%), special problems (10%). Since the cri-
teria in respect of on- going programmes were
weighted in favour of rich States, Gadgil for-
mula was modified in the beginning of Sixth
Plan, and the weightage for on-going schemes
was added with per capita income, making its
weight 20%. This modified formula became the
basis of allocation of Central Plan assistance to

States in Sixth and Seventh Plans and Annual
Plan 1990-91. Keeping in view suggestions
made by some of the States for revising the
modified Gadgil formula, various alternatives
were considered by the NDC in October, 1990
and the formula was revised and it laid down
criteria with weightage of population (55 %) per
capita income (20% - deviation method; 5% -
distance method), fiscal management (5 %), spe-
cial development problems (15%). This for-
mula was followed for distribution of Central
assistance for 1991-92 only. Most of the State
Governments expressed reservation on this for-
mula and keeping in view their concerns, a
Committee under the chairmanship of Shri
Pranab Mukherjee, Deputy Chairman, Planning
Commission was constituted to evolve a suitable
formula for distribution of Central assistance.
The suggestions made by the Pranab Mukherjee
Committee were discussed by the NDC on 23-
24, December, 1991 wherein a consensus
emerged and a revised formula evolved which
was equitable and acceptable and was made the
basis of allocation of Central Plan assistance to
the States for the Eighth Plan. Mukherjee for-
mula containing criteria for allocation of Central
assistance for the non-special category States is
given below:

Criteria Weight
1) Population (1971 Census) 60%
i1) Per capita income -

(a) " Deviation' method - Covering 20%

States with per capita SDP
below the national average
(b) " Distance' method - Covering all 5%
States
i) Performance - _
(a) Tax effort; |

(b) Fiscal Management; and | 7.5%
(c) Progress in respect of national |
objectives |

iv) Special problems 7.5%

Under the criterion of the progress in respect of
national objectives, the approved formula covers
four objectives viz., (a) population control and
maternal and child health; (b) universalisation of
primary education and adult education; (c) on-
time completion of externally aided projects; and
(d) land reforms. Distribution of Central assis-
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tance for the Special Category States' Plans
would be as in the modified Gadgil formula, on
the basis of the lump sum amount (about 30 per
cent taken out of total allocable among the
States; aside from the pre-assigned including
NEC, additional Central assistance for exter-
nally aided projects and REC).

5.7.5. In case of Special Category States, out of
the total Central Assistance after providing funds
for externally aided schemes and Special Area
Programmes, a part (nearly 30%) was ear-
marked separately for these States right from the
days when the Gadgil Formula was adopted for
the distribution of Central Plan assistance. This
formula was slightly modified in October, 1990
when the share allocated to these States also
included the allocation for North Eastern Coun-
cil (NEC). This, however, was modified under
the Mukherjee formula (1991) by which the
share allocated to Special Category States ex-
cluded the allocation of NEC and thus restoring
the position as it existed before 1990.

Plan Financing During the Eighth Plan,
1992-97

Approach to overall financing

5.8.1 Financing investment of Rs.798,000
crores during the Eighth Plan would call for
massive domestic effort particularly when net
inflow from abroad is to be kept at moderate
level amounting to 1.6 percent of GDP. Inter-
sectoral flow of funds in respect of the projected
level of investment shows that financing of pub-
lic sector investments at the rate of 10 percent
of GDP constituting 45.2 percent of total, is
projected to come from borrowings out of sav-
ings of households to the extent ot 71.6 percent,
from the rest of the world to the extent of 9.34
percent, and the balance from its own savings.
The projected investments would still call for
significant mobilisation effort in the Govern-
ment sector, where the budgetary savings need
to improve significantly which will depend on
higher revenue (net) realisation and economy in
NPRE.

5.8.2 The resource constraint is expected to
continue at both the Centre and the States,
particularly due to the drain by loss-making
Central public enterprises and the States' elec-
tricity and transport undertakings and the mod-
erate increases in surpluses of profit-making

enterprises. But, RBI support (deficit financing)
is projected at a lower level so as to move in the
direction of non-inflationary financing. Sub-
stantial cconomies in NPRE and increasing
ARM would, therefore, be needed to finance the
projected outlays of the Centre and the States
almost fully from domestic sources. As the
Sarkaria Commission has observed, the agricul-
ture sector has lagged in contributing to resource
generation compared to its contribution to GDP,
The per cent share of direct tax revenue from
agriculture has gone down to about 0.7 percent
of GDP (1989-90) compared to about 1.2 per
cent in 1950-51, while the share of all direct tax
revenues in aggregate GDP has gone up to 2.8
per cent compared to 2.6 per cent in 1950-51.
Even it 1.2 per cent share observed in 1950-51
is again achieved there would be additional
revenue from agriculture sector to the tune of
Rs.600 to 700 crores, over the present level of
Rs.750 crores.  This can be achieved through
widening the base of the taxation in agriculture
requiting certain legislative changes by the
States for which consensus needs to be devel-
oped in the National Development Council. All
in all, there 1s need to raise the ratio of direct tax
revenues to GDP. Attention in this regard needs
to be paid to eliminating or reducing the numer-
ous concessions and exemptions. The level of
tax arrears in the case of the Cenire as well as
the States is considerably large. The level of
arrears in regard to Central direct taxes is quite
high. Total arrears are estimated to be over
Rs.5,000 crores of which a large amount may
be recoverable. Among States, the level of tax
arrears, for example, was over Rs. 1,250 crores
in Uttar Pradesh at the end of March 1990.
Other States having significant tax arrears in-
clude Andhra Pradesh (Rs.461 crores); Orissa
(Rs.385 crores); Karnataka (Rs.272 crores);
Tamilnadu (Rs.253 crores); Gujarat (Rs.233
crores); Madhya Pradesh (Rs.147 crores); Ra-
jasthan (Rs.108 crores); Punjab (Rs.106 crores);
Kerala (Rs.105 crores) and Haryana (Rs.90
crores). The tax arrears are also significant in
case of Kerala but largely due to electricity duty
to be also recovered from State departments/un-
dertakings. States must strive to get about three-
fourth of the recoverable arrears in the
exchequers even if legal cases are pending. In
case of loans and advances also there are sub-
stantial arrears. Their recovery is within the
States’ efforts. There is also large amount of
revenue foregone through exemptions in regard
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to taxes, notably excise. Definite measures
would be needed to stop the leakages in the
revenue system.

5.8.3 The performance of Central public en-
terprises has improved in recent years but it is
still much below the expectations and will have
to be considerably improved during the Eighth
Plan. Internal resource generation has to be the
main source of financing their outlays, particu-
larly as the budgetary resources from Govern-
ment and external commercial borrowings will
have to be contained. There is ample room for
improving the capacity utilisation, rationalising
tariffs, increasing efficiency and exercising
economy in staff expenditure. This would help
the CPEs to mobilise resources from the capital
market.

5.8.4 Realisation of'the projected financing
pattern of the Eighth Plan would call for rise
in revenues faster than growth in GDP and
restriction on NPRE to keep it much below the
growth of GDP. In the Eighth Plan, special
attention needs to be given to the containment of
growth in staff and expenditure on them and
further reduction on other non- development
expenditure such as subsidies. The scale, the
content and the rationale of subsidies will have
to be critically reviewed. Through peoples'
participation in development programmes, not
only the outlay requirements corresponding to
the growth targets and programmes can be re-
duced, but their effectiveness can also be in-
creased. Furthermore, the assets created during
the previous Plans can be maintained better and
the maintenance expenditure can be reduced
which would help contain the revenue deficit of
the Government at the Centre and the States.
Experience of certain States suggests that the
efficiency and economy in expenditure on social
services can indeed be brought in through peo-
ple's involvement. Hard decisions will also be
needed to make economic and social services
yield their due. National consensus on measures
is emerging for making higher education self-fi-
nancing to some extent; making the direct taxes
yield their due and indirect taxes responsive to
their base and prevailing prices; and in the case
of'the States, reducing the differentials in the rate
of sales tax among States within a narrow range,
raising the irrigation tariff to cover at least

operating expenses and charging a minimum
power tariff.

Financing the Private Sector Investment

5.9.1 To finance the projected investment of
Rs.149,000 crores during the Plan period, the
private corporate sector is expected to mobilise
resources of the order of Rs.68,930 crores out
of its own savings and Rs.58,770 crores as
transfers from the household sector. The rest,
Rs.21,300 crores, may be net inflow from rest
of the world. The household sector's investment
of Rs. 2,88,000 crore would be met out of its
savings of Rs.605,170 crores. The balance of
savings over investment is to be transferred to
the public and the private corporate sector. Un-
til the eighties, the net increase in household
savings consisted mainly of bank deposits and
loans to Government. In recent years, invest-
ment in corporate stocks has been increasing due
to their higher returns compared to even tax-re-
bate-adjusted deposits and loans to Government.
This eftect is likely to be stronger in future as
access to capital market increases and new in-
struments are brought in. The chunk of small
investors is indeed growing fast. The capital
market has been able to offer a good hedge for
inflation, particularly it investment is made in
equities. The share prices have appreciated
much faster than that of the conventional hedges
like gold and even real estate. The institutions
responsible for capital market would need
strengthening to promote a competitive atmos-
phere and improved efficiency in the use and
deployment of funds. The level of resources
mobilised by Non-Government Public and Pri-
vate Limited Companies through capital market
during the Seventh Plan period can at least be
doubled during the Eighth Plan period and in-
creased further with certain institutional devel-
opments which may help to tap the rural sector.

5.9.2  According to macro balances, the private
corporate sector has been allocated Rs.21,300
crores as inflow (net) from abroad. While a major
part will come in the form of suppliers’ credit and
market borrowings, recent policy changes should
result in increased investment by Non-resident
Indians and foreign companies and portfolio invest-
ment from abroad. If the present expectations about
larger foreign investment materialises, the position
will improve.
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Financing of Public Sector Outlay in the
Eighth Plan

5.10.1 Public sector outlay for the Eighth Plan
is placed at Rs.434,100 crores, at 1991-92
prices. Of this, investment would be
Rs.361,100 crores, the rest Rs.73,100 being
current outlays. Public sector investment would
amount to 45.2 percent of aggregate compared
to 47.8 percent as originally envisaged and 45.7
percent as realised in the Seventh Plan. This
outlay in public sector during the Eighth Plan
would amount to 141 percent increase and at
comparable prices to about 32 percent increase
over the Seventh Plan Outlay in public sector.

5.10.2 Such an increase is based on the expec-
tation of (i) additional tax and non-tax revenues
and miscellaneous receipts; (ii) containing
growth of Government current expenditure es-
pecially net consumption expenditure and (i)
increased contribution of public sector enter-
prises, including Railways, amounting to 4.3
percent of GDP compared to 3.7 percent in the
Seventh Plan.

5.10.3 The public sector plan outlay is to be
financed, given the BCR of Rs.35,005 crores,
and contribution of public enterprises at
Rs. 148,140 crores, both including ARM, and
net MCR of Rs.202,255 crores and  deficit
financing of Rs.20,000 crores and external re-
sources of Rs.28,700 crores. Thus, financing is
to come trom domestic sources to the extent of
92.2 percent. Deficit financing would be con-
tained at 4.6 rercent of total public sector re-
sources and at 0.58 percent of GDP. This
depends crucially upon achieving the target of
BCR of Rs.35,005 crores which involves a
massive improvement in fiscal performance
from recent trends involving both better revenue
collection and very tight control over growth of
current expenditure. This calls for hard deci-
sions on several fronts and unless these are
taken, the viability ot financing the Plan will be
Jeopardised.

5.10.4 Detailed estimates of financing of public
sector including the Centre and UTs, Central
PSEs and the States during the Eighth Plan,
provided in Statement 5.5 are based on the
macro-level balances, and updated estimates of
the finances of the Centre and States.

Centre and Central Public Sector Enter-
prises (PSEs)

5.10.5 The total resources, excluding transter
of Rs.78,500 crores as assistance for the State
Plans, have been estimated at Rs.254,115 crores
for the Centre (including the Union Territories)
and Central PSEs which is 156 percent higher
compared to the Seventh Plan projection at re-
spective base- level prices and about 40 percent
higher at comparable prices.

Centre's Balance from Current Revenues
(BCR)

5.10.6 The BCR of the Centre is estimated at
Rs.22,020 crores including the expected ARM
by the Government and providing for transfer
to the States' of their share in Central taxes. The
NPRE of the Centre is estimated to be contained
especially the consumption expenditure. In-
creased commitments of the Government have
meant higher budgeted subsidy expenditure un-
der several heads, as also higher revenue expen-
diture by way of debt relief to farmers in 1990-
91. Many reliefs and concessions are reflected
in ~Other' subsidies. Increased establishment
expenditure would be mainly on account of the
increased pay and allowances including dearness
allowances and travel.

Central Public Enterprises (CPEs)

5.10.7 The resources including borrowings of
central public enterprises (CPEs), both depart-
mental and non-departmental, are estimated at
Rs.144,140 crores including ARM. However,
for this the estimated rise in operating ex-
penses/cost escalations, has to be contained
within limits. The estimated resources of the
CPEs imply a shift from increasing budgetary
resources to the capital market.

5.10.8 In view of the tax revenue which has to
be foregone and distortions in interest rates
which are created by tax-free 9 percent interest
bonds, recourse to them is to be reduced to a
pre-determined limit. Their placement is to be
watched closely. The periodical review should
enable their containment and moving in the
direction of original objective of tapping peo-
ples' savings especially rural savings.

5.10.9 With estimated borrowings and miscel-
laneous (net) Capital receipts at Rs. 117,755
crores, the overall deficit in the Central Budget
or RBI support, over the Plan period, is expected
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to be contained at Rs.20,000 crores, which is
much lower than the observed estimates for the
Seventh Plan. This is in line with the approach
to the Eighth Plan regarding non-inflationary
financing of the Plan and reducing the moneti-
sation of public debt through Reserve Bank of
India. Therefore, adherence to annual budget-
ary deficit, financed by the RBI support, within
this limit, would be necessary to ensure price
stability. The States are more or less adhering
to the policy of not resorting to overdrafts be-
yond the specified short time limit following the
guidelines issued by the Central Goverment.

Central Assistance for State Plans

5.10.10 The total Central assistance for State
Plans (including Plan revenue deficit grants) is
projected at Rs.78,500 crores which finance
43.6 percent of the projected Plan outlay of the
States' which would be much higher than the
Seventh Plan projection at 37 percent. The
Central support would also include allocation of
market borrowings and loans from financial
institutions. While the State-wise allocations of
Plan grants would be as per recommendations of
the Ninth Finance Commission, (up to 1994-95)
allocation of Central assistance for State Plans
would be made in accordance with the formula
agreed upon in the National Development Coun-
cil meeting held in December, 1991. All Special
Category States will be allowed assistance in the
grant:loan pattern of 90:10. Allocations for
externally-aided projects are based on approved
projects and aid utilisation possibilities. These
will be made on cent percent basis. Central
assistance against externally-aided projects
should not replace the existing budgetary alloca-
tions to the specified sectors as this is aimed to
result in additionality. The Central allocations
are likely to be distorted when in place of
additionalities, there is replacement.

5.10.11 In pursuance of the decision taken at the
time of the revision of modified Gadgil Formula,
a Committee of Experts has already been set up
to suggest durable solutions for the financial
problems of the Special Category States.
States and State-Level Public Enterprises
5.10.12 The total outlay of the States has been
kept at Rs. 179,985 crores which would be about

41.5 percent of the total public sector outlay.
The estimates of resources under various heads

tfor financing the above outlay are given in
Statement 5.5.

States' Balance from Current Revenues
(BCR)

5.10.13 The overall BCR including ARM by the
States (covering the non-special category States)
is estimated at Rs.12,985 crores as per the
macro-level dimensions of the Plan. Much
higher levels of BCR is expected as per States'
commitments of resource mobilisation.

5.10.14 The resources/contribution ot Stat=
Electricity Boards and State Road Transport
Corporations and Power/Transport Depart-
ments/Undertakings; including ARM (nct), are
estimated at Rs.4,000 crores only. But, this
would also call for substantial reforms so that
ARM (net) is realised to correspond to cost
escalations in net terms.

5.10.15 A study of finances of the State -level
enterprises, other than SEBs and RTCs, pro-
moted by the Planning Commission, shows their
overall negative contribution presently which
entails budgetary support by the respective State
Governments.  Necessary reform measures
need to be taken, to lead to a turn around and
positive contribution to resources.

5.10.16 The outlay levels for the States are
determined keeping in view their development
requirements to be financed by States own
resources; and Central support which include
Plan assistance; market borrowings; negotiated
loans from financial institutions namely LIC,
GIC, RBI, NABARD, IDBI, REC and others;
and Plan revenue deficit grants recommendzd by
the NFC. Among State's resources, aside from
BCR management and increased contribution of
public enterprises, net MCR of the States pro-
jected to be negative, the projected increase in
share in small savings would call for substantial
effort for collection while that of Provident
funds would require prudent management. The
present commitments by the States in these re-
gards have been conservative and would have to
be raised to realise the projections given in the
Statement 5.5 which may reduce the ARM re-
quirements on budgetary account envisaged by
the States.
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5.10.17 Several States have maintained that
their future tax revenue have been over-esti-
mated and revenue expenditure under-estimated
by the NFC. While this may be true, NFC has
taken a normative approach with the objective
of phasing-out revenue deficits and making the
States' as well as Centre's finances viable over

108

the period so as to generate their own resources
for their increasing developmental require-
ments. This, as well as other observations made
by the NFC for ARM, are to be achieved during
the Eighth Plan.



Statement - 5.1
Financing Pattern of the Public Sector Outlay during the Seventh Plan
(Rupees Crores at 1984-85 prices)

Actuals/Latest Estimates Original Estimates
Items Centre States Total Centre States Total
(including (including
UTs) UTs)
1 2 3 4. 5 6 7

I Domestic Resources at current rates of taxes, tariffs and fares

1.a) Balance from Current Revenues -9099 12746 3647 -3761 19762 16001
of which ARM 5705 10444 16149 8250 13000 21250
b) B.C.R. excl. ARM -14804 +2302 -12502 -12011 6762 -5249
2. Contributionfrom Public Sector 31519%* -2194 29325 51694 7243 58937
Enterprises(PSEs)

of which ARM 8506 6736 15242 14240 9212 23452
3. Other Capital Receipts * 72887 30339 103226 49106 23956 73062
of which bonds of Public enterprises 8130 0 8130 0 0 0
4. Opening surplus/deficit 0 -2008 -2008 0 0 0
Total - I (1+2+3+4) 95307 38883 134190 97039 50961 148000
II Net Inflow from Abroad 16124 0 16124 13000 0 18000
I11 Budgetary Deficit 28256 0 28256 14000 0 14000
IV Aggregate Resources(I+11+11I) 139687 38883 178570 129039 50961 180000
V Central Assistance to States -30941 30941@ 0 -29737 29737 0

VI Resources Available for the Plan 108746 69824 178570 99302 80698 180000
av +v)

VIIPlan Qutlay / Expenditure 108746@@  69631$% 178377 99302 80698 180000
‘ (103416)

* In case of States, covering market borrowings, share in small savings, misc. Capital receipts, provident
funds, negotiated loans, upgradation grants and others. In case of Centre covering market borrowings,
bonds/ debentures by Public Sector Enterprises, small savings, provident funds and misc. capital receipts.

** Based on RE figures of Central Budget.
@ The total of releases above differs from the budgetary reports of actuals totalling to Rs. 41851

crores on account of time lag in accounting in two respects i.e. budgetary actuals and releases
received by the State Governments; Include Rs. 2930 crores for area programmes.

@@ The difference in actual total expenditure figures as given in the budget documents shown
above against centre and as reported by the Departments given in parenthesis, may be due to
reporting time lag.

$ In case of States, total of resources and total expenditure ditfer due to reporting time lag, difference
in coverage and certain adjustments.
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Statement 5.2
Financing Pattern of Plan Qutlay for 1990-91, Centre (incl. UTs.) and States
(Rs.Crores)

1990-91

Annual Plan

Pre-Actuals

Items
Centre States Total Centre States Total
Incl. Incl.
UTs UTs
(1 ? 3 4 &) (6) Q)
I. Approved Outlay/Expenditure 40400 24317 64717 39066 22360 61426
I1.Domestic Resources.
1. Balance from current revenues (BCR incl. -4396 248(a) -4148 -10401 -596(a) -10997
ARM)
2. Resources/Contribution of public sector 16577 -264 16313 12973 -2012 10961
Enterprises
3. Issue of Bonds/Debentures by PSEs 3942 0 3942 4933 0 4933
4. Market Loans 8000 3300 11300 8001 3216 11217
5.Small Savings 500 5062* 5562 9104 7016 16120
6.Provident Funds 1580 2987 4567 1221 3296 4517
7.Term Loans from Financial Institutions/ 0 1788 1788 0 2127 2127
Corporations
8. Misc. capital Receipts(MCR) 12716 -1980 10736 5822 -1283 - 4539
Total-I1 : Domestic Resources 38919 11141# 50060 31653 11653# 43306
111. Net intlow from abroad 5793 0 5793 6320 0 6320
1V. Budgetary deficit 7206 0 7206 11347 0 11347
V. Aggregate Resources (II to IV) 51918 11141 63059 49320 11653 60973
VI. Central Assistance to States ** -10526 10526 0 -8842 8842% 0
VII. Plan grants to States underArticle 275(1) -992 992 ] -992 992 0
(Finance Commission)
VIII. Implied further ARM by States/tranfers from 0 1943 1943 .0 164 164
the Centre
IX. Resources tor the Plan 40400 24602#¢ 65002 39486 21651 61137
.e.....contd
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Statement 5.2(contd.)

(a) Including upgradation grants and special problem grants, includes BCR of Non-special category States.
* BE in Central Budget is Rs.4500 crores, excess due to additional savings estimated to be mobilised
by the States.

# Among Special Category States only positive sum of capital resources {small savings, state
provident funds, misc. capital receipts, market borrowings and negotiated loans) of certain
States included in Plan funding while negative sum of capital resources of other States ignored.
Negative contribution of State Public Enterprises and negative BCR of all the States ignored.

** Including assistance for externally aided projects, Area programmes and Plan Loans.

## Approved outlay Rs. 24317 crores. Surplus in resources of some of the Non-special Category States
due to additionalties in Central transfers (including due to Finance Commission).

$ The total of releases above differs from preactuals provided by States totalling Rs. 10261 crores on
account of lag in accounting in two respects i.e. budgetary actuals and releases received by State
Governments which included plan loans, special assistance and assistance for Area Programme.

Note :

1. The excess of estimated resources over the actual expenditure in case of the Centre may be due to
difference in reporting time; probable over-estimation of ARM and actual savings in non-plan
expenditure both determining the BCR; gap in disbursements compared to sanction of budgetary support
including assistance for the State Plans; element of target of certain capital receipts; and under-/over-
reporting of balance with the RBL

2. The excess of expenditure over the resources in case of the States may be due to under-receipt of
revenue and Central transfers.



Statement - 5.3
Financing Pattern of Plan Outlay for 1991-92 of the Centre (incl. UTs.) and States

Rs.Crores)
Annual Plan Latest Estimates
Items Centre States Total Centre States Total
Incl.UTs. Incl.UTs.
1 2 3 4 5 6 7
1. Approved Outlay/Expenditure 442547 28063 7231717 41368 23585% 64953
II.Domestic Resources.
1.Balance from current revenues -2922 1510* -1412 -6060  -2940* -9000
(BCR incl. ARM)
2.Resources/Contribution of public 16084 -1128 14956 14926 -1699 13227
sector Enterprises
3.Issue of Bonds/Debentures by PSEs 5869 0 5869 5722 0 5722
4.Market Loans 7500 4200 11700 7500 4191 11691
5.Small Savings 8000 6325 14325 6400 5847 12247
6.Provident Funds 1300 2397 3697 1400 3407 4807
7.Term Loans from Financial 0 1498 1498 0 1534 1534
Institutions/Corporations
8.Misc. capital Receipts(MCR) 7490 -2633 4857 10462 -3286 7176
9.0pening Balance and other 0 0 0 0 -60 -60
resources
Total-IT : Domestic Resources 43321 123994 557204 40350 7314# 47664#
ITII.Net inflow from abroad 6379 0 6379 7892 0 7892
IV.Budgetary deficit 7719 0 7719 7032 0 7032
V.Aggregate Resources (II to IV) 57419 12399 69818 55274 7314 62588
VI.Central Assistance to States** -11835 11835 0 -12573  12573%$ 0
VII.Plan grants to States under Article -1333 1333 0 -1333 1333 0
275(1) (Finance Commission)
VIII.Implied further ARM by States/ 0 2620 2620 0 2110 2110
transfers from the Centre
IX.Resources for the Plan 44251 28187 72438 41368 23330## 64698
.......... contd
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Statement 5.3(contd.)
+ As per Central Budget 1991-92, the Plan Outlay of the Centre (incl UTs) is Rs. 44251 crores,,
the discrepency is due to the provision of outlays for [deal villages/ Equity base for Cooperatives in
respect of the Unton Territories.
+ + The outlay ot the States and UTs was subsequently reduced by Rs. 151 crores consequent upon the
decision to drop the Schemes viz. Model Villages andequity base for Cooperatives, as part of economy
measures.

$ Revised approved outlay.

* Including only non-special category States' estimates,
# Among Special Category States only positive sum of capital resources (small savings, State

provident tfunds, miscellanceous capital receipts, market borrowings and negotiated loans) of certain States
included in Plan tunding while negative sum ot capital resources of other States 1gnored. Negative
contribution of State Public Enterprises and negative BCR of all these States 1gnored.

*k  Including assistance tor externally aided projects , Area programmes and Plan Loans.

## Difference with revised outlay due to different points of time of exercises.

$$ The total releases above differs from latest estimates provided by the State Governments totalling
Rs. 11387 crores on account of lag in accounting in two respects 1.e. budgetary actuals and releases
received by the States which included plan loans, special assistance and Rs.824 crores for Area
Programmes.
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Statement 5.4
Financing Pattern of the Plan Gutlay for 1992-93

{Rs. crores)

Annual Plan Estimates

Items
Centre Incl. UTs States Total
¢y @ 3 4
1. Approved Outlay/Expenditure 49698 3107 3% 30771
I1.Domestic Resources.
1.Balance from current revenues (BCR incl. -1815 1696@ -119
ARM)
2.Resources/Contribution of public sector 17926 -1957 15969
Enterprises
3.Issue of Bonds/Debentures by PSEs 6058 0 6058
4. Market Loans 5000 4180 9180
5.Small Savings 7200 7083 14283
6.Provident Funds 1500 2736 4236
7.Term Loans from Financial Institutions/ 0 2077 2077
Corporations
8.Misc. capital Receipts(MCR) 11704 -3670 8034
90pening Balance & Other resources 0 470 470
Total-II : Domestic Resources 47573 13397@@ 60970
III.Net inflow from abroad 11296 0 11296
IV.Budgetary deficit 5389 0 5389
V.Aggregate Resources (Il to IV) 64258 13397 77655
VI.Central Assistance to States** -12780 14055 #
VIL.Plan grants to States under Article 275(1) -1780 1780 0
(Finance Commission)
VIII.Implied further ARM by States/transfers 0 1811 1811
from the Centre
IX.Resources for the Plan 49698 31043 80741#
* Including Rs.30 crores of additional resources allocated to N.E.C.

@  Relate to Non-special category States only.

@@ Contribution from Public Enterprises, Provident Funds and Misc. Capital receipts for all
Special category States and resources from Market loans,, Small Savings and Term loans for
selected special category States were not taken into account.

*#*  Including assistance for Externally Aided Projects, Area Programmes and Plan Loans.
#  Difference is due to the higher levels of assistance for projected external aid utilisation by States.
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Statement - 5.5
Projected Financing Pattern of the Public Sector Outlay in the Eighth Plan : 1992-97
(Rs. crores at 1991-92 prices)

Resources Centre States Total
(incl. UTs) 2+3)

I.Domestic Resources

l.Balance from current revenues (BCR)* 22020 12985%* 35005
2.Contribution of public enterprises 144140 4000 148140
3.Borrowings @ and Miscellancous (net) 117755 84500 202255
Capital Receipts(MCR)
Total-1( 1to 3) 283915 101485 385400
I1.Net capital intflow from abroad 28700 0 28700
HI. Deficit financing 20000 0 20000
IV.Aggregate Resources, (1+11+11I) 332615 101485 434100
V. Assistance for State Plans @@ -78500 78500 0
VI.Resources tor the Public Sector (IV +V) 254115 179985 434100

*Including Additional Resource Mobilisation.
**[ncluding only non-special category States' estimates.
@vering market borrowings, small savings, provident funds and loans from financial institutions.

@@Including plan revenue deficit grant under Article 275(1)
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CHAPTER 6
EMPLOYMENT PERSPECTIVE

1. The Approach

6.1.1 Expansion of employment opportunities
has been an important objective of development
planning in India. There has been a significant
growth in employment over the years. However,
a relatively higher growth of population and
labour force has led to an increase in the volume
ot unemployment from one plan period to an-
other. The Eighth Plan aims at bringing em-
ployment into a sharper focus in a medium-term
perspective with the goal of reducing unemploy-
ment to negligible level within the next ten years.
Such an approach is now considered necessary
also because it is realised that larger and efficicnt
use of available human resources is the most
eftective way of poverty alleviation, reduction
in inequalities and sustenance of a reasonably
high pace of economic growth.

6.1.2 While approaching employment as an
objective of the Plan, employment generation
and economic growth are to be treated as mutu-
ally complementary rather than contlicting proc-
esses.  Employment has, therefore, to be
generated in the process of, and contribute to the
acceleration of, economic growth. Employ-
ment, to be gainful and sustainable, has, there-
fore, to be productive in character; it should be
able to yield a reasonable level of income to the
worker and also generate surplus for further
growth and employment generation.

6.1.3 Improvement in the productivity of
work-force assumes particular significance in
our economy where low productivity and low
incomes of a large mass of employed persons
constitute a problem of much higher dimension
than unemployment, measured conventionally in
terms of involuntary idleness. Incidence of pov-
erty is much higher than that of unemployment.
An overwhelming majority of the poor are thus
not apparently unemployed, but are engaged for
a major part of their time in some activity, albeit,
at very low levels of productivity and earnings.
The Plan strategy would, therefore, focus not
only on the creation of new ~jobs', but also on
the augmentation of the existing employment in
terms of productivity and incomes through suit-

able technological, market and institutional in-
terventions.

6.1.4 It must be recognised that the demand
for labour cannot always be created to suit the
characteristics of labour supply. Shortages and
surpluses are found to coexist in the labour
market due to the mismatch between skill and
other requirements of new employment oppor-
tunitics and the attributes of available workers.
This phenomenon is likely to be more marked in
a situation of rapidly changing technologies and
work organisation. It would also, therefore, be
necessary to intervene on the supply side of the
labour market with a view to improving the
employability of workers in general, and pro-
moting such institutional structures and arrange-
ments for training and skill upgradation which
could speedily respond to rapidly changing re-
quirements of productive activities, in particu-
lar. In order that the training and skill
formation systems are closely aligned with the
trends in labour demand, it would be essential
that the users, that is, the employers, have a
major role and involvement in planning and
running them.

6.1.5  An important aspect that would need
caretul scrutiny in the Eighth Plan, particularly
in the context of economic reforms, is the impact
of macro-economic, sectoral and labour policies
on employment. It has been pointed out that
certain policies, such as credit and lJabour poli-
cies, are not always employment-friendly. Pol-
icy of concessional credit for several sectors
tends to distort the factor price relativities
against labour use; and the labour policy, as
manifest in certain labour laws, and labour mar-
ket ridigities rendering wage mechanism inet-
fective, it is contended, have introduced a
degree of inflexibility in labour use, thus dis-
couraging employment expansion, particularly
in the large scale industries. On the other hand,
in the unorganised sector, which absorbs an
overwhelmingly large majority of workers, em-
ployment is not only completely insecure, but is
also devoid of any social security provisions. To
the extent this sharp dichotomy in the labour
market, characterised by a high degree of pro-
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tection tor a miniscule proportion of the work-
force and complete lack of protection for the
majority of workers, is coming in the way ot a
larger and more efficient use of labour, ways
would have to be devised to reduce this gap.
Similarly, other policies - credit, fiscal and
sectoral, would need to be reviewed with a view
to making them more employment-friendly.

II. Employment : Growth and Structure

6.2.1 For an assessment of growth and struc-
tural changes in employment, the quinquennial
surveys of the National Sample Survey Organi-
sation (NSSO) provide the most comprehensive
source. Using that source, changes in employ-
ment situation have been described here for the
10-year period ending with 1987-88, the year in
which the last NSSO survey on employment and
unemployment was conducted. The main fea-
tures of employment growth during the decade
1977-78 to 1987-88 are summarised as tollows:

(i) Employment has grown at about 2 per cent
per annum during the 10 year period.[Ta-
ble6.l]. (This growth, which has been
about the same as the rate of growth of
labour torce, has not been able to absorb
the backlog ot unemployment of about 10.8
million that existed in 1977-78.)

(i) Growth rates of employment has been rela-
tively high in urban areas, but low in rural
areas.

(iii) Employment of males and females has

grown more or less at the same rate, with

the rate for males slightly above that for
females.

(iv) All major sectors except agriculture, expe-
rienced over 3.0 per cent growth of em-
ployment per annum over the period
1978-88 [Table 6.2]. Agriculture regis-
tered an annual growth of only 0.92 per
cent. (and this rate has been just about the
same in the two quinquennia)

(v) A deceleration in growth has been observed
during 1983- 1987-88 over 1977-78 - 1983;
this trend is seen in all sectors, except,
agriculture, trade and construction. [Table
6.2]. In manufacturing, the rate of growth

has declined sharply from 3.76 per cent to
2.18 per cent; and in services from 4.49
per cent to 2.06 per cent.

(vi) Deceleration in the rate of employment
growth has been particularly sharp in the
organised sector; it has declined from 2.48
per cent during 1977-78 -- 1983, to 1.38
per cent during 1983 -- 1987-88 [Ta-
ble6.3].  Employment in the organised
manufacturing sector has virtually stag-
nated during 1983 -- 1987-88; and thus, an
increasingly larger contribution to employ-
ment growth in manufacturing has been
made by the unorganised sector in recent
years.

{vii) Growth in employment in the organised
sector, has primarily been contributed by
the public sector.

{viil) Despite a slow and declining rate of *m-
ployment growth in the aggregate, ¢ loy-
ment of the educated has shown a relatively
high and accelerating growth, particularly
among women [Table 6.4].

6.2.2 Differential rates of employment
growth in different sectors and of different kinds
have led to certain notable changes in the struc-
ture of employment over time. First, there have
been some sectoral shifts away from agriculture
in the last decade. In 1977-78, 71 per cent of the
workers were engaged in agriculture and allied
occupations, but by 1987-88, the proportion had
declined to 64 per cent [Table 6.5]. Corrspond-
ing figure revealed by the 1991 census, though
not strictly comparable with NSS estimates, is
64.9 per cent, showing a marginal decline from
66.5 per cent in 1981. Second, there is a change
in the structure of the workforce by employment
status. The proportion of casual labour in-
creased while that of the self-employed declined
over the period 1977-78 to 1987-88 [Table 6.6] -
a change which is largely a retlection of the
occupational shifts from agriculture to non-agri-
culture, in rural areas. Third, the share of the
unorganised sector in non-agricultural employ-
ment has increased from 72 per cent in 1977-78
to 77 per cent in 1987-88, although the share of
unorganised sector in overall employment has
remained more or less stationary at 90 per cent.
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I, Uneraployment : Trends and Strue-
ture
6.3.1 Un=mployment, according to the con-

ventional and most commonly used concept,
measures involuntary idleness, that is, the time
for which individuals are available for and will-
ing to, but are not able to tind work. It does
not include “invisible' unempleyment or under-
employment,that is, a situation of work with
very low levels of productivity and income. The
latter, as noted zarlier, is a problem of much
farger magnitude in India  than conventionally
measured unemployment. Persons belonging o
low income houscholds can hardly afford
remain unemployed, and, therefore, may engage
themselves in any work that is available, even it
it yields a very low income.  For that reason,
the rates of unemployment in India are observed
to be relatively low.

6.3.2  The structure of workfores with domi-
nance of self- employment and primary scctor,
where work sharing is common, also tends to
depress unemployment rates, in general, and
chronic, long period unemployment rates, in
particular. Inadequacy of the measure of unem-
ployment in terms of epen unzmployment b,
theretore, been well recognised in the measure-
ment and analvsis of unemployment in India.
The National Sample Survey Organisation

(NSSO) which provides estimates ot the rates of

unempioyment on the basis of its quinquennial
surveys, theretore, uses three different con-
cepts. A person is considered unemployed on
Usual Status (US) basis, if he/she was not work-
ing, but was either seeking or was available for
work for a relatively longer time during the
reference year. On the basis of a week as the
reference period, a person is considered uneni-

ployed by Current Weekly Status (CWS), if

he/she had not worked even for one hour during
the week, but was seeking or available {for work.
Then, there is ar estimate of Current Daily
Status (CDS) unemployment, in terms of the
total persondays of unemployment, that is, the
aggregate ot all the unemployment days of all
persons in the labour force during the week.

6.3.3 The "Usual status” unemployment rates
could be regarded as a measure of chronic
unemployment during the reference year; the
CWS unemployment rates also measure chronic
unemployment but with the reduced reference
period of a week. The CDS is u comprehensive

measy o of unemployment including both
chronic nsemployment as well as underemploy-
ment v owaekly basis. Unemployment rates arc
found o be the lowest on UPS basis and the
highest on CDS basis. For example, unemploy-
ment as percentage of labour force worked out
to be 3.77, 4.80 and 6.09 percent according to
usual, weckly and daily status respectively, in
1987-88. In absolute terms, the unemployment
in that year was estimated to be 11.53 million
:rson-, 14,35 million persens and 6508 million
persondays, according to the three concepts,
respectivelv.

6.3.4 A lew salient features of the unemploy-
ment situation in india may be noted. First, the
incidence of unemployment is much higher in
urban than i rural areas.  Second, unemploy-
ment rates tor women are higher than those for
men. Third, a larger difference between the
"usual” and “weekly” status unemployment
rates, on the one hand, and "daily status” unem-
ployment rates, on the other, in the case of
womern than of men sugyests that underemploy-
ment is of much higher proportion among the
tormer than the latter. Fourth, the incidence of
unemployment among the educated is much
higher at about 12 percent than the overall usual
status unemployment of 3.77 percent. In fact,
unempleyinent rates rise with every successive
higher tevel of education.

6.3.5 The unemployment rates by the three
alternative concepts of the "usual status"”, the
"weekly status” and the "daily status” as re-
vealed in the various rounds of NSSO surveys
during 1972-73 to 1987-88 are presented in
Table 6.7. No clear and consistent trends are
discernible in the rates of unemployment over
the 15 vear period.  Cuonsidering the short
period in the recent past, namely, 1983 -- 1987-
88, however, certain changes in the structure of
unemployment are observed. Open unemploy-
ment as measured by UPS has increased from
2.77 in 1983 to 3.77 in 1987-88 and according
to weekly status fren 4.51 to 4.80 per cent.
However, unemployment rate by daily status has
declined from 8.28 to 6.09 per cent over this
period. These trends sugyest that there has been
a shift tfrom the state of widespread underem-
ployment towards greater open unemployment.

6.3.6  Within the broad trend towards an
increasingly open and chironic character of un-
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employment, the following features may be core
sidered of special signiticance. One, this trend
is seen to be particularly strong in rural areas,
where the vsual status unempioyment has i
creased trom 1.91 per cent of labous force in 198!
to 3.07 per cent in 1987-88 and the "daily status”
unemployment has declined from 7.94 per cent
to 5.25 per cent. Inthe urban areas, only a small
change of a similar patteri was observed. Sec-
ond, the open uncmployment rites ncreased
much faster in the case of women than of men.
The "usual status” rate ¢f unemployient in-
creased from 2.14 in 1983 10 4.9 oer c=ant ooq
1987-88 among women workers but the inoreas

in the case of male workers v Frop 40

3.60 per cent.

6.3.7 There are wide variations in the unem-
ployment rates amony diff2rent States [Toble
6.8]. In terms of usual status . th= unemployment
rates vary hetween | 51 percent in Madhva
Pradesh and 17.07 percent in Kerala amongst
the major States. Other majer Staios with hiyther
than all-India average ot 3.77 per cent are West
Bengal (6.06 per cent), Haryunia (5.86 per cent),
Assam (5.62 per cent), Tamil Nadu (5.25 per
cent), Orissa (4.66 per cent), Punjub (4.04 per
cent) and Andhra Pradesh (3.90 per cent),
Poorer States like Bihar, U.P., Madhya Pradesh
and Rajasthan have relatively lower rates of open
unemployment.  With some exceptions like
Orissa at the one end, and Maharashtra on the
other, there appears to be a positive relationship
emerging between the level of literacy and edu-
cation and/or of economic development and
incidence of open unemployment, across the
States.

6.3.8 Even the aggregate of open unemploy-
ment and under- employment, in terms of per-
sondays of unemployment, shows a similar
pattern across the States. Incidence of unem-
ployment measured in these terms was again
highest (21 per cent) in Kerala followed by
Tamil Nadu, West Bengal, Haryana, Andhra
Pradesh and Orissa, each with higher than aver-
age figure. On the other hand, Madhya Pradesh
with 2.86 per cent, Uttar Pradesh with 3.44 per
cent and Bihar with 4.04 per cent were the States
with the lowest "daily status" unemployment
rates. These low unemployment rates present a
rather intriguing picture when juxtaposed with
the incidence of poverty, which is found to be
amongst the highest in these States. To a certain

zxtent, this phenomenon may be atiributed to the
Himitations of the concepts and mvasures used in
gauging unemployment. But, at a substantive
level, it only suggests that the nature of the
problem in these States is differeni. Low in-
come work, rather than involuntary idiencss, is
the main form ot the affliction from which the
poor suffer. It obviously calls for a strategy with
“augmentation of employment® as its main ele-
HATS $40

The abave brief review of the trends in
the stractdre of unen ninymient sugeosts that
over the yzars, the problem of epen unemploy-
met is gaming and that of o e omployinent is
declining in imporoee . In 1977-78, underem-
ployient as retleo.cd 10 the < fference between
uncmployment by the "usuai status” (4.23 per
oty and the Tweekly status” (4,48 per cent) on
the one hard!, ond the "daily status” unemploy-
miont (8,18 vwas much larger than 1n 1987-88,
when the two open unemployment raics were
377 por e {UFS) and 4.80 per cent {(CWS)
and the daily status rate only 6.09. These fea-
wres suyeest that the strategy of employment
generation would have to lay greater emphasis
on augmentation of productivity and income
levels of the warking noor and the creation of
new full time employment opportusitics on wage
or self employment basis, rather than on
schemes tor short-term employment generation.

iV, Towards the Goal of full Employment

Requirements of Employment Generation

6.4.1 For the purpose of estimating additional
employment needed to achieve the goal of "em-
ployment for all” over a period, an assessment
of the backlog of unemployment in the base year
and the likely additions to the labour force during
the reference period is needed. For this exer-
cise, the backlog is estimated in terms of open
unemployment with some adjustments for those
who are severely underemployed and therefore,
are very likely to be looking for alternative new
full time employment opportunities. In other
words, unemployment measured in "usual” or
"weekly" status terms would be relevant.
"Weekly status” is preferable because the un-
employed, according to this concept, were
clearly without work for the entire period under
reference (i.e. did not have work even for one
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hour during the week). Use of this concept also
enables an assessment of the magnitude of se-
verely underemployed as those having work for
half or less than half the time during the refer-
ence week.

6.4.2 The latest survey based estimates avail-
able for this purpose, are for 1987-88 only,
when the last quinquennial survey was con-
ducted by NSSO. In order to arrive at a figure
of unemployment in the beginning of the Eighth
Plan, that is on April 1, 1992, independent
estimates of labour force and employment on
that date have been made, the difference between
the two yielding the magnitude of unemploy-
ment. Total employment at the beginning of
1992-93 is estimated to be 301.7 million on
"weekly status" basis. The Labour force is esti-
mated to be 319 million. Thus backlog of open
unemployment according to "weekly status” is
estimated to be 17 million on April 1, 1992
According to the NSS, about 2 per cent of those
recorded employed by "weekly status" had work
tor half or less than half the time. Taking them
as " severely underemployed’, they are included
in the estimates for backlog for purpose of
employment planning. Thus the number of per-
sons in the labour force on April 1, 1992, who
will be looking for full time new employment
opportunities is estimated to be around 23 mil-
lion.

6.4.3 The labour force is projected to increase
by about 35 million during 1992-97 and by
another 36 million during 1997- 2002. Thus,
the total number of persons requiring employ-
ment will be 58 million during 1992-97 and 94
million over the ten year period 1992-2002. The
employment growth in the aggregate will have
to be about 4 per cent per annum if the goal of
providing employment to all is to be achieved by
the end of the Eighth Plan, and around 3 per cent
per annum if it is to be attained by 2000 AD.

6.4.4 Experience in the recent years suggests
that the goal of a 4 per cent rate of employment
growth will be rather unrealistic. But, an aver-
age employment growth of around 2.6 to 2.8
per cent per annum may be within the realm of
feasibility, which if achieved over the next ten
years will bring the economy to a near full
employment situation by 2002 AD. This itself
will be contingent upon the attainment of a
higher average rate of growth of GDP than

justing

achieved in the past, derived to a larger extent
trom sectors and areas which are inherently
more employment-intensive.

V. Elements of Employment Strategy

6.5.1 A high rate of output growth is neces-
sary, but not always a sufticient condition for
high growth of employment. A structure of
growth with larger contribution of sectors hav-
ing high employment content of output and use
of production techniques favouring use of labour
greatly enhance the employment generation po-
tential of growth. The scope for varying tech-
niques, without lowering efficiency and
productivity levels and reducing the competi-
tiveness of the products, is found limited in most
lines of production. On a realistic plane, it must
also be admitted that in a large part of the
economy, in agriculture, unorganised manufac-
turing and service sectors, technological upgra-
datior involving some increase in the use of
capital per worker may be necessary to raise
productivity levels. Improvements in the pro-
ductivity levels in all lines of production, includ-
ing organised manufacturing sector, will be
necessary for expansion of employment oppor-
tunities.

6.5.2 Employment growth has, therefore, to
result primarily from the growth of the economy
and restructuring of output composition of
growth. There is no doubt that a larger and more
efficient use of labour will accelerate the rate of
growth itself, but the latter would largely depend
on the availability of other resources like capital
and internal and external demand. The employ-
ment potential of growth can be raised by read-
the sectoral composition of output in
favour of sectors and sub-sectors having higher
employment elasticity. It is with this perspec-
tive that an attempt is made to review the past
trends in different sectors and also to assess the
potential of each of them for faster employment
generation in the process of their growth. This
may enable us to indicate the broad directions of
strategy and policies that can lead to the realisa-
tion of the assessed potential in different sectors.

A. Agriculture and Allied Sectors

6.5.3 Even after some shifts in the occupational
structure during the last two decades, agriculture
still occupies a predominant place in employ-
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ment structure, employjng about two-thirds of
the total workers. It is agriculture which has
shown the lowest and rapidly declining employ-
ment-potential in the recent past. A major reason
for this lies in the sharply declining employment
potential in the regions with high output growth.
Employment growth accompanying a one per
cent growth of output was found to be as low as
0.00, 0.07 and 0.19 in Punjab, Haryana and UP
respectively. In these areas, the sources of
growth are now turning to be labour substituting.

6.5.4  Despite an overall declining trend in
employment elasticity, there appears to be con-
siderable scope for raising employment in agri-
culture in those regions of the country which
have so far generally lagged behind in agricul-
tural development. A strategy of agricultural
growth aimed at deriving a larger part of the
additional output from these regions should help
arrest and even reverse the overall decline in
labour absorption in agriculture. A faster
growth of employment in these areas, where the
incidence of poverty is often relatively high, at
the same time, will lead to a positive eftect on
wage rates and incomes of the rural workers. It
may be noted that ecight States. viz.. Andhra
Pradesh, Bihar, Madhya Pradesh, Maharashtra,
Orissa, Tamil Nadu, U.P and West Bengal
account for 80 per cent of the people below
poverty line and 70 per cent of the unemployed.
A strategy focussed on stimulating agricultural
growth in these States will thus be able to meet
three important objectives simultaneously,
namely, employment, poverty alleviation and
reduction in regional disparities, besides accel-
eration and greater stability in the growth of
agricultural output.

6.5.5 An acceleration in the rate ot growth of
agricultural output in the regions lagging behind
others should come primarily from an increase
in the yield levels of individual crops and an
increase in cropping intensity and, to some ex-
tent, from changes in cropping pattern in favour
of high value crops. The most important factor
contributing to such changes would be the avail-
ability of assured irrigation, followed by provi-
sion of modern inputs and appropriate price
policies. Irrigation, besides leading to increase
in yield and cropping intensity, also facilitates
changes in cropping pattern in favour ot high
value crops, most of which also happen to be
more labour using. Such shifts in the cropping

pattern are important from the view point of
employment, particularly in the long run, in so
far as yield increases in staple crops beyond a
stage involve technologies using less labour.

6.5.6  Anactivity naturally allied to agriculture
and crucial for rural income and employment
generation is animal husbandry. The potential
of this sector for income and employment gen-
cration can hardly be over-emphasised. Based
on some recent studies by the National Dairy
Development Board (NDDB) and the earlier
estimates by the National Commission on Agri-
culture, it is estimated that the animal husbandry
sector, even with the existing stock, can generate
employment equivalent to 86 million person
years inclusive of employment in processing and
marketing of milk and milk products. It is
claimed by experts that a much higher growth
than in the past can be attained in this sector,
raising productivity and income levels of those
engaged in it as well as creating new employ-
ment opportunities. Fishery, it is maintained,
can grow as fast as 7 per cent per annum because
about two-thirds of the existing marine and
inland potential is unexploited. In fact, 4 high
growth of value-added agri-business. including
animal husbandry, fishery, horticulture and
aquaculture, offers scope for employment ex-
pansion in the immediate tuture.

6.5.7 Another arca with large scope for
employment generation, that has only been mar-
ginally recognised so far, relates to regeneration
of natural resources such as land and forests.
Programmes of afforestation, regeneration and
restoration of degraded land are not only likely
to generate large volumes of employment in
general, but also benefit, in particular, such
disadvantaged sections of the society as tribals
and women who are most adversely aftected by
the degradation of eco systems. The extent ot
culturable wastelands is estimated to be around
130 million hectares. It is estimated that devel-
opment of one hectare of wasteland will generate
128 mandays of employment with a wage com-
ponent as high as 70 per cent of the outlay.
Importance of wasteland development from the
point of view of employment generation arises
not only from the employment intensity of the
development phase involving earth work, etc.,
but also from the sustained employment oppoi-
tunities likely to be generated in the utilisation
of the reclaimed land for afforestation and water
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shed development. A study by the National
Council of Applied Economic Research
(NCAER), for instance, shows that one hectare
of planted area provides employment of the
order of 600-700 mandays per year. However,
if wasteland development has to achieve these
objectives beyond the stage of asset formation,
due attention should be given to (a) securing the
active participation of the rural poor in waste-
land development and (b) allocation of the de-
veloped land to the rural poor with legal titles.

B. Rural Non-Agricultural Employ-
ment
6.5.8 In the long run, however, it must be

recognised that agriculture and other land -based
activities, even with a reasonably high rate and
possible diversification of growth, will not be
able to provide employment to all the rural
workers at adequate levels of incomes. Fur-
ther,technological and organisational changes
accompanying agricultural growth are likely to
lead to, first, a declining employment potential
of further growth, and second, conversion of a
substantial number of those underemployed in
agriculture into openly unemployed seeking
work elsewhere. 'Even allowing that some of
them will be able to find adequately remunera-
tive jobs on migration to urban areas, it is not
only desirable but necessary that the rural econ-
omy gets diversified into non-agricultural activi-
ties to provide productive employment to the
growing rural labour force and also to reduce the
wide economic differences between rural and
urban areas.

6.5.9 Over one-fifth of the rural workers are
engaged in non-agricultural activities. This pro-
portion has shown a remarkably rapid increase
in recent years. Available evidence suggests
that this shift is attributable to the growth of
productive employment opportunities in the non-
farm sector in rural areas, and is not a result
merely of the overcrowding in agriculture. Ap-
propriate strategies and policies need to be
evolved to strengthen this trend towards diver-
sification of the rural economy. Practically all
non- agricultural activities have shown a steady
increase in employment. Manufacturing and
services respectively accounted for 32 and 24
per cent of rural non-agricultural employment;
trade accounted for 18 per cent and construction
15 per cent in 1987-88. Manufacturing has
shown a reasonably high (about 3 per cent per

annum) growth in employment during 1978-88.
But  construction, transport and trade have
shown an annual growth in employment of 11,
7 and 4 per cent per annum respectively during
this period.

6.5.10 It must be recognised that an increas-
ingly larger component of rural industrial activi-
ties now consist of non traditional activities with
forward and backward linkages with agriculture
as well as those with little relation to agriculture.
Unlike many traditional village industries which
constituted only secondary or supplementary
occupations, these activities are pursued as
main occupations. Most of them are also pro-
ducing commodities with reasonably high in-
come elasticity of demand and thus are not likely
to face any serious demand constraint. These
include textile-based and agro-based industries,
and those producing construction materials like
bricks, tiles, pipes and cement. Some of these
activities are now getting located, for economic
reasons, in smaller towns in the rural hinter-
land, providing employment to the rural work-
ers. With suitable promotional policies,
including those relating to location and infra-
structural development in rural towns, consid-
erable expansion of such activities with a high
employment potential for rural workers is feasi-
ble. Such policies should include measures for
orientation of credit and lending practices of
banks to suit small business and manufacturing
enterprises, strengthening of producers' coop-
eratives and assistance in marketing and technol-
ogy.

C.  Industrial Sector

6.5.11 A decline in employment elasticity of
the industrial sector has primarily been caused
by the declining employment potential of output
growth in the organised sector. Employment
elasticity is estimated to be as low as 0.15 per
cent for the organised manufacturing sector, but
it is between 0.5 to 0.6 for the unorganised
sector. A larger contribution of the small and
unorganised sector is, therefore, likely to raise
the employment elasticity and employment
growth in the manufacturing sector signiti-
cantly. The small industry sector currently con-
tributes about one- half of value added and
four-tifths of the total employment in manufac-
turing.  If this segment of manufacturing can
be made to grow at 10 per cent per annum, with
the organised sector growing at about 5 per cent,
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the overall employment growth in the manufac-
turing sector will be about 4 per cent as against
2 per cent in the recent past. It needs to be
recognised that the small and unorganised manu-
facturing sector consists of different highly vari-
egated segments. Employment in the cottage
and household industry has experienced a rela-
tive decline, due to shrinking markets on account
of competition from modern products and often
due to lack of technological upgradation to meet
the new demands. Non-household, tiny sector
has shown potential for growth, but suffers from
the lack of financial and marketing facilities.
The modern small scale sector has shown sig-
nificant growth in output, employment and also
exports. It is this sector which has also received
the major part of the benefits of the promotional
policy towards the small sector.

6.5.12 1t has, however, been observed that
the policy for the promotion of small scale
industry has not been very effective in serving
the employment objective. It is not directly
related to employment in so far as the eligibility
for preferential treatment in terms of incentives
and other assistance is related to tixed capital
investment. The assumption that small capital
necessarily implies high employment per unit of
capital has not always been found valid. Thus,
while the criterion of capital size may be neces-
sary for other socio-economic objectives, it is
felt that employment criterion should be super-
imposed on it. In fact, some studies point out
that in the absence of such a criterion, many
small industries have tended to become unnec-
essarily capital intensive. To the extent such a
tendency is observed, it suggests the need to
examine the relative factor prices and changes
in them over time, so as to check the tendency
towards avoidable capital intensification.

6.5.13 The other problem of the small scale
industry policy is that it has not benefitted the
really small units. Due to the cumbersome
procedures and non-existence of the promotional
and service net-work in smaller towns and vil-
lages, the concessions and assistance have only
reached the not-so-small sector. It is realised
that the existing administrative and service agen-
cies are not well suited to meet the requirements
of the decentralised sector, which has substantial
growth and employment potential. Therefore, it
is desirable that the tiny or the micro-enterprise
sector is recognised as a separate segment for

evolving and implementing promotional poli-
cies.

D. Other Sectors

6.5.14 Among the major sectors of economic
activity, construction recorded the highest
growth in employment of over 10 per cent per
annum during the period 1977-78 to 1987- 88,
Both road construction and housing are a part of
the basic needs of the people and, thercefore,
deserve to be given priority, as they will create
the necessary assets and generate large-scale
employment in the short run. It is estimated that
connecting the 31 percent of the villages in the
population group 1000-1500 and 10 per cent of
those with larger size still unconnected by road
will mean construction of 8 lakh kms. of road
with an employment potential of 22.8 million
person years. It is also observed that there is a
concentration of these unconnected villages in
the States with a high incidence of rural poverty
and unemployment and hence it will be appro-
priate to give priority to construction of roads in
these areas. Similarly, a high priority to housing
and development of appropriate legal, institu-
tional and financial mechanisms to encourage
larger investment in this sector would meet the
objectives of employment and provision of shel-
ter simultaneously.

6.5.15 The growth of the services sector in
recent years has been relatively fast but employ-
ment growth in this sector has been rather slug-
gish. It experienced a GDP growth of about 6
per cent during 1980-81 to 1986-87 (as against
around 4 per cent during the 1970s) but employ-
ment growth during this period has been of the
order of around 2.5 per cent only. This trend
suggests that productivity has shown an increase
and the service sector has not grown merely as
a residual low productivity sector. Still, this
sector has significant potential for employment
generation both in rural and urban areas. Tour-
ism, rural transport and repair services are sub-
sectors identified as having relatively high
growth as well as employment potential. In the
rural areas, employment in the services sector
can be expected to grow with the faster devel-
opment of agri-business resulting in increasingly
larger volume of goods to process, trade and
transport.

6.5.16  In general, one may not expect any
significant increase in public sector employment
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as there is already a high degree of overmanning
both in the public enterprises and the Govern-
ment Departments. Eut, in line with the aim of
meeting certain basic objectives in areas like
education and health, it would only be logical
that more manpower is utilised for strengthening
educational and health institutions, particularly
in rural areas. Strengthening of teaching staff in
rural areas, particularly single-teacher schoolis,
and adequate manning of the health system,
particularly in technical and para-medical occu-
pations are likely to generate considerable job
opportunities for the educated.

6.5.17 The urban informal sector has exhibited
a high rate of growth of employment of around
6 per cent per annum. Manufacturing and serv-
ices sector activities, including trade and trans-
port constitute important segments of the urban
informal sector with large employment poten-
tial. Recent studies indicate that there is a large
unsatisfied demand for a number of services;
that the quality of existing services needs to be
improved; and that the major constraints on
fuller development of this sector are the lack of
inputs like credit and raw materials, facilities for
skill development and space for carrying on such
activities. Steps and policies including stream-
lining of existing municipal and other laws and
regulations would be necessary to overcome
these constraints. In general, a policy environ-
ment favourable for the growth of entrepreneur-
ship and self- employment in medium and large
towns and cities requires to be created. Besides
streamlining existing schemes like Self- Em-
ployment Programme for Urban Poor (SEPUP),
Self-Employment for Educated Unemployed
Youth (SEEUY) and Nehru Rozgar Yojana
(NRY) (Micro-entreprises scheme), it would
also be useful to adopt the approach of the
Society for Employment Promotion and Train-
ing in the Twin Cities of Hyderabad-Secundra-
bad (SETWIN) on the basis of the experience
gained.

6.5.18 As observed earlier, employment gen-
eration needs to be seen not merely in terms of
creation of new opportunities for wage employ-
ment; an equally important thrust will need to
be laid on creation of necessary conditions for
an increasingly larger number of people to un-
dertake activities on a self-employment basis, as
well as raise the productivity and income levels
of those already self-employed so as to see that

they are not compelled to leave them and join
the ranks of the openly unemployed. Infrastruc-
ture, access to credit and market linkages are
found to be the most crucial factors in the
development of a vibrant self-employment sec-
tor. Institutional arrangements for supply of
these services along with suitable programmes
for the development of technical skills and en-
trepreneurship would need to be evolved.

6.5.19  Given the variegated nature of work
requirements of different workers, particularly
the underemployed, and also the varied nature
and structure of work in different activities, the
goal of providing work to all can only be
achieved on the basis of detailed local level
planning. Since a major part of unemployment
and underemployment is to be found in rural
areas where variations ot these kinds are particu-
larly marked across regions and areas and among
activities, employment planning on a decentral-
ised basis assumes special significance. While
a certain degree of mobility, particularly among
the openly unemployed and the educated, should
be expected and even he encouraged, for a large
mass of underemployed and unemployed, par-
ticularly, women, marginal farmers and those
engaged in seasonal activities, work needs to be
generated locally, in the villages or nearby small
towns. An exercise to assess and plan for work
opportunities within an area to match the labour
supply characteristics of the unemployed and the
underemployed workers can only be effectively
undertaken on an area-specific basis.

VI

6.6.1 A part of the unemployment problem
emanates from the mismatch between the skill
requirements of employment opportunities and
the skill base of the job-seekers. The mismatch
is likely to become more acute in the process of
rapid structural changes in the economy. It is,
therefore, necessary to orient the educational
and training system towards improving its capa-
bility to supply the requisite skills in the medium
and long terms, and introduce greater flexibility
in the training system so as to enable it to quickly
respond to labour market changes in the short
run. Besides, the system should also be in a
position to impart suitable training to the large
mass of workers engaged as self-employed and
wage earners in the unorganised sector for up-
gradation of their skills, as an effective means
for raising their productivity and income levels.

Skills, Training and Emplioyment
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6.6.2 The existing training institutions like the
ITIs have, no doubt, been meeting a significant
part of the requirements of the skilled manpower
of the organised industry. It, however, seems
necessary that the processes of restructuring and
reorientation of their courses are made more
expeditious with a view to quickly responding
to the labour market. A greater involvement of
industry in planning and running the training
system would also be necessary for this purpose.
For skill upgradation of the workers in the
unorganised sector, flexibility in the duration,
timing and location of training courses would
need to be introduced. To the extent a sizeable
proportion of employment would have to be
selt-employment in tiny and small units in vari-
ous sectors, the training system should also gear
up not only for providing ~hard' skills in suitable
trades, but also the “soft’ skills of entrepreneur-
ship, management and marketing, as part of
training courses.

6.6.3 It is widely recognised that the rapid
expansion of education, particularly of higher
education, has also contributed to the mismatch
in the labour market. While shortages of middle
level technical and supervisory skills are often
experienced, graduates and post-graduates 1n
arts, commerce and science constitute a large
proportion of job- seekers. High private rates
of return on higher education, to a large extent
resulting from low private cost, is an important
reason for the rush for higher education despite
high incidence of educated unemployment. At
the same time, efforts to divert the school leavers
to vocational stream have so far been too little
in relation to the size of the problem. While
these efforts need to be strengthened, appropri-
ate mechanisms also need to be evolved in the
training and employment system to ensure that
those graduating out of the vocational and mid-
dle level technical training courses, have the
route to higher ladders open to them, through
upgradation of their qualifications and skills by
undergoing training in higher level courses dur-
ing their employment career.

VIL.

6.7.1 A few important aspects of labour poiicy
also need to be addressed from the viewpoint of
employment expansion. First, excessive regu-
lation of conditions of employment making la-
bour adjustment highly difficuit, has ofien been
cited as a factor restricting employment expan-

Labour Policy and Employment

sion. To the extent it is so, it also seems to
reduce the overall degree of protection to labour
as only a small number are engaged in the highly
protected segments leaving an overwhelming
majority of workers to work in completely inse-
cure and unprotected conditions in the unorgan-
ised sector. It would, therefore, be desirable to
rationalise the regulatory framework with a view
to providing reasonable flexibility for workforce
adjustment for effecting technological upgrada-
tion and improvement in efficiency.

6.7.2 Onthe other hand, it would be necessary
to ensure that the quality of employment in the
unorganised sector units improves in terms of
earnings, conditions of work and social security.
Technological upgradation and development of
markets for products would lead to an increase
in their productivity and wage paying capacity.
But, suitable organisational arrangements would
need to be developed to provide a minimum
measure of social security for workers in the
unorganised sector. The Welfare Boards for
mine workers, beedi and cigar workers etc. set
up by the Government of India and financed out
of the cess levied on the production of the
commodity concerned and the Welfare Boards
for cashew workers, coir workers set up by the
Government of Kerala are one set of examples
of such arrangements. Other models are the
Mutthadi Workers Board in Maharashtra, simi-
lar Boards in Kerala for unorganised workers
and the Mutta and Jattu Hamal Boards being
set up in Andhra Pradesh. Another model is the
set of insurance schemes launched by the Gov-
ernment of India and State Governments of
Gujarat, Kerala, Karnataka and Madhya
Pradesh for landless agricultural labourers. All
these need to be reviewed and a suitable model
adopted. Alternatively, feasibility of a Central
Fund, with tripartite contribution (or bipartite in
the case of the self-employed) should also be
examined.

6.7.5 A rational and equitable wage policy has
been conspicuous by its absence for quite some
time. Statutory provision of minimum wages
for workers in the scheduled employments ex-
ists, but its coverage and implementation has
been inadequate, so that a large part of the
workforce is still outside the purview of wages
fixed under the Minimum Wages Act, and the
actuai wages on the ground are often much lower
than those fixed by the appropriate Governments
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under the Act. While the tendency to fix mini-
mum wages at unreaslistically high level should
be checked, implementation of wages once fixed
must be ensured. ‘The implementation machin-
ery which consists of the labour administration
machinery in the States has been far from effec-
tive. Itis desirable thata greater role is played
by the workers' organisations, non-governmen-
tal voluntary organisations and organised trade
unions, in ensuring implementation of minimum
wages, instead of enlarging the army of 'inspec-
tors' for this purpose.

6.7.4 1t is necessary to evolve a wage policy
which guides the changes in wage and salary
levels and wage structure. Wide differences in
wages prevail between the organised and the
unorganised sectors even in similar activities and
occupations and among different regions. Even
minimum wages fixed statutoriiy vary widely
among States and regions. Further, changes in
wage rates and wage levels over time vary
significantly, mostly in the direction of increas-
ing wage disparities. The levels of and changes
in wages and salaries often have no relation with
productivity and wages thus do not function as
instruments that induce efficiency. It is, there-
fore, necessary that a national wage policy is
evolved to guide steps in the direction of remov-
ing irrational and inequitous disparities in wage
and salary levels and inducing efficiency; and
also to streamline institutional mechanisms for
wage fixation. In the past, besides the minimum
wage fixation machinery, tripartite Wage
Boards and collective bargaining at industry and
unit level have been the major mechanisms for
wage fixation and revision. It is desirable that
tripartite bodies at all levels, starting from the
Indian Labour Conference at the national level
to region-cum- industry level, are constituted
and utilised for consultations and agreements on
wages and other matters of labour policy. In the
past, such bodies either at the national and
regional level or at the industry level have been
confined to the organised sector only. Besides
developing mechanisms to relate wage levels
and wage increases to some measure of effi-
ciency in the high wage sectors of the economy,
efforts also need to be made to see that the
unorganised sector is also brought under the
purview of tripartite machinery.

VHI. Special Employment Programmes
(SEPs)
6.8.1 It is recognised that the adoption of an

employment-oriented strategy will enable attain-
ment of the goal of near full employment, but
only over a period of time. According to the
present estimates, such a goal could be realisti-
cally fixed for 2002 AD. Provision of short-
term employment for those still unemployed
and underemployed, particularly among the
poor and the vulnerable, would be necessary in
the interim period. Special Employment Pro-
grammes as in the past would, therefore, have
to be continued. It may, in fact, be necessary to
suitably extend such programmes with a view to
providing a measure of guarantee of work, par-
ticularly as a safety net to the poor. It would,
therefore, be all the more necessary that these
programmes are recast with a view to making
them more effective in meeting not only the
short-term objective of providing temporary
work to the unemployed, but also in contributing
to the productivity of local resources and pro-
ductive capacity of individuals to lead to genera-
tion of larger employment opportunities on a
sustained basis.

6.8.2 Itisimportant, in any case, to recognise
that the Special Employment Programmes could
be only an interim measure, to provide supple-
mentary employment and assistance to build
capabilities for sustained employment, to the
underemployed and the unemployed, particu-
larly among the poor, till they are able to secure
stable employment generated in the development
process. Therefore, the main thrust should be
on the acceleration of the rate of employment
growth over the years so that the need for special
programmes declines in successive years and
tapers off by the end of the decade. Continuing
necessity of such programmes on a large scale
would, in fact, imply failure of the employment
oriented development strategy that is envisaged
as the main plank of the Eighth Plan.

IX Summing-Up

6.9.1 The main elements of the strategy, poli-
cies and programmes towards expansion of em-
ployment opportunities during the Eighth Plan,
as described in the preceding Sections of this
Chapter, may be summarised as follows :



i. A faster and geographically diversified growth
of agriculture, so that the hitherto lagging
regions have a larger share in agricultural
growth; and diversification of agriculture
into high value, more labour intensive
crops like vegetable and fruits, particularly
in the agriculturally better developed re-
gions;

ii.Development of infrastructure and marketing
arrangements for agro-based and allied ac-
tivities like dairy, poultry, fishery and seri-
culture to accelerate growth of these
sectors;

iii. An expanded programme of development
and utilisation of wasteland for crop-culti-
vation and forestry;

iv. Development of an appropriate support and
policy framework for the growth of non-
agricultural, particularly ~manufacturing
activities, in rural areas, including rural
towns;

v. Greater attention to the needs of the small
and decentralised manufacturing sector as
a major source of industrial growth, par-
ticularly in the production of consumption
goods and manufactured exports;

vi. Large scale programmes of construction of
infrastructure and residential accommoda-
tion, the latter to be encouraged particu-
larly in the private sector through
appropriate land, financial and fiscal poli-
cies;

vii. Strengthening of basic health and education
facilities, particularly in the rural areas;

viii. Facilities for faster growth of the services
and informal sector activities through
greater ease of entry and suitable support
systems;

ix. Identification and relaxation of legislative
and policy measures found to restrict
growth of employment;

x. Greater flexibility in special employment
programmes and their integration with sec-

toral development with a view to ensuring
their constribution to growth and sustain-
able employment, and;

xi. Revamping of training systems to introduce
greater flexibility and responsiveness to
labour market trends,, and larger involve-
ment of users of the system's output, and
to provide opportunities for upgradation of
skills of the employed workers and also,
for the development of entrepreneurship
for the actual and potential self-employed.

6.9.2 These measures are expected to contrib-
ute to the faster growth of the economy and, at
the same time, increase the overall employment
content of growth. It is assessed that the rela-
tively faster growth of the sectors identified
above can raise employment elasticity close to
0.5, side by side leading to perceptible improve-
ments in labour productivity. The envisaged
GDP growth rate of 5.6 per cent during the
Eighth Plan, would thus result in an employment
growth of around 2.6 to 2.8 per cent per annum,
or an average of about 8 to 9 million additional
employment opportunities per year. A continu-
ation of employment growth of the Eighth Plan
into Ninth Plan, implying an average of 9.5
million employment opportunities per annum,
should be able to reduce unemployment to a
negligible level by 2002, by and large taking care
of the backlog alongwith the addition of 36
million in the labour force during 1997-2002.

6.9.3 It must, however, be admitted that the
ongoing structural reforms may entail a slow
down in the growth rate of GDP and, therefore,
of employment during the initial one or two
years of the Eighth Plan. Institutional arrange-
ments for retraining and redeployment and vari-
ous measures of safety net for the workers
affected by contraction in employment and ero-
sion in the real income of those with non-
indexed incomes are being considered. But the
most effective way to deal with the problem
would be to create conditions, particularly in the
informal sector, to generate larger productive
employment by making entry of individuals and
tiny units into processing, repair, transport and
other services sectors easier, and access to
credit, space and other inputs wider. Such a
strategy would not only provide a temporary
saftey net but will also provide employment on
a sustainable basis.
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Table 6.1

Growth of Employment* 1977-78 to 1987-88

Rural Urban Total

M F T M F T M F T
Employment (million)
1977-78 136.2 59.8 196.0 36.1 7.7 43.8 172.3 67.5 239.8
1983 147.9 659 213.8 454 9.6 55.0 193.3 75.5 268.8
1987-88 157.7 70.5 228.2 51.7 11.0 62.7 209.4 81.5 290.9
Annual Rates of Growth (%)
1977-78 to 1983 1.51 1.77 1.59 4.23 4.18 4.22 2.11 2.06 2.10
1983 to 1987-88 1.43 1.52 1.46 2.97 2.95 2.96 1.80 1.71 1.77
1977-78 to 1987-88 1.48 1.66 1.53 3.66 3.62 3.66 1.97 1.90 1.95
* Usual Principal Status (UPS).
M - Male F-Female T-Total
Source : NSSO (32nd, 38th and 43rd Rounds) and Estimates of Population based on 1971

& 1981 Census population and provisional population totals of 1991 Census.
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Table 6.2 Growth Rates of Employment* by Major Sectors

SL. No. Sector 1977-78 to 1983 1983 to 1987-88 1977-78 to 1987-88

( per cent per annum )

1.Agriculture 0.91 0.94 0.92

2.Mining 6.32 5.68 6.03

3.Manufacturing 3.76 2.18 3.05

4.Construction 7.93 13.03 10.19

5.Elect. Gas & Water 6.01 3.15 4.71
Supply

6.Trade 3.52 3.83 3.66

7.Transport, Storage and 6.66 2.35 4.70
Communication

8.Services 4.49 2.06 3.39
Total : 2.10 1.77 1.95
UPS

Source:  ibid
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Table 6.3  Growth in Organised Sector Employment : 1978-88

S1. No. Sector 1978-83 1983-88 1978-88

(per cent per annum)

1.  Agriculture 1.30 1.11 1.21
2. Mining & Quarrying 2.56 0.88 1.71
3.  Manufatureing 2.07 (-) 0.09 0.99
4. Elec.,Gas & Water 3.67 3.26 3.47
5.  Construction 1.92 1.25 1.59
6. Trade 1.94 1.43 1.69
7. Trans., Storage & 2.25 1.20 1.72
Communication
8.  Services 2.96 2.25 2.60
Total : 2.48 1.38 1.93
Public Sector 2.99 2.17 2.58
Private Sector 1.41 (-)0.43 0.48

Based on data from Employment Market Information Programme of the Ministry of Labour.
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Table 6.4 Average Annual Rates of Growth of Employment * of the Educated: 1977-78 - 1987-88

Sex/Residence 1977-78 to 1983 1983 to 1987-88 1977-78 to 1987-88
( per cent )
Rural 6.61 8.35 7.39
Urban 4.88 6.21 5.48
Male 5.51 6.76 6.07
Female 6.58 11.08 8.58
Total 5.59 7.14 6.29

* Usual Principal Status (age group 15 +)

Based on NSSO 32nd, 38th and 43rd Rounds.
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Table 6.5 Percentage Distribution of Workers * by 9 Major Sectors

Sector 1977-78 1983 1987-88
1. Agriculture 70.70 66.31 63.90
2. Mining & Quarying 0.52 0.65 0.77
3. Manufacturing 10.00 10.93 11.13
4. Electricity,Gas  and 0.26 0.32 0.34
Water Supply
5. Construction 1.82 2.47 3.96
6. Trade 6.18 6.67 7.30
7. Transport 2.13 2.71 2.78
8. Financing, Real Estate, 0.55 0.73 0.83
Insurance and business
services
9. Community, Social & 7.82 8.78 8.80

Personal Services

Total 100.0 100.0 100.0

* UPS
Notes :1. Total includes a negligible group industry not recorded’.
2. Based on NSSO 32nd, 38th and 43 Rounds.
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Table 6.6 Percentage Distribution of Workers * by Category of Employment

Rural Urban Total

Male Female Total Male Female Total Male Female Total

Self Employment
1977-78 62.2 56.3 60.4 39.9 42.2 40.3 57.9 54.8 57.0
1983 59.5 54.1 57.8 40.2 37.3 39.7 55.0 52.0 54.1

1987-88 57.5 55.1 56.7 41.0 38.6 40.5 53.8 53.1 53.6
Regular Salaried Employment

1977-78 10.9 3.7 8.6 47.2 30.8 44.2 17.9 6.6 14.6
1983 10.6 3.7 8.5 44.5 31.8 42.2 18.5 7.3 15.3
1987-88 10.4 4.7 8.6 44.4 34.7 2.7 18.0 8.3 15.2

Casual Wage Employment
1977-78 26.9 40.0 31.0 12.9 27.0 15.5 24.2 38.6 28.4
1983 29.9 42.2 33.7 15.3 30.9 18.1 26.5 40.7 30.6
1987-88 32.1 40.2 34.7 14.6 26.7 16.8 28.2 38.6 31.2

* UPS
Source: ibid
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Table 6.7 Unemployment Rates * by Sex, Residence and Status

Sector/ 1972-73 1977-78 1983 1987-88
Status

M F T M F T M F T M F T

Rural
UPS - - - 222 552 326 212 1.41 191 2.87 3.52 3.07
UPSS Ll6 048 092 128 2.0l 1.54 1.41 0.66 1.13 1.81 2.27 1.98
CWS 3.02 5.51 3.86 3.57 413 3.74 3.72 426 3.88 4.6 4.27 4.19
CDS 6.83 11.22 8.21 7.12 918 7.70 7.52 898 7.94 4.58 691 5.25
Urban
UPS - - - 648 17.76 8.77 5.86 690 6.04 6.07 8.77 6.56
UPSS 4.79 6.05 5.03 540 1240 7.01 508 485 5.02 516 593 5.32
CWS 596 9.09 6.53 7.2 1093 7.86 6.69 7.46 6.81 6.71 8.93 7.12
CDS 8.02 13.67 899 9.40 14.55 10.34 9.23 10.99 9.52 8.79 12.00 9.36
Total
UPS - - - 307 17.01 423 3.02 2.4 2.77 3.60 419 3.77
UPSS 190 1.02 1.6l 2.09 3.19 247 228 LI6 190 2.5 272 2.62
CWS 3.61 S5.87 432 429 497 448 444 470 451 475 492 480
CDS 7.07 1.46 835 7.59 9.86 818 793 9.26 8.28 5.54 7.61 6.09

* Unewmployed as percentage of labour force.

UPS :Usual Principal Status; UPSS : Usual Principal & Subsidiary Status;
CWS : Current Weekly Status ; CDS : Current Daily Status
M-Male F-Female T-Total

Source : NSSO: 27th, 32nd, 38th & 43rd Rounds.
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Table 6.8 State-wise Unemployment Rates * 1987-88

Usual Principal Status Current Weekly Status  Current Daily Status

1. Andhra Pradesh 3.90 5.10 7.35
2.Assam 5.62 5.02 5.09
3.Bihar 2.84 3.77 4.04
4.Gujarat 2.57 4.03 5.79
5.Haryana 5.86 6.57 7.59
6.Himachal Pradesh 3.19 3.05 3.12
7.Jammu & Kashmir 2.67 5.36 5.57
8.Karnataka 2.44 3.28 5.06
9.Kerala 17.07 17.62 21.19
10.Madhya Pradesh 1.51 2.51 2.86
11.Maharasthra 2.86 3.63 4.67
12.Manipur 2.20 2.03 2.10
13.Meghalaya 0.31 0.32 0.32
14.Nagaland 4.45 4.41 4.41
15.Orissa 4.66 5.16 6.44
16.Punjab 4.04 4.28 5.07
17.Rajasthan 2.68 4.21 5.74
18.Sikkim 3.83 2.77 2.88
19.Tamil Nadu 25 7.61 10.36
20.Tripura 4.41 4.31 4.66
21.Uttar Pradesh 1.83 2.78 3.44
22.West Bengal 6.06 6.69 8.13
23.A & N. Islands 4.01 4.52 5.77
24. Arunachal Pradesh 0.20 0.28 0.28
25.Chandigarh 8.55 8.91 8.80
26.D & N Haveli 0.42 0.68 0.95
27.Delhu 5.01 4.68 4.77
28.Goa, Daman & Diu 8.99 9.72 11.30
29.Lakshadweep 21.36 21.78 22.14
30.Mizoram 0.11 0.11 0.23
31.Pondicherry 6.73 10.70 21.14
All India 3.77 4.80 6.09

* Unemployed as percentage of labour force.
Source: NSSO - 43rd Round Survey.

Note: The survey did not include figures for rural areas of Nagaland and Ladakh and Kargil districts
of Jammu & Kashmir.
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