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PREFACE 

. The Working Group on Savings was appointed in May 1981 with the following functions: (i) t o  
undertake a critical review of the available enimates of investment and saving in the economy, bath 
of the aggregates and their components; (ii) t o  evaluate their interpretational significance; and (iii) t o  

- recommend improvements in the methods and procedures of estimation including suggestions as t o  
the possibility of building up regional estimates. The composition o f  the Group was as follows: 

Professor K.N.'Raj, Fellow, Centre for ~evelopment Studies, T r i v a n d ~ m  (Chairman) 
Professor M. Mukherjee, Honorary Professor, lndian Statistical Institute, Calcutta (Member) 
Professor S. Chakravarty, Delhi School of 'Economics. Delhi (Member) 
Dr. I.Z. Bhany, Director General, National Council o f  Applied Economic Research, 

. , 
New  elh hi (Member) 

Dr. R.J. Chelliah, Director, National lnstitute of Public Finance and Policy, New Delhi (Member) 
Dr. A. Bagchi, R.8.I. Professor. National lnstitute of Public Finance and Policy, 

New Delhi (Member) 

Dr. A.K. Ghosh, Chairman, Bureau of Industrial Costs and Prices, New Delhi (Member) 
Dr. K.C. Seal, Director General, Central Statistical Organisation, New Delhi (Member) 
Dr. S.P. Gupta, Adviser, Planning Commission, New Delhi (Member) 
Sri D.R. Gupta, Adviser. Planning Commission, New Delhi (Member) 
Dr. Mahfooz Ahmed, Economic Adviser, Ministry of Finance, Government of India, 

New Delhi (Member) 
Dr. N.A.Mujumdar, Adviser, Economic Department, ReseNe Bank of lndib, Bombay (Member) 
Smt. Uma Roy Choudhury, Additional Director, Central Statistical Organisation, 

New Delhi (Convenor) 

The Group was required to submit i t s  report within six months of the date of i t s  appointment; 
the period was later extended upto the end of February 1982. 

A t  the first meeting of the Working Group held in June 1981 it was decided to form six Sub 
Groups for examining in depth different issues related to the terms of reference (The composition of 
these Sub-Groups is  given in Annexure). The reports of these Sub-Groups were considered at a 
meeting of the Working Group held towards the end of September 1981. Preliminary drafts of tne 
report of the Working Group were then prepared and discussed in detail, first at a meeting held in 
New Delhi in the middle of November 1981 and then in Calcuna early in January 1982. The report 
was finalized in February 1982. 

The Working Group received very valuable help from the Central Statistical Organisation at all 
stages in its work. Smt. Uma Roy Choudhury carried the responsibility of not only collecting and 
preparing the necessary material for the consideration of the Group but for coordinating the work of 
the Sub-Groups and getting ready the first drafts of the report (particularly for some of the 
' appendices). Unfortunately, she had to leave on a foreign assignment towards the end of October, 

1981 and the Working Group did not have the benefit of her advice and help in the subsequent stages. 
However the Group continued to receive very valuable assistance from other members of the CSO, - 
particularly from Sri L.N. Rastogi, Sri S.V. Pimparkar. Sri D.N. Chatu~edi. Mrs. Grace Majumdar, 
Sri R.P. Katyal and Sri R.N. Khera. 



The Reserve Bank of India was also generous.enough t o  make available to the Working Groyp 
the services of Dr. S.L. Shetty of i t s  Economic ~epartment from the middle of the October 1981. 
He was of great help in the preparation of ,the . final . drafts of the repon and :in processing the . . .  . 7 . .  
statistical material'for,inclusion. . . . . ., ... ,, . , . . . .  

... 

The main report of'the Working Group is being presenied ina  form that iseasily readable, since 
the issues involved should be of interest to many sections-df thebublic. The morecoinplex technical 
questions are discussed in the appefldices. The Working Group has'also takenthe opp6rtunity to 
present as far as possible estimates of. saving and investment for the entire period from the early 
1950's; the detaileddata are presented'in the Statistical Angexures. Statistical tabies presen'tedin the 
repoi;.where the source is not specifically. indicated.are basedon da i i  suppl'lied by the CSO for the 
use of the Working Group.. While the ap;ehdices,for~ anessential part df the: r e k c  and have the 
general concurrence of the  diking Gioup, not  i l l ' the detailsiiven t h i i i i n  nbr all the views expressed 
there should be taken as carrying the approval of every member. . . 
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CHAPTER 1 
, 1 . 1 1  

INTRODUCTION 

1.1 Saving and capital fo'mation are crucial to economic development. Planning exercises in lndia 
-- have throughout highlighted'iheir importance not only in the context of resource mobilization and 

allocation but for assessing the growth potential of the economy. It is hardly necessary therefore to 
underline the need for conceptual clarity and estimational accuracy when quantifying these variables 

- for analytical and interpretative purposes or for policy formulation. 
8 .  

1.2 ' The earliest estimates, usedas bench-marks by the Planning Commission in the First and Second 
Five Year Plans, were of a very rudimentary nature and rested on admittedly weak statistical found- 

b ations. They helped however to draw attention to the relatively low rates of saving and investment 
in the economy and the order of increase required in them for sustaining the desired rates of growth 
in national inmme. According to the perspectives set out in the First Plan, net investment (i.e.. gross 
investment minus allowance for depreciation of capital stockl needed to be raised from about 5 per 
cent of the,national income, which was the estimated rate in the early 1950's0, to 20 per cent of the 
national inmme in a little over fifteen years; this was thought to be too ambitious at the time the 
Second Plan was framed, and the target was therefore lowered to 17 per cent of the national income. 
For making possible self-sustained development it was considered essential to have also a correk 
ppnding increase in the rate'of domestic saving in the course of this period. The subsequent record 

- has often been compared and anessedin the light of these targets. 

- 1.3 The first systematic attempt by an official agency at estimation of domestic saving was however 
made only somewhat later, around 1959. by the Reserve Bank of lndia (RBI). This series, which 
initially covered the period 195061 to 195768. has been continued since then by the RBI as an 

- annual feature. Estimate of saving have also been made by the National Council of Applied 
Economic Research INCAER) on the basis of sample surveys, separately for rural and urban house- 
holds; but the objective in this case was primarily to gather information on the motivational and 
behavioural aspects of household saving, and the resultant estimates have yielded no time series. The 
most detailed and cdmprehensive estimates of saving and capital formation now available, published 
by the Central Statistical Organisation (CSO), are the outcome of a series of attempts from the latter 
half of the 1950's to generate and improve the estimates of various components of national income; 
they are also the most widely accepted official series, though the Planning Commission and the 
Reserve Bank of lndia have continued to publish estimates often slightly a t  variance with them. 

1.4 Though the first set of estimates consistent with the national income series was published by 
the CSO only in 1961, estimates of saving and capital formation for the preceding decade have since 

: then been madeavailable. We have therefore now a continuous series from the same source covering 
the entire period 1950-51 to 197980. The astimates of saving are available a t  only current prices 

'This estimate for 1950-51 had explicitly excluded investment in inventories as well as 'nonmonetized' capital 
formation (i.e., investment in rural amas drawing upon local materials and direct contributions of labour). Cf. First 
Five Ywr Plan (Planning Commission, Government of lndia, December 19521, Appendix to Part I: 'National 

. Budgeting and the Plan', pp. 105-108. 



while those for capital formation are at both current and constant (1970-71) prices. Such estimates 
have now become a regular feature of the CSO's annual publication, National Acmunts Statiaics 
(NAS). It is with this CSO series that we shall be primarily concerned. 

1.5 According to the CSO estimates, the rates of gross capital formation and of gross saving have 
gone up significantly since the early years of the 1970's, to about 24 per cant of thegro&domestic 
product by 1978-79; even net capital formation and saving were touching rates of around20 per cent 
of the national income. This has raisetl a number of questions, in regard to both the estimates them- 
selves and iheir interpretation, particularly since there has been evaently no corresponding improve- 
ment in growth momentum within the economy and the problems of mobilizationof resources for 
development seem st i l l  as severe as ever before. It is in this context tha t  the present Working Group 
has been appointed with the following terms of reference: 

" (i) to undertake a critical review of the available estimates of investment and saving in the 
emnomy, both of the aggregate and their components; 

(ii) to evaluate their interpretational significance; and 

(iii) to recommend improvements in the methods and procedures of estimation including 
suggestions as to the possibility of building up regional estimates." 

1.6 Before attempting to offer any answers it is necessary to examine closely both the methods of 
estimation and the actual estimates so far made. Chapters 2 to 5 are therefore devoted to such an 
examination and assessment. Some conceptual questions and estimational problems are'diswssed in 
Chapter 6. Chapter 7 takes an overall view of the conceptual andmethodological issues, as well as of 
the trends in capital formation and saving revealed by the official estimates, and attempts an assess- 
ment of their implications for analysis and interpretation.  hei interpretations offered here are by no 
means exhaustive and are intended only to indicate some of the inferences these estimates lend them- 
selves to. Chapter 8 contains the main suggestions of the Working Groupfor improvements in the 
methods and procedures of estimation. sin& several of the issues dealt with in Chapter 2 to 8 
involve details of a technical or highly dekriptive nature, their full treatment is relegated to 
appendices in order to  make the main text of the  report more easily readable. 

I 



CHAPTER 2 

- BASIC STEPS IN ESTIMATION AND THEIR IMPLICATIONS FOR ANALYSIS 

2.1 To be able t o  interpret correctly the available estimates of domestic saving and investment it is 
- essential to keep in mind the basic steps in estimational procedure and the logical and practical 

considerations on which they rest. We shall review them briefly in this chapter and in the process 
indicate the nature and sources of the possible errors in estimation. 

2.2 To begin with, the economy is divided into three broad sectors: the public sector, the private 
corporate sector, and the household sector. Since the first two belong to the"0rganized'segment of 
the economy, estimates of both saving and capital formation at current prices can be made for these 
sectors from the published government and company accounts; and, if al l  the relevant documents are 

) available for this purpose, it should be possible in principle t o  avoid any significant errors in. 
estimation. The problem arises primarily in regard to the 'unorganized' household sector, for which 
such information is not easily available; it needs t o  be noted that this sector includes conceptually not 
only farm households engaged in agricultural production but all unincorporated enterprises engaged 
in industry, trade, transport and finance, private 'charitable' trusts, as also households that are not 
directly involved at all in production of any kind (except very marginally perhaps through ownership 
o f  residential houses). 

2.3 The estimates for this large, heterogeneous, and unorganised segment of the economy covered 
by the household sector are essentially in the nature of residuals derived by deducting the saving and 
investment estimates for the public sector and private corporate sector from estimates of aggregate 
saving and aggregate investment independently arrived at for the economy as a whole. This makes it a 
matter of crucial importance how these aggregates are estimated. 

2.4 The first step here is to estimate aggregate domestic investment in the economy each year. ~ h k  
is done by identifying three important forms in which physical assets can he accumulated i.e., 
construction, machinery and equipment, and inventories, and estimating the addition t o  arch assets 
each year with reference t o  either the commodities that by their nature get accumulated (such as 
steel, cement, machinery and equipment) and/or the expenditures associated with such accumulation. 
The method of estimation adopted for each of these different types of assets is discussed later briefly 
in Chapter 4 and in more detail in Appendix I. What needs'to be noted here is that, while it is 
relatively simple t o  compute the available quantities each year o f  the main commodities that go into 
fixed capital formation, there can be large margins of error in estimating the total capital outlay with 
which they are associated since they woulh depend on the correctness of a variety of norms used for 
this purpose. I n  the case of invent6ries also, while estimates of investment in the public sector and in 
some of the major industries in the private sector can be made without much difficulty, estimates of 
inventory accumulation in the rest of the economy are much more problematic (for reasons that will 
be obvious from Chapter 4). 

- 2.5 Consequently, the possible errors in estimation o f  aggregate investment in the economy are not 
only sizeable but, in the present state of our statistical data base, quite indeterminate. The gross 

.investment in the public sector and in the private corporate sector can be independently estimated 



from published accounts (as indicated. earlier);and this.ispreciselv what is done at the second step. 
But when the gross investmen't in the household sector is derived a t  this stage as a residual, all the 
errols i n  estimation of aggregate investment in the economy (done in xhe first, step) and such errors 
as may enter into 'the estimates for ' the 'organized' segment are nekessarily 'carried over to the 
estimates for this sector. Consequently these estimates of investment in physical assets within the 
houyhold sectorare subject t o  a possibly significant and necessarily indeterminate degree of error. 

2.6 The next step adopted in the estimation procedure is :to relate the aggregate in;e*me?t so 
arrived at with the flow of savings available each year from within and outside the economy. The 
savings generated within the public sector and the private corporate sector are directly estimated from 
the published accounts. Similarly, the inflow o f  foreign savings is deriv.4 from the capital account of 
the balance of payments. What remain's therefore t o b e  computed are the savings of the,hokehold 
Zector; this i s  done by estimating then& addition to.its holdings of financial aaets' (representing the 
liabilities of the other two sectors), after allowing for increasg in i t s  liabilities, an'd,adding to it the 
value b f  the 'increase in physical assets accumulated in the household sector each year (which, as 
indicated, is earlier estimated as a residual). , . 

2.7 I n  principle, the estimates o f  aggregate saving available for domestic investment (which include 
the net foreign saving inflow) should, be equal to the estimates of aggregate investment. in the 

k ' 

economy. However, discrepancies have been found .in practice, sometimes very sizeable. The 
procedure adopted by the CSO impliesin effect that the estimates of aggregate saving are the more 
reliable of the two; therefore, at the next step, when the estimates of aggregate invistment are higher 

. ,  . 
(or low&), it treats the difference b&ien the twd a i  "errors and omissions" to be deducted from 
(or addid to) the estimates of aggregatk investment. It i s  these adjusted estimates of aggGegqte invest- 
ment that form the basis of the over-all'rates o f  investment in the economy, expressed as proportions 
of the gross domestic product, t o  which :reference was made inchapter 1 .: , , 

' , 

! 
2.8 It will be evident however from the underlying logic of the estimation procedure that the 
possible errors in the estimate of investdent in physical assets i" the household sector are not actually 

I covered or even partially touched by the adjustments so made. In fact the estimate of saving in the 
form of additions to physical assets in the household sector each year is taken as identical t o  the I 
estimate of such investment in the sector, and this is therefore common to the estimates of both 
aggregate saving and aggregate investmen't in the economy. 

I k .  . . .  
2.9 What is achieved by independent stlmatlon of aggregate saving is something quite different. It 
offers essentially a crosscheck on the estimates of Investment in the 'organized' segment of the I: ' . 
economy (i.e.,ih the public sector and prlvate corporate sector) and of the savings available for the 
purpi;se. To the extent that the total inlesiment in this segment is not covered by i t s  own savings it 

I has t o  be necessarily matched by inflow of foreign saving andlor by net transfer of savings from the 
I household sector (the latter of which shouldbe equal t o  the net addition to the holdings of financial 

assets by this sector). When they do not match it is indicative of errors or omissions in the estimation - 
of one or other of the above componen ! s, and it is such errors that are really captured by the adjust- 
ment in aggregate investment referred to bbove. 

I 'As will be reen from Chapter 3. the estimates of the additions to the holdins of financial aaets in the household 
sector are also generally derived as residuals. I 



2.10 This will be clear from the following diagramatic representation of the steps in the method of 
estimation and of the underlying reasoning. The diagram brings out also the basis of estimation of 

- gross domestic saving i.e.,excluding inflow of foreign saving, and of i ts sectoral distribution., 

- 2.11 The CSO does not offer a sector-wise distribution of i t s  adjusted estimates of gross capital 
formation (i.e.,after making allowance for the "errors and omissions" in the unadjusted estimates); 
such a distribution is available (as can be seen from the diagram) only in respect of the unadjusted 
estimates. This has to be borne in mind when using the CSO estimates of gross capital formation for 
any of ths sectors. 

2.12 It will be evident however that, while a sector-wise breakdown i s  not attempted of the adjusted 
estimates o f  gross capital.formation.(see step 4);the CSO does .provide a'sector-wise distribution of 
gross domestic.'s'aving corresponding to the adjusted estimates o f  gross capital 'formation (see step 5).  
It will also be seen'that, in this sector-wise distribution,.the gross saving of the household sector in the 
form of physical assets is identical to the estimate of gross capital formation in the household sector 
in the unadjustedseries (see step 2).'~his implies that gross capital formation in the other two sectors 
(i.e.,in the 'organized' segment of the economy) must logically bear the brunt of theadjustment made 
on account of "errors and omissions". It also brings out clearly that the possible errors and omissions 

- in the estimatibn of physical assets in the 'unorganized' household sector (in step 21, thdugh they 
cannot be specifically demarcated, have t o  be allowed for additionally to the CSO estimate of "errors 
i n d  omissions". These hyb categories o f  errors and omissions are both important for a critical review 
of the available estimates of gross capital formation and saving in the economy and their inter- 
bretational significan'ce. We shall attempt such a review i n  the following two chapters. 

, '  

2.13 In chapter 3 we shall examine the sourcesof data and of the possible errors in estimation o f  the 
gross investment in the 'organized' segment of the economy (i.e.,in the public sector and private 
corporate sector), as well as of the savings that can be regarded as being available to them,with a view 
to judging the reliability o f  the estimates for this segment. This wil l  necessarily cover, for reasons that 
should be obvious from the above analysis, the estimates of saving in the form of financhl assets in 
the 'unorganized' segment since it represents the amount transferred to the 'organized' segment 

; through one form o f  financial intermediation or another. 
L 

2.14 Chapter 4 will be confined to a similar examination of the sources of data and methods of 
- estimation of the investment in physical assets within the 'unorganized' segment (i.e.,the household 

sector) and, therefore by implication, of the saving corresponding to it in this segment. Though the 
errors in estimation here might be sizeable, and would be difficult to allow for w~thout substantial 
improvements in the statistical data base relating to this segment, a critical review could help to 
identify the main sources of such error and the direction o f  the biases,if any. 
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CHAPTER 3 

CAPITAL FORMATION IN THE 'ORGANIZED' SEGMENT 
AND SOURCES OF SAVING 

- 3.1 As indicated in Chapter 2, capital formation and saving in the 'organized' segment of the 
economy are estimated directly from available accounts. In the case o f  the public sector the relevant 
data are available from the budgets of the Central and State Governments, the accounts of depart 
mental undertakings and local authorities, and the balance-sheets and profit and loss acwunts of the 
nondepartmental corporations and companies: and, in the case of the private corporate sector, from 
the balance-sheets and profit and loss accounts of public and private limited companies. Data from 
the Annual Survey of Industries are also'used for estimation of capital formation in the manufac- 
turing sector. Since all these data relate to actual receipts and payments as reported by the concerned 
organizations they offer as firm a basis for the estimates as can be expected. 

3.2 There are of course in practice several difficulties in estimation even here. They can be traced 
mainly t o  the following: . , 

9 (i) the problems involved in determining, on the basis of the available data, precisely how 
much of the expenditure shown under different heads i s  really on capital formation and 
how much on current consumption; 

(ii) non-availability of the acwunts of several nondepartmental undertakings (particularly 
among those belonging to State Governments) and of the great majority of local authori- 
ties, and the consequent need t o  adopt various procedures of indirect estimation; 

(iii) the difficulties in securing the balance sheets and profit and loss accounts of most private 
limited companies, as also of public limited companies with relatively small paid-up 
capital, and the need therefore to rely on samples of different degrees of adequacy for 
making the estimates (see Appendix 11); and 

(iv) lack of adequate information on the economic life of physical assets on the basis of which 
the appropriate rates of depreciation of capital stock can be computed, and the errors so 
introduced in the estimation of net capital formation. 

Consequently there can be errors in the estimates of capital formation and saving for the public sector 
as well as for the private corporate sector. 

3.3 However, the sources of error indicated above are such that in many cases they would affect 
estimates of capital formation and of saving almost symmetrically, such as when the proportion o f  

: expenditure going into capital formation' in the public sector is over-estimated and the resulting 
under-estimation of consumption expenditure shows up in an equivalent increase in saving within the 

-sector (see Appendix I l l ) .  To the extent that estimates are based on samples and the blowing rip 
- factors used introduce some bias there could be some asymmetric effects. This means that, whatever 

-may be the degree of error in the estimates o f  capital formation and saving i n  the public sector and 
private corporate sector, they may not make a significant difference t o  the gap between the two. It is 
this gap between capital formation and saving in the 'organized' segment that, for reasons indicated 



in Chapter 2, one would expect t o  be matched by  net saving transfer from the 'unorganized' segment 
and net saving inflow from abroad. It follows that, when they do not match, there would be strong 
ground for presuming that the discrepancy is due to'errors and omissions'in the estimates of these- 
two sources of saving. 

3.4 This presumption gains further support when we go on t o  examine the problems involved in 
estimating the net addition each year to the household sector's holdings of financial assets (such as 
currency, bank deposits, insurance and provident funds, and shares and debentures) representing the 
liabilities of the 'organized' segment o f  the economy (see Appendix IV). The household sector's 
holdings of many of these assets are arrived at as a residual by deducting those held in the public 
sector and private corporate sector from the total of such assets in the economy, and difficulties are 
encountered at both ends. For instance, there are varied estimates of the financial resources raised by 
companies in the private sector through public deposits and issue o f  shares and debentures, and so the 
extent of the gross addition annually in the total liabilities of the private corporate sector on this 
account is itself in doubt; how much of these are held as assets within the 'organized' segment i s  also 
somewhat uncertain. Similarly, estimates of the holdings of currency and of bank deposits in the 
private Corporate sector (and even public corporations) are at best approximations, as they are based 
on sample studies andlor periodic surveys aAd therefore subject to various estimation errors. There 
could also be considerable errors in the estimation of increases in the financial liabilities of the house- 
hold sector, such as on account of borrowings from commercial and co-operative banks and from 
government, which have to be netted out in order t o  arrive at the net addition to i t s  financial assets. 

3.5 For the purpose of this analysis we' have introduced the net saving inflow from abroad as 
essentially a balancing item, though such inflow need not be exclusively into the 'organized' segment - 
of the economy. This would be in principle equivalent to the net increase in the external liabilities of 
the country after allowing for the changes in i t s  external financial assets, and it should be possible to 
estimate it from such changes in external liabilities and assets recorded in the balance of payments on . 
capital acmunt. However, here again, delays in the finalization of the relevant accounts in the balance 
of payments and in the analysis of the accounts of foreign companies and/or their branches operating 
within the country introduce some errors in ektimation. The "errors and omissions" as identified in 
the published balance of payments accounts $re indicative of the discrepancies which need to be 
allowed for in this context. 

3.6 In Table 3.1 we present the CSO estimates of gross capital formation in the 'organized' segment 
of the economy and of the related sources of saving. It will be seen that the total saving from the 
three sources enumerated here (i.e.,from with'in the segment itself, from the 'unorganized' segment. 
and from abroad) falls short of the gross capit$l formation in this segment in many years and exceeds 

I it in some. As indicated in Chapter 2, it is  in,effect these discrepancies that have been identified as 
"errors and omissions" by the CSO, and used ifor adjusting the estimates of gross capital formation in 
the economy as a whole on the implicit asiumption that the estimates of gross saving are more 

I reliable. 

I 
3.7 It would however appear from our analysis that there are no strong grounds for such an 
assumption, because (a) to the extent that tTere are errors in the estimates of gross capital formation 
in the 'organized' segment, there may also b'e errors in the same direction in the estimates of groZs 



Table 3.1: Gross Ca~ka l  Formation in the 'Organired' Segment of the Economy 

and Related Sources of Saving 
(as %of GDP1 (at current market prices) 

Gross capital formation in Gross saving in the Net Net - Discre- 
' the 'organized' segment 'organized' segment transfer inflow pancy -- 

{unadjusted) of - of - ("errors - 
Year Public Private - -  Public Private -- saving saving and --  A 

sector corporate Total sector corporate T* from from - - omi- 
sector - sector 'unor- abroad 5% - 

ganised' 
segment 

1 2 3 4 5 6 7 8 9 10 

1950-51 2.7 2.2 4.9 1.8 0.9 2.7 0.6 (-10.2 (-11.8 
1951 -52 3.0 2.5 5.5 ' 2.5 1.3 3.8 0.1 1.8 + 0.2 
1952-53 2.6 0.7 ' 3.3 1.5 0.6 2.1 0.7 (-10.3 (-10.8 
1953-54 2.8 neg. 2.8 1.2 0.8 2.0 1.4 (-10.1 + 0.5 
1954-55 4.5 1.5 6 .O 1.6 1.2 2.8 2.9 0.2 (-fO. 1 
1955-56 4.9 2.1 7.0 1.7 1.3 3.0 4.2 . 0.4 + 0.6 
1956-57 5.6 2.9 8.5 2.0 1.3 3.3 2.8 3.0 + 0.6 
1957-58 6.9 3.3 10.2 2.0 1 .O 3.0 2.4 3.9 1-)0.9 
1958-59 6.1 1.8 7.9 1.7 1 .O 2.7 2.6 2.8 + 0.2 
1959-60 6.4 2.1 8.5 1.7 1.3 3.0 3.1 1.7 (-)0.7 

- 1960-61 7.6 3.6 1 1.2 2.8 1.8 4.6 3.0 3.2 (-jO.4 
1961-62 7.2 4.6 11.8 3.1 2 .O 5.1 3,l 2.2 (-)1.4 

. 1962-63 8.5 3.1 11.6 3.3 2.0 5.3 2.9 2.6 (-10.8 
196384 8.6 4.4 13.0 3.6 2.0 5.6 3.8 2.2 (41.4 
1964-65 8.5 3.9 12.4 3.5 1.7 5.2 3.1 2.6 (-11.5 
1965-66 9.2 2.9 12.1 3.4 1.6 5.0 4.4 2.5 (-10.2 
1966-67 7.7 2.2 9.9 2.4 1.5 3.9 3.1 3.3 + 0.4 
1967-68 7.2 2.5 9.7 2.1 1.2 3.3 2.7 2.6 (-)1.1 
196859 6.5 2.3 8.8 2.6 1.3 3.9 2.4 1.3 (-11.2 
1969-70 6.1 1.8 7.9 2.8 1.5 4.3 2.5 0.7 1-10.4 

1970-7 1 6.9 2.6 9.5 3.1 1.6 4.7 3.4 1.0 (-)0.4 
1971-72 7.3 3.0 10.3 2.9 1.7 4.6 3.6 1.1 I-}l,O 
1972-73 7.5 2.8 10.3 2.8 1.6 4.4 4.4 0.6 (-)0.9 
1973.74 8.2 2.8 1 1 .O 3.1 1.8 4.9 6.1 0.7 + 0.7 
1974-75 8.1 3.9 12.0 3.8 2.1 5.9 3.4 0.9 (-11.8 

. 1975-76 10.4 2.9 13.3 4.5 1.4 5.9 5.3 (-j0.2 (-12.3 
- 1976-77 10.6 2 .O 12.6 5.1 1.4 6.5 6.1 (-11.6 (-11.6 

1977-78 8.2 2.5 10.7 4.5 1.5 6.0 6.1 -1.6 (-10.2 
- 1978-79 , 10.2 , 2.5 12.7 4.8 1.6 6.4 7.3 (-10.2 + 0.8 

1979-80 10.3 2.5 13.3 3.7 1.6 5.3 6.4 0.5 1-H.1 



saving in this segment; (b) it 'is possible to identify a numberof sources of possible errors and 
omissions in the estimates relating t o  net transfers of saving from the 'unorganized' segment and from 
abroad; and (c) the discrepancies referred t o  above cannot be analytically related in any way t o  - 
possible errors and omissions in the estimates of gross capital formation within the 'unorganized' 
segment. Al l  that can be said therefore is that gross capital formation and gross saving could both be 
overestimated or under-estimated. to about the same extent for the organized segment of the 
economy; that discrepancies of the.kind noticed between gross capital formation in this segment and 
the total savings available t o  it should be attributed more t o  errors in the estimation o f  net transfers 
of saving from the 'unorganized' segment of the economy and from abroad; and that various 
improvements can be made in all these estimates which would make it possible to reduce the errors 
and omissiohs on this account. Our suggestions in,this regard are contained in Chapter 8 and also in 
Appendix IX. 



CHAPTER 4 

CAPITAL FORMATION IN THE 'UNORGANIZED' SEGMENT 

4.1 It has already been pointed out in Chapter 2 that the CSO's estimates of capital formation in 
the 'unorganized' segment (i.e.. the household sector) are obtained as a residual, that is, by deducting 
the estimates of gross capital formation for the 'organized' segment from the estimates for the 
economy as a whole. Therefore, for assessing the estimates of capital formation relating to the 
'unorganized' segment. it is necessary to examine the methods of estimation adopted for the entire 
economy as well as for the 'organized' segment. This chapter (a) presents a brief description of the 
procedures involved in their estimation, (b) identifies the several points a t  which errors or biases may 
be introduced into the estimates of capital formation in the 'unorganized' segment, and (c) attempts a 
review of the trends in capital formation in this segment as revealed by the existing estimates. 

4.2 The estimates for the economy as a whole are built up separately by the type of assets 
accumulated in the process of capital formation, vir., construction, machinery and equipment, and 
inventories. How this is done for the economy as a whole, and separataly for the 'organized' segment, 
i s  briefly described below for each of these different forms of capital formation; more details are 
given in Appendix I. 

Grcnt conmuction outlay in the economy 

4 3  The construction component of capital formation is estimated in two parts: (i) construction 
undertaken with substantial use of five specified construction materials (viz., cement, iron and steel 
products, timber and round-wood, bricks and tiles, and permanent fixtures and fittings); and 

. (ii) labour-intensive construction undertaken with the help of freely available construction materials 
like grass, leaves, reeds and mud. Construction of the first category i s  urually described as 'amunted' 
or pucca. and that of the second variety 'unaccounted' or kutcha. The estimates of pucca construction 
are made on the basis of the 'commodity flow' method and those of kutcha construction are derived 
by the 'expenditure' method. While the 'expenditure' method relies only on estimates of expenditure 
on new construction works in money terms, the 'commodity flow' method requires first the 
estimation, in terms of physical quantities, of t he  net availability of the specified construction 
materials used for the purpose of new construction works and then i t s  evaluation in money terms. 
Net availability is derived by taking the estimates of domestic production of each material (say, steel) 
and then allowing for i t s  use elsewhere (i.e., other than in construction), for changes in stocks, as well 
as for imports and exports. The valuation of physical quantities is undertaken on the basis of the 
official or market prices, as the case may be, and it i s  also marked up for trade and transport charges. 

4.4 The total value x, arrived at, in respect of the five construction materials identified for the 
'commodity flow' method, is added to the estimated value of other construction materials. Other 

- construction materials include crude coal tar, road tar, hard board, PVC flexible sheetings, refractories 
and furnace lining bricks, hume pipes, asbestos cement sheets, paints and varnishes, sheet glass, pipes, 
limestone, etc. Sufficient data are however not available to enable an independent estimation of these 
other construction inputs. Based on sample surveys, an estimate is therefore arrived at of the propor- 
tion that the cost of the five specified construction materials bear to the total cost of all construction 



materials together for a bench-mark year; this i s  found to be nearly 66 per cent. For the subsequent 
years, this proportion is adjusted for the relative movement of prices of the five basic materials as 
compared with the prices o f  other construction materials. 

4.5 Similarly, the proportion that factor income payments associated with construction bear t o  the 
total value of material inputs i s  determined for a benchmark year 1970-71; this has been found t o  be 
6 0  per cent. For the subsequent years, the bench-mark proportion is adjusted for the differential 
movements in the prices o f  construction materials and wages of construction workers. 

4.6 Estimates of labour-intensive construction (i.e., kutcha construction), as stated earlier, are made 
on the basis of available data on the expenditures incurred on new construction works. Such labour- 
intensive construction is confined to the 'unorganized' household sector except for (i) afforestation 
and re-afforestation in the public sector, and (ii) tea, coffee and rubber plantations in the private 
corporate sector. Data on expenditures on afforestation and re-afforestation in the public sector are 
available in the budgets of the Central and State Governments. I n  the case of the private corporate 
sector, the estimates are based on data obtained from the Tea, Coffee and Rubber boards. 

4.7 In the case of the household sector, labour-intensive kutcha construction relates to residential 
and non-residential buildings and 'other construction works'; the estimates for each of them are 
prepared first for a bench-march year using thb 'expenditure' method, and they are then carried 
forward for other years through relevant indicators. The estimates for the bench-mark year prepared 
by using ratios derived from different surveys conducted inrural and urban areas which provide data 
on construction outlays per annum. The total expenditure on unaccounted (orkutcha) construction 
is taken as equivalent to (a) 28 per cent of the value of private household construction outlays in 
residential as well as non-residential structures in rural areas, (b) 20 per cent of the value o f  private -. 
construction outlays in residential and non-residential buildings in urban areas, (c) all of the outlay on 
'other construction works' excluding construction of wells, and (d) two-seventeenth of the outlay on 
construction of wells. The bench-mark estimates thus obtained are moved to other years using 
appropriate quantity and price indices. 

4.8 The estimates for the two categories of cdnstruction, viz., accounted (pucca) and unaccounted 
I 

(kutcha), are then added to obtain the current value of total annual construction (exclusive of 
I 4 

expenditures on repairs as well as on construction for defence purposes). 

I 
Gross investment in machinery and equipment inlthe economy 

4.9 Estimates of gross domestic fixed capitai formation in 'machinery and equipment' are also 
prepared by the 'commodity flow' method, and the estlmate for the household sector is then derived I : as a residual. Various items of machinery and equipment which are domestically produced or 
imported are classified into four groups: (a) cbpita~ goods, (b) parts of capital goods; (c) 'partly 
capital goods', and (d) parts of 'partly capital goods'. The estimated capital formation in a year in 
'machinery and equipment' is then taken t o  be lequal t o  (a) the total value of capital goods available, 

I (b) 50 per cent of the value o f  parts of capital goods, (c) varying proportions of the value o f  'partly 
capital goods', e.g.. 50 per cent of furniture and fixtures, 75 per cent of typewriters, 20 per cent of 

I refrigerators, 80 per cent of airconditioners and 30 per cent of cars, and (d) in respect of parts of 
I 

'partly capital goods', one-half o f  the proportions applied above to the value of 'partly capital goods'. . 
I 



Gmss inveamem in fixed assets in the 'oraanized' senment 

4.10 As explained earlier, the estimates for the household sector's capital formation in 'pmstmction' 
and in 'machinery and equipment' are derived by deducting the estimates for the public sector and 
the private corporate sector from those for the economy as a whole. Estimates of such additicrns to 
fixed assets in the administrative departments of government and in public sector undertak'ings are 

- based on information provided in the budgets of the Central and State Governments, departmental 
enterprises, local authorities, and port trusts, and in  the annual accounts of nondepartmental enter- 
prises. For private joint-stock companies engaged in manufacturing, the estimates of fixed capital 
formation are based on data published in the Annual Survey o f  industries; for electricity undertakings 
the data used are from Public Electricity Supply: A l l  lndia Statistics (issued by the Central Electrical 
Authority); and for the rest of the joint-stock companies, the estimates are based on the results of the 
studies on the finances of joint-stock companies published annually by the Reselve Bank bf lndia. 
The estimates themselves relate to the annual changes in the  value of the stock of assets. The 
estimates of fixed capital formation so arrived at are then allocated between 'construction' and 
'machinery'.in proportion to the estimates,for the two caregories as obtained from the results of 
sample studies on joint-stock wmpanies in the private sector. 'Capital works in progress' and 
'expenditure during construction' have been allocated between 'construction' and 'machinery' in  
proportion to gross expenditures under the latter two categories. 

4.11 The estimates for 'change in stocks' in the economy as a whole are prepared separately for the 
followingeconomic activities (or what may be called industrial categories): (i) agriculture, (ii) forestry 

. and logging, (iii) mining and quarrying, [iv) manufacturing, (v) construction, (vi) electricity, gas and 
water supply. (viil transport, storage and communications. (viii) trade, hotels and restaurants. {ixl real 
estate, (x) public administration and defence, and (xi) other services. 

4.12 For the industries exclusively in the public sector and for the public sector component in  other 
industries, the estimates are built up using the data contained in budget documents and in the annual 
accounts of public sector companies; they are a direct source of data on inventory accumulation. 
Other direct sources of data relating to the private corporate sector are the Annual Survey of lndus- 
tries, the Reserve Bank of lndia studies on joint-stock companies, all-India statistics on electricity 
companies, and mineral statistics. 

4.13 The 'unorganized' sectors, for which indirect sources of data are used to estimate the stock 
accumulation, are: (i) households engaged in agricuiture (excluding plantations and livestock), 
(ii) livestock, (iii) unregistered enterprises engaged in manufacturing, and liv) household enterprises 

: engaged in trade, hotels and restaurants, and real estate. The estimates for households engaged in 
agricuhure have been prepared on the basis of data on bank advanoes (according to occupation.cum- 
organisation) available annually from the Reserve Bank of lndia; it is assumed that banks generally 
keep a margin of 25 per cent except for purposes where separate margins have been prescribed. 
Livestock data are based on the livestock censuses, with appropriate methods of interpolation and 
valuation in money terms. For unregistered enterprises engaged in manufacturing, estimates are based 

-on the proportion of value added to inventories in selected yeak. 



4.14 In the case of household enterprises registered for trade in commodities other than foodgrains, 
data bn bank advances to such trading establishments are used for estimating the inventories held. In 
the case of households not so registered, estimates of stocks for the year 1969-70 have been arrived - . 
a t  on the basis of the data contained in the 24th Round (1969-70) of the National Sample Survey, 
relating to some features of household non-registered trade; they are then moved to other years'on 
the basis of the advances of banks to'partnership firms and households engaged in private trade. 
Estimates of stocks of foodgrains with private traders have been prepared on the basisof information 
on the marketed surplus (defined to mean arrivals in particular market centres); after deducting the 
quantity procured by the Government, it is assumed arbitrarily that 25 per cent of the balance is kept - 

as stocks with private dealers each year, andthe change in quantity of stocks so arrived a t  is valued a t  
the average price of foodgrains prevailing during the year. 

4.15 The estimates of investment in inventories by households do not however cover the stocks held 
by producers of foodgrain. It i s  assumed that stocks held by them are only for current consumption, 
and are lef t  out of account as all such stocks held by consumers. 

Estimation biases 

4.16 It will be obvious from the description of the methodology of estimation of gross capital 
formation in the aggregate, and therefore of the 'residual' relating to the 'unorganized' segment, that 
there are several points a t  whicherrors or biases may enter. Where the 'commodity flow' method i s  
used, the estimates of construction materials and machinery produced in the 'unorganized' sector, of . 
construction inputs other than the five basic ones, and of factor income payments (based on propor. 
tions derived from field data for remote years) are al l  evident sources of error. The basis of estimation 
of labour-intensive construction appears to be still more tenuous. 

4.17 While this much is obvious, there i s  no way of judging the precise extent of the errors involved. - 

As brought out in Appendix [,.the share of kutcha construction'in the total value of construction has 
remained almost constant a t  around 16 per cent during the eight-year period 1970-71 to 1977-78. 
Vast fluctuations are found in the share of non-residential construction attributed to the household 
sector out of the total value of construction estimated through the 'commodity flow' method. 
However, it is not possible to say anything about, the degree of reliability of these estimates. 

4.18 Errors of biases in any element in the edtire structure of the estimates relating to total fixed 
capital formation must naturally affect' the eiimates of .fixed investment in the household sector 
(sincethe latter arederived as residuals). Consequently, any upward or downward bias in the estimates 
of investment in the form of fixed assets inlthe public sector or in the private corporate sector 
(through inilated project costs, leakages of various kinds, or merely estimational errors) would have a 
corresponding downward or upvard bias in thelestimates for the household sector. 

I 

4.19 This is also true of those parts of the kstimated changes in stocks that are based on indirect - . 
sources of data; they accounted for 15 per c$nt to over 100 per cent of the total inventory invest- 
ment ir! different years in the course of the 1970's (Table 4.1). However, it is difficult to pass any - 
definitive judgement as to whether the existing estimational procedures are introducing an upward 
(or downward) bias into the actual estimate4 of stock accumulation. There is some evidence which. 



Table 4.1 : Chanae in Stocks Estimated from Direct and Indirect Data - - 

Sources: 1970-71 to 197980 (at current prices) 

Estimated from Estimated from Share of direct Share of indirect 
Total change direct data indirect data. sources as per- sources as 

Year in stocks sources sources centage of total percentage of 
total 

(Rupees, Crores) 



suggests that there may be no bias in the upward direction. For instance, a brief study on inventories 
held by traders in the city of Bombay, undertaken by the Resetve Bank of lndia for the Working 
Group, indicates that their holdings are considerably larger in size than might be inferred from the . 
total bank advances to them and the relevant bank margins (see Appendix V). It would also appear - 
from a comparison of the ratios of 'change in inventories' to GDP in different countries that, while 
they are relatively high in lndia compared to the developed countries, there are other developing 
countries (such as Mexico) where also these ratios are high* (see Table 4.21. The evidence is however - 

inconclusive and nothing can be really said either way. Besides, large accumulations of particular 
commodities (such as, of foodgrain in some yean. and of steel or coal in other years) have figured 
prominently in inventory investment over the last decade. 

Trends in gross capital formation in the household sector 

4.20 Keeping these estimational problems in mind, we shall now review the trends in gross 
capital formation in the household sector. A conspicuous aspect of the trends in sectoral gross capital 
formation (as depicted in Table 4.3) i s  that, since the mid-1960's, when the aggregate rate of capital 
formation reached a peak, it is the rate of gross capital formation in the household sector that has 
shown the greatest increase. Earlier, the improvement in the rate of total domestic capital formation 
was mainly on account of increases in the public sector, and to a more limited extent in the private 
corporate sector; the ,ate of capital formation in the 'unorganized' household sector fiuctuated.from 
year to year but showed no increase during this period. 

4.21 Such a rise in the rate of capital formation in the 'unorganized' Segment over the last decade 
and a half is evident alx, when we consider the rate of gross fixed capital formation, i.e.. excluding 
'change in stocks' (see Table 4.4). 

4.22 The increase has taken place essentially under capital formation in 'construction'; and, within 
'construction', under pucca construction (as d~siin~uished from kutcha construction), as can be seen - 
from Table 4.5. 

4.23 As has been emphasized earlier, the 'unohanized' household sector is highly heterogeneous in 
composition. Considering the nature of the dada sources, it is extremely difficult to pin-point as to 
which of i t s  constituent elements (e.g., farm kouseholds or non-farm business enterprises) brought 
about this improvement in gross fixed capitallformati0.n. A fignificant improvement in the rate of 
pucca construction, as well as the continuance of a fa~rly h~gh level of investment in the form of 
'machinery and equipment', suggest however that urban construction and non-farm investment, 
possibly contributed a great deal to the overall improvement in the rate of fixed assets formation in 
this sector. 

I 
I 

'In a study of a c m s  section of 48 countries,Simon Ruznets reported that "net additions to inventories account on 
the averaga for only 1 to 3 per cent of gmn natiokal pmduct. But whereas the relative weight of fixed capital . 

I formation in national pmduct declines as we move from the high to low income countries, that of inventory 
accumulation does not: and in consequence, its sha& in gross domestic (or national) capital formation is appreci- 

i ably greater in the low income than in the high incomecountries". Kuznets, Simon, "Quantitative Aspects of the 
Economic Growth of Nations: V Capital ~o rmat io i  Proportions International Comparisons for Recent Years", - 
Economic Development and Culfuial Change IVol. V8III. No.4, Pan I I), July 1960, p.7. 



4.24 It would appear from estimates of private investment in agriculture available from the CSO that 
such investment was rising as a proportion of the total investment in physical assets within the house- 

. hold sector, till it reached a level of about 36 per cent in the mid 1960's; thereafter it has evidently 
remained below that level (see Table 4.6). This implies that non-agricultural activities within the 
household sector account for the bulk of the increase in investment in the 'unorganized' segment of 

. . the economy after the mid-1960's. 

4.25 Published data from the A l l  lndia Rural Debt and Investment Survey, 1961-62, and the A l l  
lndia Debt and Investment Survey, 1971-72, indicate that the proportion of cultivators reporting 
capital expenditure in farm business had gone down from two-thirds in 196182 to slightly less than 
one-half in 1971-72 at  the all-India level*; however,since the sample was larger in 1971-72 than in 
1961-62 and since there were also some differences in sample design, one has to be careful in drawing 
inferences from this finding."" Household surveys conducted by the National Council of Applied 
Economic Research (NCAER) indicate some increase in the rate of investment in agriculture between 
the early 1960's and the early 1970's. from 4A per cent of gross rural household income in 1962 to 
5.8 per cent in 1970-71; there has been evidently no significant increase since then, the estimated rate 
for 1978 being about 5.9 per cent. f 

See Reserve Bank of lndia. Capital Expenditure and Capital Formation o f  Rural Households IAII lndia Debt and 
Investment Survey, 1971-72) (Bombay, March 19781. pp. 128-129. 

.* The 196162 survey covered e sample of 2D00 villages, while the 1971-72 survey covered 12.000 villages. I n  
selecting sample households from sample villages, the 1971-72 survey first stratified the village households, 
whereas the 196162 survey chose households without prior stratification, However, the larger number of sample 
households in the 196162 survey (40 householdsl as compared t o  the 1971-72 survey (10 householdsl offsets, 

- at least panly, the deficiency on account of lack of stratification. The comparability bias on account of these 
differences needs t o  be studied. 

f The relevant data furnished t o  the Working Group by the NCAER are presented below in tabular form: 

1962 . 196768 196869 1969-70 1970-71 1975-76 1978 
AV VG VP P G VG A V  

Gross investment i n  
agriculture lin Rs. crores 390 1,062 622 938 1,160 1.717 . . 
at current prices) 

1 
Gross rural household 
income (in Rs. crores 8,729 19,646 17,335 18,735 19844 30,167 . . 
at current prices) 

Rate o f  gross investment 
les % of gross rural 4.4 5.4 3.6 5 .O 5.8 5.7 59 
household income) 

Note: 1. The following abbreviations shown beneath the years describe the weather factor: A V  = Average; 
VG =Very Good; VP = Very Poor; P = Poor; G =Good 

2. lnvestment represents investment in land and its improvement in farm assets of all types including 
dug wells and farm buildings, and in livestock. Inventories are excluded. Net purchase o f  land 
accounts for less than 2% of total investment. 

:3 3. For 1978, the e*.imate is based on  a field study on 'asset preferences' pertaining to Northern and 
Southern regions o f  India. With appropriate weightage and on the assumption that the Western and 
Eastern regions could have a rate of investment somewhat lower than the Southern region, NCAER 
estimated the average for the country at 590 per cent. 



Table 4.2: Ratio of 'Change in Inventories' to Gross Domestic Product 
(at current market ~rices) in Selected Countries 

(in percentages) 

CountryIYear 1970-71 1971-72 1972-73 1973-74 1974-75 1975-76 1976-77 1977-78 1978-79 

1. Canada 0.1 0.4 0.5 1.3 2.3 (-10.1 0.8 0.2 0.3 

2. France 2.7 1.5 1.9 2.4 2.4 (-10.3 1.2 1.3 1.1 

3. Germany (Federal Republic) 2.3 0.5 0.3 0.8 0.6 (-10.1 1.2 1 .O 0.7 

4. Japan 3.5 1.5 1.4 1.7 2.6 0.4 0.6 0.6 0.6 - -5. United-Kingdrsm-~- '- m --  OY8 - 0.3 0.1 2.0 1.6 (-11.3 0.5 1.2 1 .O 

6. United States of America 0.3 0.6 0.7 1.1 0.4 (-10.6 0.6 1.4 1 .O 

7. Argentina 

8. Egypt 
9. India 

10. Iraq 

11. Kenya 

12. Malasysia 

13. Mexico 

14. Sri Lanka 

Source: UNO, Year Book of National Accounts Statistics. 7979 



Table 4.3: Gross Domestic Capital Formation by Sectors 
(as percentage of GDP) 

At Current Prices At 1970-71 Prices* 

Public Private Household Public Private Household 
Year sector corporate sector sector corporate sector 

sector sector 

Figures in brackets represent three-yearly moving averages 

*The implicit GDCF deflator has been uniformly applied to all the sectors. 
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Table 4.4: Gross Fixed Capital Formation by Sectors 
(as percentage of GDP at current market prices) 

Year Public Private Household Total 
sector corporate sector 

sector 



Table 4.5: Gross Capital Formation by Assets in the Household Sector 
(as percentage of GDP at current market prices) 

Construction Machinery Change 
Year and in Total 

Kutcha haxi Total equipment stocks 

(40.1 
neg. 
0.3 
0.6 
neg. 

0.5 
0.5 

(-10.3 
(-10.7 

1.1 

0.9 
neg. 
0.7 
0.2 

(-10.1 
(-)0.7 

1.7 
0.1 

(40.4 
, 0.8 



Table 4.6: Share of Agriculture in Gross Physical Assets Formation of Household Sector 
(at current prices) 

Year Private Physical (2) as % of (3) - 
sector assets \ 

investment formation in 
in agriculture household 3-yearly . . 

(Rupees, Crores) sector moving 
(Rupees, Crores) average - 



CHAPTER 5 

TRENDS IN CAPITAL FORMATION AND SAVINGS - 
A CRITICAL REVIEW 

1 . 5.1 i n  the light of our examination of the methods of estimation and the sources of data, we shall 
now attempt a critical review of the trends in capital formation and saving in India over the last three 
decades on the basis of the official estimates made available by the CSO. The intention here i s  only to 
bring out clearly what these estimates indicate. A fuller interpretation is reserved t o  a later chapter. 

1 .  

5.2 Estimates of capital formation at both current and constant (1970-71) prices are available for 
the period 1950-51 t o  197980*. Though the series published by the CSO is adjusted for "errors and 
omissions" in estimation, we have indicated in Chapter 3 way there are no strong reasons for making 
this adjustment. Both the unadjusted and adjusted series as percentages of GDP are therefore presen- 
ted in  Table 5.1; three-yearly moving averages are also given, and separately for the 'organized' and 
'unorganized' segments of the economy, in order t o  smoothen out year-to-year variations (see also 
Graph 5 A ) .  

5.3 It will be seen that, according to both the series, the greater part of the increase in the rate of 
gross capital formation in the economy took place in the period between the early 1950's (when it 
was around 10 per cent of GDP) and the middle of the 1960's (by when it was about 18 per cent of 
GDP). It will also be noticed that the greater part of the increase during this period (about 6 per cent 
of GDP) was recorded in the public sector, though there was also some increase (2 per cent of GDP) 
in  the private corporate sector; the rate of capital formation in the household sector changed very 
little. The wbsequent increase in the overall rate of gross capital formation has been of a smaller 

'. order (from around 18 to 22 per cent o f  the GDP); and moreover, unlike in the earlier period, much 
the greater part of the increase has been in the household sector. The consequent improvement in the 
relative share of the 'unorganized' segment of the economy, raising it t o  nearly one-half of the aggre- 

. gate capital formation by the end of the 1970'5, is therefore as striking a feature o f  this period as the 
increase in the over-all rate. 

5.4 We have referred in Chapter 4 t o  the method of estimation o f  gross capital formation in the 
household sector and observed that, though the data base for these estimates is weak, there was no 
reason to doubt that substantial increases have taken place in this sector. Apart from the larger 
quantities of machinery and equipment and of materials like steel and cement that have been avail- 
able to this sector since the middle of the 1960'5, there is some independent (though fragmentary) 
evidence of substantial growth among unincorporated enterprises outside the farm sector during this 
period. It may be useful t o  cite some of this evidence here. 

5.5 For instance, it will be seen from Table 5 2  that the number of registered firms assessed for 
income-tax rose very sharply from less than 1 lakh in 1969-70 to 2% lakh in 1978-79; their income 
assessed to tax had also more than doubled during this period. While the income so ass~ssed was very 
much lower than that of the private corporate sector upto 1969-70, it appears to have exceeded the 

.latter since then in several years. No other information i s  available regarding these registered firms, 
- but it is clear that such increases could not have taken place without fairly substantial investment in 

one form or another. 

'For 1979-80, only 'quick' estimates of a provisional nature, with limited details, are available. 



Table 5.1 : Gross Capital Formation in the Economy 
(as % of GDP at current market prices) 

Gross capital formation in the Gross capital formation (sectorwise1 
economy Unadjusted series - 

Year Adiusted series Unadiusted series (3-vearlv moving averaael ~ ~, . .  . - - 
3-yearly 3-yearly Public Private Household 
moving moving sector corporate sector 
average average sector 

1 2 3 4 5 6 7 8 



5.6 This inference is supported by the available data for the entire factory sector available from the 
Annual Survey of Industries IAS/),.which covers not only factories owned by companies but also those 

. in the hands of individual proprietors and private partnerships (provided they have a t  least 10 workers 
with power or 20 workers without power). These data, presented in Table 5.3, show that the share of 
such proprietorships and partnerships in the total stock of fixed capital within privately owned 

- . enterprises in the factory sector rose from 12.4 per cent in 1973-74 to 14.8 per cent in 1977-78; 
and that their share in the total number of employees in such enterprises rose during the same period 
of four years from 31 3 per cent to 36.8 per cent. 

Table 5.2: Income-Tax Assessments on Companies and Flegists;ed Firms 
(All-India Income-Tax Statistics) * 

Number of assessments 
('000s) 

Total income assessed 
(Rupees, crores) 

, Assessment Companies Registered Companies Registered 
Year firms firms 

1 2 3 4 5 

5.7 Data collected by the Reserve Bank of India on outstanding commercial bank advances to the 
private sector, distinguished according to the different forms of organization within the sector, 
indicate a similar shift. The share of "partnerships, proprietory concerns, joint families, etc." in the 
total tank credit for the private sector rose from 34.6 per cent in June 1975 to 41.5 per cent in June 
1980. Among the industrial subgroups in which such shift took place in favour of uninwrporated 
enterprises were food manufacturing industries, construction , wholesale trade, as well as one subgroup 
described as small-xale industrial units; increases took place also in the borrowing of other uninwr- 
porated enterprises falling in the category of retail traders, transport operators and professional 
sewices (see Table 5.4) f. 

- *There are serious lacunae in these data, since the assessments refer only t o  those completed in each individual year 
and there appears t o  be significant underaverage of the companies; increases i n  the care of registered firms could - also have been due t o  the efforts o f  tax enforcement agencies t o  extend the coverage o f  such firms. These are how- 

. ever unlikelJ t o  affect the basic theme presented here. 

Elt  is possible that the policy thrust during this period i n  favour of extending more bank credit t o  certain priority 
Sectors could have contributed t o  the higher proportion of such credit extended t o  unincorporated enterprises, 
independently of increases in the economic activity of these enterprises. It is t o  be noted however that the share of 
the 'SmaIIScale sector' in the total oon-food credit extended by banks rose only very slightly from 13.5 per cent 

. i n  1975 t o  13.7percent in 1980. 
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Table 5.3: Share of Proprietorships and Partnerships within 
Privately-owned Enterprises in the Factory Sector 

(AS1 Data) 

(in percentages) 

. Year Number of factories Fixed capital Employees 

Table 5.4: Percentage Share of Unincorporated Enterprisesf 
in Outstandina Bank Credit t o  the Private Sector 

Under Major Industrial Categories 
(Scheduled Commercial Banks) 

Industrial Category June 1975 June 1980 

1. Industry (mining, manufacturing and electricity) 24.4 31.4 

2. Large and medium-scale industry (1-3) 

3. Small-scale industry 

4. Total bank credit excluding public food 34.6 41.5 
procurement credit 

f Un;ncorporated enterprises are taken here t o  cover the category o f  "partnerships, proprietory concerns, joint 
families, associations, clubs, sucieties, trusts and groups" and exclude "individuals". Accounts with credit 
limits o f  Rs.10.000 and less have been excluded from the tab!e as the required details of those accounts are 
not available. 

Source: RBI, Basic Statistical Returns lBSRl 



5.8 The picture that emerges - namely of a smaller increase in the rate of gross capital formation in 
the economy after the middle of the 1960's than before, and this being largely in the unorganized 
segment of it (i.e., in the household sector) - is not altered when we allow for investment in inven: 
tories and take into account only the rates of gross fixed capital formation. lnvestment in inventories 

- 

in the public sector had risen towards the middle of the 1970's (when large stocks of foodgrain were 
built up), but it .was no higher towards the closing years of this decade than in the middle of the 
1960's (see Table 5.5). In die household sector (including unincorporated enterprises) the rates of - - 
investment in both inventories and fixed capital formation have risen. 

5.9 We have so far examined only the estimates of capital formation at  current prices. To be able to - 
say whether and how far there has been increase in fixed capital formation in real terms, it is 
necessary to adjust these estimates for changes in the prices of commodities and services that go into 
it. For determining how far such price movements have affected therates of'fixed capital formation 
(expressed as percentages of GDP), it is necessary also to correct the estimates of GDP, for similar 
changes in price. 

/ 5.10 The price deflators implicit in the CSO estimates of fixed capital formation and GDP a t  current 
and constant prices have been used for this purpose (see Table 5.6). It is evident that, while the prices 
of commodities and services going into fixed capital formation rose a t  about the same rate as the 
prices of commodities and services going into GDP from the middle of the 1950's upto the middle of 
the 1970's, the former have risen more rapidly than the latter since then (as can be seen from the 
recomputed estimates with 1974-75 as the base-year). 

5.1 1 In real terms, therefore, the rate of gross fixed capital formation has risen much less rapidly . 

since th8 first half of the 1970's than adpears from Table 5.5. In fact, as will be evident from Table 
5.7, when the changes in the relative prices of fixed capital goods and of all other commodities and . 
services are allowed for, the rate of grob fixed capital formation as a proportion of GDP was only A 

about as high towards the end of the 1970's as it wai in the middle of the 1960's, and on a compar- 
able basis only about two-thirds higher than in the middle of the 1950's (seeGraph 5.6). This is an . 
extremely important result that emergds from the published official estimates of the CSO without 
interposing any other considerations that might be relevant for the interpretation of these estimates. 
It will be noticed however,from Table $7 that the rate of gross fixed capital formation in real terms 
in the household sector was slightly higher towards the end of the 1970's than in the middle of the 
1960's. I 

I 5.12 While the above analysis brings out clearly that the rate of gross fixed capital formation in real 
terms was not higher towards the end of the 1970's than the peak levels reached earlier (and the 
somewhat higher rates of investment in inventories in the household sector could be at  least in part ! due to the method of estimating such Investment with reference wholly to increases in bank credit 
extended to this sector), there is no dhubt whatever that there has been substantial increase in the 
rate of gross saving a t  current prices wiihin the economy. This can be seen from Table 5.8 and Graph 
5.C. The rate of gross domestic saving rose from a little over 9 per cent in the early 1950's to over 15 - 
per cent by the middle of the 19601s, And from then to over 22 per cent by the end of the 1970's. 
With year-to-year variations smoothenkd out by three-year averages, this rate appears to have risen. 
also at a fairly steady rate, throughodt this period, except for a few years between 1966-67 and ; 
1969-70; but there is a perceptible duickening of the pace between 1973-74 and 1978-79 (as is 
evident also in an earlier period betweeh 1952-55 and 1956-57). 

I 
5.13 There are however some obvioul sector-wise differences. In the public sector, increases in the 

I 



Table 5.5: Rates of Investment in Inventories (11) 
and of Gross Fixed Capital Formation (GFCFI 

(As percentage of GDP at current markt  prices) 

IThree-yearly moving averages) 

Year Public sector Private corporate Household sector Total 
sector 

I I  GFCF I I  GFCF I I  GFCF I I  GFCF 

1 2 3 .  4 5 6 7 8 9 

0.1 
0.3 
0.3 
0.4 
0.3 
0.2 

(-1 0.2 
neg. 
0.4 

0.7 
0.5 
0.3 
0.3 

(-) 0.2 
0.1 
0.5 
0.5 

(-) 0.2 
0.4 

1 .o 
0.5 
0.9 
0.8 
1.1 
0.8 
0.9 
1.1 
1.2 

neg. 9.4 
0.6 10.5 
1.4 12.2 
1.9 13.4 
1.5 13.5 
1.3 13.4 
lk 13.5 

2.1 14.3 
2.3 15.0 
2.0 15.6 
2 .O 15.8 
1.6 16.3 
1.9 16.5 
1.9 16.5 
1.7 16.1 
1 .O 15.9 
1.6 15.9 

2.4 16.0 
2.2 16.2 
2.7 16.2 
3.3 16.0 
4.3 16.3 
4.1 17.6 
2.6 18.7 
2.5 19.3 
2.6 19.6 



Table 5.6: Fixed Capital Formation and GDP Deflators 

CSO deflators Recomputed CSO deflators 

Fixed capital Fixed capital 
Year formation GDP formation GDP 

1 2 3 4 5 
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Table 5.7: Rates of Gross Fixed Capital Formation in the Economy a t  Constant (1970-71) Prices 
(as % of GDP) - 

Year 
Gross fixed capital Sector-wise rates of GFCF 
formation (GFCF) (unadjusted) 

in the economy 
(unadjusted) 

3-Yearly Public Private Household 
moving sector corporate sector 
average sector 

13.5 . . 3.1(. . )  1.2(..) 
12.4 12.2 3.4(3.3) 1.2(1.2) 
10.8 11.1 3.4(3.5). 1.2(1.0) 
10.1 10.5 3.7(3.7) 0.7(1.0) 
10.5 11.2 4.0(4.4) 1.2(1 .O) 
12.9 128  5.4(5.0) l.O(l.3) 
15.1 14.7 5.7(5.8) 1.7(1.8) 
16.2 14.7 6.2l5.7) 2.8(2.0) 
12.9 14.2 5.3(6.0) 1.6(2.0) 
13.5 13.5 6.4(6.2) 1.6(1.81 

14.1 14.0 6.9(6.6) 2.1 (2.2) 
14.4 14.5 6.6(7.0) 3.0(2.5) 
15.1 15.1 7.4(7.3) 2.3(2.8) 
15.8 15.8 7.8(7.8) 3.2(2.7) ' 

16.4 16.8 8.2(8.3) 2.6(2.5) 
18.2 17.5 9.0(8.4) 1.7(2.0) 
17.8 1 17.7 7.9(7.9) 1.8(1.8) 
17.1 1 17.3 

I 
6.8(7.1) 1.8(1.7) 

16.9 , 16.8 6.6(6.5) 1.6(1.6) 
16.5 1 16.3 

I 
6.1 (6.2) 1.3(1.5) 

15.6 I 16.1 6.0(6.2) 1.5(1.5) 
16.2 1 16.3 6.5(6.8) 1 .8(1 .7) 
17.2 1 16.7 , 7.9(7.3) .1.8(1.9) 
16.7 , 16.7 7.4(7.2! 2.0(1.8) 
16.2 I 16.4 6.3(6.9) ' 1.7(1.9) 
16.2 1 16.8 6.9t7.2) 2.1 (1.8) 
18.0 1 17.5 8.3(7.8) l.s(l.8) 
18.2 18.0 8.3(8.4) 1.7(1.6) 
17.7 . 1 , 17.9 8.5(8.4) 1.5(1.6) 
17.8 I . .  8.4(..) 1.6(..) 

I 
Figures in brackets repent  threeyearly moving averages. 

I 



Table 5.8: Gross Saving in the Economy 
(as % of GDP at current market prices) 

(Three-yearly moving averages) 

Year Gross saving Gross saving Oross saving in the household Total 
in the public in the private sector in the form of gross 

sector corporate ficancial Physical domestic 
sector assets asserr total saving 
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rate o f  gross saving are concentrated mainly in two periods, from 1958-59 to 1963-64 and from 
197574 to 1977-78. In the private corporare sector there has been no increase in the rate since 
' 1962.63. I n  the household sector, on the other hand, there was hardly any increase from the 

1950's till the middle of the 1960's, but there were significant spurn in the earlier period (from 
about 6'/2 to 10 per cent of GDP between 1952-53 and 1956-57) as also later (from less than 13 

. per cent in 1973-74 to well over 16 per cent in 1977-78). The periods of rapid growth of saving in the 
- household sector, were associated primarily with substantial increases in the rates o f  saving in  the 

form of financial assets (i.e., in the saving made available to other sectors), though after 1973-74 
there was evidence also of a perceptible improvement in the rate of saving in the form of additions t o  
physical assets within the sector. 

5.14 The scale of financial intermediation and the growth of saving in the household sector associ- 
ated with it are not fully reflected in the above estimates, as they show only the net increases in the 

L financial assets of the sector after allowing for the increases in its financial liabilities. The gross 
increases in the financial assets o f  the household sector and the extent t o  which its savings in  this 
form are reduced by  additions to i t s  financial liabilities (such as through borrowing from commercial 
and co-operative banks) will be evident from Table 5.9 which presents the relevant data (available 
from the Reserve Bank of lndia along with its estimates of saving) for the 1970's. It will be seen that 
rapidly growing borrowing of the household sector from banks, and the resulting additions t o  its 
financial liabilities, have been an important factor in reducing the rate o f  i t s  net additions t o  financial 
assets as percentage of GDP from 1975-76. 

5.15 Table 5.9 shows also that the bulk of the increase in the financial assets of the household sector 
has been on account of additions to i t s  holdings of currency and bank deposits. lncreases in currency 

i 
holdings have been significant in years of sharp price rises (such as in 1972-73,-1973-74 and 
1979-80) and, to that extent, reflect a form of forced saving; but such increases have taken place also 
on account of large procurements o f  goodgrain (paid for mainly in currency). lncreases in both 

. currency and deposit holdings have in addition reflected foreign inward remittances on private 
account, particularly from 1975-76 (see Appendix VI); such remittances formed over 18 per cent of 
the increases in  currency and deposit holdings in the subsequent four years. 

5.16 One should expect that, with such expansion in the scale of financial intermediation, the gross 

r earnings and profits of the institutions involved, particularly of aommercial banks, would have 
recorded substantial increases and, being largely part of the public sector (after the nationalization o f  
banks in 1969). contributed to i t s  savings. The relevant estimates have not been published so far by 
the CSO, but they have been made available to us from i t s  worksheets and are presented in Table 
5.10 which gives estimates of the gross saving of the public sector accruing from administrative 
departments, departmental undertakings, non-departmental non-financial enterprises, and non- 
dep'artmental financial enterprises. The profits of the Issue Department o f  the Reserve Bank of lndia 
transferred t o  the government are shown under administrative departments, while the profits of the 

-. Banking Department of the RBI as well as the profits of nationalized commercial banks are shown as 
pan o f  the gross savings of nondepartmental financial enterprises. It will be seen that the net savings 

- of the non-financial, nondepartmental enterprises in the public sector have been either negative or 
1 negligible, and that it is the inclusion o f  the savings of financial enterprises that makes the published 

estimates of the gross savings of nondepartmental enterprises as a whole appear somewhat more 
- substantial. 



Table 5.9: Saving in the Household Sector in the form o f  Financial Assets (Gross and Net) 
(as %of  GDP) - CV m -J LD ID r. m m 0 

Increases in financial ? ? ? ? 2 2 2 ? - r. 
? 

h 
N 
r. E r. r. r. h f? 

2, 
r. 

assetsland liabilities z m z z z m - m - z - z z 

A. lncrease in financial assets 
Currency 
Bank Deposits 
Other depos~ts 
Loans t o  Companies 
Life Insurance Funds 
Provident Funds 
Claims on Government 

W 
m- Corporate and Coo~era~iv_e~So.cieties- 

Securities of term lending and 
other financial institutions 
Units o f  Unit Trust 
Other assets 

B. Increase in Financial Liabilities 
Bank advances 

neg. 
neg. 
0.1 

5.4 6.3 6.2 4.9 6.7 8.5 7.9 9.5 8.8 
0.9 1.3 1.3 neg. 0.4 1.4 0.8 1.6 1.3 
2.3 2.5 2.1 2.0 2.6 3.5 3.5 4.1 3.6 
0.1 neg. 0.5 0.2 0.3 0.6 0.4 0.6 0.5 
0.2 0.2 0.1 0.1 0.2 0.1 0.2 - 0 1  0.2 
0.6 0.7 0.6 0.5 0.5 0.6 0.6 0.7 0.7 
1.1 1.1 1 .O 1.1 1.5 1.5 1.5 1.6 1.7 
neg. 0.2 0.2 0.3 1.1 0.8 0.4 0.2 0.3 
neg. neg. neg. 0.1 0.1 neg. 0.2 0.3 0.2 

neg. 0.1 neg. neg. neg. neg. neg. neg. neg. 
neg. neg. neg. neg. neg. neg. neg. 0.1 0.1 
0.2 0.2 0.4 0.6 neg. neg. 0.2 0.4 0.2 

Loans from other financial institutions 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 
Loans and advances from Government 0.2 0.3 0.1 n q .  0.1 neg. 0.2 0.1 0.2 0.1 
Loans and advances from cooperative 
noncredit societies - 0 .  0.1 neg. 0.1 0.1 neg. neg. neg. neg. neg. 
Other L~abilities neg. 0.1 0.1 0.1 neg. 0.2 0.3 neg. neg. neg. 

C. Net increase in financial assets 3.7 3.7 5.0 4.8 3.7 5.1 6.4 6.1 7.1 6.3 

Source: Reserve Bank of India (RBI1 



Table 5.10 : Estimates of Government Savings. 1960-61 to 1978.79 

(Rupees, CroresJ 

Administrative.departments and departmental enterprises Nondepartment enterprises 

Net Saving Net Saving 

Year Central State Local Total ' Consum- Gross Financial Non-fiancial Total Consum- Gross 
Govern- Govern- bodies (2)+(3) ption Savings enter- enterprises (8)+191 ption of Saving 
ment ment +(41 of fixed (5)+(6) wises fixed (9)+ 

capitalX capital (10) . 
1 2 3 4 5 6 7 8 9 10 11 12 

- 

relates to departmintal enterprises only as no allowance for the consumption of fixed capital is made in respect of the administrative depanmentr. 



CHAPTER 6 

SOME CONCEPTUAL QUESTIONS AND ESTIMATIONAL PROBLEMS 

6.1 Before we attempt an over-all assessment of the CSO estimates of capital formation and saving, - 
and of their interpretative significance for understanding the trends in the economy, it is necessary to 
raise certain broader conceptual questions and consider the related estimational problems. They relate 
to the following: (a) the distinction drawn between gross and net capital formation (and saving), and ' 
what precisely the estimates for them denote; (b) the case for taking into account the destruction of a 
part of the total stock of capital each year through natural calamities and accidents of various kinds; 
(c) the need to allow for underestimation of GDP on account of under-reporting of output and 
incomes, and for possible overestimation (or under-estimation) of gross fixed capital formation (due 
to similar distortions in reporting on the materials used and/or expenditures incurred by the con- 
cerned agencies), when estimating the rates of capital formation as percentage of GDP; (d) the 
problems involved in adjusting estimates of saving for rise in prices, i f l  order to arrive a t  the quantum 
of saving in real terms; and (e) the desirability of making a clear distinction between farm households, 
unincorporated enterprises in the non-farm sector (in industry, transport. trade, etc.), and households 
proper he., those which are only consuming units not directly involved in the organization of pro- 
duction) within the 'unorganized' segment of the economy. We shall take up these questions one by 
one and consider the issues and problems they raise. 

Allowance for capital consumption 

6.2 As i s  well known, gross capital formation refers to the total addition to capital stock (both ' 

fixed capital and inventories) in a year, while net capital formation denotes the extent of such 
addition after allowance for capital consumption, i.e., fixed capital stock used up in the process of . 
production during the year. Capital consumption depends on the expected ecorromic life of individual , 
assets, and is designed to cover loss in value due to normal wear and tear (including normal amount of 
accidental damages not made good by repair) as well as due to foreseable obsolescence. 

I 
6.3 While the magnitude of gross in principle be ascertained objectively by 
wllecting the relevant information,any consumption involves necessarily a process 
of imputation, as there is no way extent of wear and tear in 
capital stock each year, and how much rate of depreciation. In economies 
(and sectors) in which technological makes replacement necessary 
even before the wncerned machinery and equipment becomes unusable, the appropriate rate of 
depreciation could be very high; on the other lhand, where such compulsions are less powerful, the 
effective life of machinery and equipment can land often is) extended considerably, beyond even the : 

I period for which they are designed by the manufacturers, through either more careful use andlor 
I extensive repairs carried out at periodic intervals. In certain types of construction, such as in t r b -  
I ditional agriculture and ~ r a l  housing, the wear and tear wuld be of wurse so high as to require - . I immediate replacement; but whether a correspondingly high rate of depreciation is to be allowed for. 
I will depend on whether the outlay on such replacement is being treated as additions to capital stock 
l or as part of the current expenditure on repair? 



6.4 These problems do not get resolved but are often further compounded when the actual finan- 
cial provisions made on account of depreciation (for replacement of the capital stock at a later stage) 

'are taken as a proxy for the appropriate rate of depreciation. Such provision could be influenced by 
other considerations, such as the fiscal concessions given on the saving and investment so stimulated 
or by the expected increases in the price of the capital stock t o  be replaced. Tax-free depreciation 

. provisions are often intended primarily to make available higher gross profits for the immediate 
requirements of business enterprises, and need not bear any particular relationship to the effective 
rate of depreciation of capital stock. Moreover, while private corporate enterprises generally make 
such financial provisions on account of (or in the name of) depreciation, keeping in mind also the 
later replacement requirements, this practice i s  often not followed in public sector departmental 
enterprises t o  the same extent, and not at all in government administrative departments. Many small 
unincorporated enterprises, as in agriculture and small-scale industry, do not make any specific 
provision for depreciation. 

6.5 A further complication that has to be taken into account in relation t o  the concept of maintain- 
ing capital stock constant (which is implicit in the ptternpt to estimate rates of depreciation) i s  that 
often the machinery and equipment and/or construction that replaces an earlier one i s  not exactly 
identical (in terms of physical semblance or quality o f  the product) t o  that which is replaced.'lf the 
case for making provision for depreciation is primarily to maintain constant the stock of capital and 
the productive capacity it is associated with, allowance has t o  be made for such qualitative changes as 
well. 

6.6 These are considerations well known in  the literature on measurement of capital and there is no 
completely satisfactory solution to the problems they raise. In industrially advanced countries one 
solution found has been to focus attention primarily on the rates of gross investment and saving 

.. (including in them such depreciation provisions as are made) and avoid making any estimate at al l  of 
the appropriate rate of depreciation; this meets the requirements, as the main concern in these 
countries is generally with the magnitude and timing o f  gross investment expenditure (and with the 
fluctuations in demand and output thereby caused). This may not however be the appropriate 
practice t o  follow in the less developed countries where, in the context of growth and the necessary 
capital accumulation, there is much greater concern with the actual additions t o  capital stock and the 
increase in productive capacity thereby created. A case can therefore be made out for making 
estimates o f  the effective rate of depreciation of capital stock, and allowing for it when interpreting 
the estimated rates of capital formation and judging the adequacy of the gross saving rate in the 
context of the desired rates of growth of investment and output. 

6.7 However, i f  this is the context and the purpose, very great care has to be taken to ensure that 
the estimates reflect as faithfully as possible the actual rates of depreciation even i f  they are no more 
than approximations. For this it is necessary to compile a comprehensive life table of physical assets 
so that estimates of capital consumption bear some relationship t o  the actual wear and tear of such 

-. assets. 

.6.8 Reviiwing the existing methods of estimation in India it is found that, in respect of agriculture 
- and farm buildings, capital consumption i s  estimated from figures of capital stock derived through the 
' perpetual inventory method (which, in principle, is perhaps the best that can be done)*. In the case 

'Under the perpetual inventory method, capital stock~ir estimated as a cumulation of capital formation (net of 
depreciation) over a selected base year,plus the base year capital stock, all convened to current prices. 



of agricultural machinery and equipment, consumption of fixed capital i s  estimated at 11 per cent of 
the value of the stock of such assets, while in the case of farm houses, grain golas, etc., the rate is 
taken to  be only 2 per cent (presumably on the assumption that most of the wear and tear is covered' - 
annually by current repairs); these proportions are based on the agestructure of the concerned assets. 
Similar method is used for the estimation of fixed capital in the case of residential buildings. In 
respect of other sectors, however, no such inventory of capital assets or of their age-structure i s  . 

attempted. The provisions for capital consumption in the private corporate sector are based on those 
made in the company accounts, and the same practice applies to departmental undertakings as well as 
companies and corporations in the public sector. In the case of some of the departmental enterprises, . 
such as the Railways and Posts and Telegraphs, the expenditures incurred each year on renewals and 
replacement are alone considered as equivalent to depreciation provision, while no allowance at all is 
made fot the consumption of fixed capital in public administration and defence. (In the case of 
Railways, for which the provision for depreciation is palpably low, the average life of assets implicit 
in the provisions made is well over 100 years). Depreciation for construction activity is taken as a 
fixed proportion of total output or value added while, for all labour-intensive 'kutcha' construction 
actidity in the household sector, the'consumption of fixedcapital is taken to  be negligible (as almost 
no capital assets are used). What all this adds up t o  is that, while there is a wide range in the incidence 
of capital consumption in different sectors, it is not clear how farthe estimated rates of depreciation 
are related to the actual agestructure of the physical assets concerned; in some cases they appear 
extremely low, while in some others they are probably higher than warranted, but such judgements 
could be wrong. 

6.9 Further details of the present method of estimation are given in Appendix VII. The extent of . 

differences in the depreciation provision now being made, expressed as a proportion of the estimated 
gross saving in each sector, is reflected in Table 6.1. 

Table 6.1: Share of Estimated Capital Consumption in Sectoral Gross Savings 

Gross saving I Estimated capital consumption 
(Ru~ees. Crores) (Ru~ees. Crores) 

Private 
Year Household ccirporate Public 

sector sector sector 

1 2 3 ,  4 

Private 
Household corporate Public 

sector sector sector 

5 6 7 

1975-76 10.448 1,056 3,339 

1976-77 ? 2,454 1,161, 4.1 24 

1977-78 14,025 1,385 4,088 

1978-79 17,177 1,543 4.657 

2.500 708 846 
(23.9) (67.1) (25.3) 
2,634 854 976 
(21.1) (73.6) (23.71 
2,878 962 1,155 
(20.5) (69.5) (28.3) . 

3,361 1,044 1,294 
(19.6) (67.6) (27.8) . 

1979-80 17,326 1,714 4,015 1,122 1,584 - [ . ;$:;) (65.5) (39.5) 

i 
Note: Figures in brackets represent percentages to respective gross saving. 



Capital destruction and losses 

-6.10 Apart from capital consumption, another factor which could affect the estimates of net capital 
formation in the economy is  the effect of loss or dest~ction of capital for which no specific allow- 
ances are now being made. The total capital loss occurring annually from such extraneous causes as 
floods, cyclones, fire, earth quakes, etc., is estimated to be dimensionally large and could account for - as much as 10 per cent of the net fixed capital formation in many years. To t h e  extent that such 
losses are inwrred by corporate bodies their subsequent balance sheets may make allowance for 
them, particularly after claiming the benefits of insurance. Capital destruction in even the unorganised 
segment of the economy could get reflected in the estimates of capital stock arrived a t  on the basis of 
periodic surveys such as the All-India Debt and Investment Survey (conducted by the Reserve Bank 
of India) and the quinquennial Livestock and Agricultural Machinery Censuses. However, since they 
are not specifically taken into account, and one has no idea how much of such capital losses and . destruction are in fact implicitly allowed for, it is difficult to venture any estimate as to the margin 
by which the present estimates oY capital formation need to be scaled down on this account. 

Issues relating to estimation of domestic product 

6.11 All such adjustments will affect the estimates of both gross and net capital formation (and 
saving) in the economy. Since these estimates are used to arrive a t  theratios of gross and net capital 
formation (and saving), i.e., as proportions of gross domestic product (GDP), it is necessary also to 
consider whether and how far there could be underestimation of the gross domestic product. 

- Obviously the greater the degree of underestimation of the latter the lower would be these ratios. 
Since many of the judgements made about capital formation and saving are based on the magnitude 
and direction of chans? of these ratios, one must examine this possibility in greater depth. .. 
6.12 Some under-estimation of the gross domestic product could arise as a direct consequence of 

. under-estimation of gross fixed capital formation itself, i.e., to the extent that the elements going into 
the latter have not been counted in when estimating the former. Underestimation of gross domestic 
product could however take place for various other reasons as well, and to a much greater extent. 

6.13 It has been noticed for instance that there is a fairly significant discrepancy between the official 
• CSO estimates of gross domestic product and of gross domestic expenditure (which should, in prim 

ciple, be equal). Though the margin fluctuates from year to year, aggregate expenditure exceeds the 
aggregate product by as much as 4 per cent in many of the recent years. CSO uses the gross domestic 
product as the controlling total (on the presumption that the estimates of gross domestic expenditure 
are less firm) when working out the rates of capital formation and saving as proportions of GDP. 

6.14 One could however argue that the estimates of aggregate expenditure, arrived a t  to some extent 
- independently from the estimates of the aggregate product. are more realistic; and that it is  therefore - the gross domestic expenditure figures that should be used as the controlling total. It is  known that 
-the value added in some sectors of the economy, particularly in those segments that are subject to 
taxation (such as the private corporate sector), is often under-reported very considerably by inflating 
the expenditure on inputs and ~ t h e r  related business expenses and showing several items of consump 

:tion expenditure as i f  thev are part of the inputs required for production. Output itself is often 

1 
under-reported (sometimes by under-pricing the prodccts sold) as part of various similar mani- 



pulations of accounts in order to evade both direct and indirect taxation (particularly excise duties on 
manufactured goods). Such under-reporting takes place even in relatively small unincorporated enter- 
prises that are not subject to direct taxation, particularly among those engaged in industrial process-' . 
ing, trade and service industries such as those provided by hotels and restaurants. 

6.15 Some attempts have been made to estimate the magnitude of such under-reporting of output 
and income which is believed to sustain and promote activity in what is often described as the 
'parallel ewnomy' functioning below the surface. Most of these estimates have however no firm basis 
and cannot be accepted. But some of them (such as exercises focussed on actual electricity generated 
and the proportion of it that cannot be specifically accounted for on the basis of available estimates 
of production and consumption) hold some promise, and wuld yield more depenaable (even if 
partial) estimates if pursued in greater depth and detail. 

6.16 The current fashion the world over is to estimate the size of unreported inwmes through 
macrostudies such as those based on income velocity or aggregate money demand functions. In such 
exercises the imponderables are too many: in particular, the functional relationships are hardly stable 
when many structural and behavioural changes take place such as changes in the sectoral wmpositlon 
of output and employment, n the distribution of inwmes and assets, in the degree of monetisation, 
and in the behavioural patterns of households and corporations. It is  also difficult to spot a historical 
bench-mark period when the unreported income was generally absent. Above all, the changes in the 
velocity functions may themselves be linked with the nature and size of unreported incomes. 

6.17 In this context, it is important to make sure that output and income under-reported in some 
sectors (such as manufacturing) do not get captured in the estimates for other sectors (such as 
trading). since the basis of estimation differs from sector to sector. All that can therefore be said is .' 
that there is prima facie reason to suspect underestimation of GDP and that-though it is impossible 
even to guess on the basis of presently available knowledge how large a difference it wuld make to 
the aggregate- any allowance made for it would tend to lower somewhat the estimated ratios of 
investment and saving in the ewnomy. 
Estimation of real domestic saving 

I 6.18 We need also to mention here the problems involved in allowing for changes in price in 
.estimating the quantum of saving in real teims. As indicated earlier, the official CSO estimates 
available are only for the rates of saving a t  currht prices. In view of the price increases that have been 

I 
taking place, it may seem that there is a case for estimating also the rates of saving in real terms. 

I 
0.19 We have explained already in Chapter 5 that the prices of commodities and services entering 

I 
into capital formation (which wuld be broadly described as capital goods) have been rising recently 

I a t  a more rapid rate than the prices of other commodities and services that form part of GDP and that 
I 

the rate of fixed capital formation in real terms is therefore not as high as that indicated by the - 
I estimate a t  current prices. The question now is what precisely are the impl~cations of the rise in prices 

I for the estimates of saving at current prices. 

I 6.20 One implication is of course clear. It is that, even though the rates of saving in money terms. 
have risen rapidly in recent years, the rates which they could be transformed into capital goods 
have risen a t  a much slower rate. This is indeed an important inference. 

I 



6.21 There are difficulties however in saying very much more. Saving flows are a value aggregate 
which cannot be factorised into quantity and price counterparts, and cannot therefore be deflated * 

. 'directly. It can be done only indirectly, by  deflating the difference between decomposable value 
flows. I f  saving is conceived as the difference between NNP at market prices and aggregate consump- 
tion expenditure (in a closed economy), the two latter flows can be decomposed and deflated, and 

- the difference between the two deflated flows will give estimates o f  real saving. The gross saving series 
could also be tackled in exactly the same way. But this would be merely the obverse (in a closed 
economy) o f  the real capital formation series, since the GNP can be divided also into wnsumer goods 

. and capital goods and can be decomposed into appropriate quantities and prices. Essentially, the 
deflated saving series would be therefore identical with the real capital formation series. This means, 
in other words, that the deflator of gross (and net) capital formation has t o  be such that an appro- 
priately weighted combination of such a deflator with the deflator of consumption expenditure 
would give the GNP (or NNP) deflator. . 
Composition o f  the household sector 

6.22 Lastly, we need t o  !jive' attention t o  a question that has indirectly been raised in the course of 
the analysis in the earlier chapters, namely, the heterogeneous character of the household sector and 
the consequent difficulties in interpreting thetrends in capital formation and saving within the sector. 
In national/social accounting systems, households are generally wnsidered to be only wnsuming 
units, and all producing enterprises are treated as firms (some of which might take the form of com- 
panies while others are unincorporated). This kind of classification corresponds broadly to the 

- economic reality of advanced industrial economies. In the context of largely agrarian economiesstill 
in the process of industrialization, it is important to distinguish at least between farm households 

-. (engaged mainly in agriculture), non-farm producing households in other sectors lsuch as manu- 
facturing industry, transport and trade), and households proper (i.e.. those that are primarily 
consuming units). The problem however is essentially one of securing data in the necessary detail t o  
be able to make such disaggregated estimates; it can be overcome only over a period of time by 
systematically developing an adequate data base. The lines along which this may be done are 
indicated in Chaoter 8. 



CHAPTER 7 

AN OVERALL ASSESSMENT AND INTERPRETATION 

7.1 It is now possible to take an overall view of the conceptual and methodological issues as well as 
of the trends in capital formation and saving revealed by the official estimates and attempt an assess- 
ment of their implications for analysis and interpretation. In view of the various observations already 
made in the earlier chapters we shall refer here only to those which need to be highlighted in this 
context. 

7.2 It will have been obvious from our analysis in Chapter 5 that, even though the rate of gross 
capital formation in the economy would at first appear to have risen by about 2% tlrnes over the last 
quarter of a century (from around 10 per cent of the GDP in the middle 1950's to nearly 24 per cent 
by the end of the 1970's), the order of increase has been much lower. When year-to-year fluctuations 
are smoothened out, and both the capital formation and domestic product series are estimated a t  
1970-71 prices, the rate of gross fixed capital formation in the closing years of the 1970's (about 18 
per cent of GDP) turns out to be no higher than in the middle of the 1960's and only about two- 
thirds higher than in the middle of the 1950's (when it was about 11 per cent of GDP)*. 

7.3 There has been some increase in the rate of investment in inventories, particularly towards the 
middle of the 1970's when considerable stocks of foodgrain were built up in the public sector . 
(though pan of the net increase on this acwunt was perhaps more apparent than real since. as indi- 
cated earlier, the method adopted for estimation of inventories leaves out of consideration such 
foodgrain stocks as might have been held previously by the producers themselves). If the years in 
which such large additions to public foodgrain stocks took place are excluded, the annual rate of 
investment in inventories appears to have averaged at around 2% per cent of the GDP over the last 
decade. This is about one percentage point higher than earlier, and higher also than the rate of 
investment in inventories observed in industrially advanced countries, but not perceptibly higher than 
in other countries a t  about the same stage of development as India. 

7.4 The allowances to be made for capital codsumption (i.e., depreciation), and for capital destruc- 
tion and losses, raise a number of wnceptual and st~mat~onal problems that cannot be easily resolved. I.: ' .  
It is however obvious that, i f  they are al l  counted in and if they add up to between 5% and 6 per cent 

i of GDP (which is the present rate of provision for depreciation allowed for by the CSO), the net rate 
i of fixed capital formation would be only around 12 to 12% per cent of the national income ( a t  

1970-71 prices). 

'A wid~pread impresion that there has been a much higher increae in the investment rate since the 1950's is - 
based partly on recollection of the estimate in the ~ l r ? i  Five Year Plan (referred to on p.1 of this Report) that the 

indicated here. 



7.5 The increase in the rate of capital formation between the middle of the 1950's and the middle 
of the 1960's was mainly in the public sector; there was also somk increase in the private corporate * 
iector. During this period (which coincided with the Second and-Third Plans) inflows of foreign 
saving were considerable, ranging from 2 to 4 per cent of GDP. Since the early 1960's there has been 
some decline in the rate of capital formation in the private corporate sector, but this has been more 

. than compensated for by increase in the household sector. The rate of fixed capital formation in the 
household sector is now about 8 per cent of GDP (at 1970-71 prices). 

- 7.6 The household sector, as we have repeatedly emphasized. is highly heterogeneous in i t s  
composition, consisting of farm households, unincorporated enterprises in other sectors (such as 
manufacturing, transport and trade), and households proper. Available estimates on the rate of 
private capital formation in agriculture show that. while some increase may have taken place in the 
course of the 1960's. there i s  no clear evidence of increase in the rate of investment among farm 
households since then. On the other hand, there is some evidence of increase in investment anri- 
butable to non-agricultural households, particularly in business enterprises organized in the form of 
sole proprietorships and partnerships. The number of such enterprises has also grown phenomenally, 
as also their percentage shares in the total fixed assets, total value added and total employment in the 
private factory sector (for which regular estimates are available from the Annual Survey o f  Industries). 

7.7 It is o f  course true (as will have been evident from our detailed analysis of the methodology of 
. estimation) that, sincethe estimates ofthe household sector are essentially derived as residuals, they 

could be absorbing the estimational errors, such as there are, in the estimates for the public sector and 
private corporate sector as well as for the economy as a whole. Nevertheless. considering that the 

i estimates of increase inaggregate fixed capital formation are based essentially on reported increases in 
the output of machinery and equipment and construction materials of various kinds, and taking into 
account other corroborative evidence of increased investment activity in the. household sector, it 
appears to us that unincorporated enterprises in the non-farm sector are likely' to have increased 
significantly their relative share in capital formation within the economy. The share of households 
proper. through increased investment in pucca residential housing,has also perhaps increased, though 
no data are available now for attempting an accurate estimate of such investment. 

7.8 After the middle of the' 1960's there was a sharp fall in the rate of gross fixed capital formation 
in the public sector, from 9 per cent of the GDP in 1965-66 to 6 per cent of the GDP in 1970-71 
(evaluated in both cases at  1970-71 prices). This was a period in which there was also a sharp decline 
in the net inflow of saving from abroad, from around 2% - 3% per cent of GDP in the years 1965-66 
to 1967-68 to 1 per cent of GDP in 1970-71 (see Table 3.1). However. the rate of gross fixed capital 
formation in the public sector began to rise once again with larger transfers of saving from the house- 

'. hold sector and was around 8% per cent of the GDP by the.late 1970's. 

.7.9 In contrast to the trends in capital formation, the rates of saving in the economy have been 
-evidently rising at  a fairly steady rcte throughout the last quarter of a century, and quickening 
.somewhat towards the closing years of this period. For reasons indicated in Chapter 6, it is appro- 
priate to assess the trends here with reference to both saving and domestic product estimated at 
current prices. Judged with reference to such estimates it is clear that the gross rate of saving in the 



economy has more than doubled from less than 10 per cent o f  GDP in  the early 1950's t o  over 22 per 
cent of GDP by the end o f  the 1970's (see Table 5.8). 

4 

7.10 The saving rates in both the public sector and the private corporate sector have registered 
increases over this period, but the most sustained increases have been in the household sector. They 
have taken place not only in the form reflected in the direct capital formation within the sector but 
through net additions t o  financial assets (representing in effect transfers of saving for investment in ' 
the other sectors). The gross additions t o  financial assets in this sector have grown even more rapidly 
in the course o f  the 1970's and, though increases in financial liabilities (on account of transfers within . 
the sector through financial intermediation) have also taken place, the rate of increase in saving in this 
sector through net addition has been particularly marked since the middle of this decade. 

7.1 1 It remains only t o  consider the possible reasons for such sustained increase in the saving rate 
over the entire period and for the quickening in this rate in more recent years. This is a matter for - ' 

closer investigation and analysis, and all that can be offered at t h ~ s  stage are reasons which appear '= 

plausible in the l ight of analytical studies already undertaken by various scholars and some 
examination of the data we have ourselves done. 

7.12 Part of the increases in household saving, particularly those reflected in higher rates of capital 
formation (i.e.. i n  physical assets) within the sector, can be attributed t o  the higher rates of profit 
that could be secured through investment in small-scale manufacturing enterprises, in transport and 
trade. as well as in real estate (particularly in urban housing). To the extent that direct taxation and . 
various other constraints (such as those imposed by labour legislation) on the private corporate sector 
could have induced the enterprises within this sector t o  promote and develop close links with 
unincorporated enterprises, some of the increase in saving of the latter might be a reflection of the b 

process of siphoning away o f  profits from the former. In any case, since the rates of capital formation 
and saving in the private corporate sector have remained stagnant (and even declining), the increases . 
in  the unincorporated enterprises have t o  be viewed in this wider context as part of the growth of 
private business enterprises within the economy. 

7.13 Part of the increases in saving in the household sector can also be traced t o  higher rates of 
I 

saving among households proper in the form o f  bank deposits, insurance policies, and pension and 
1 

provident funds, and also on account of various schemes of compulsory deposits enforced by the 
I 

government. This could be said t o  be, in a sense, a natural consequence o f  the rapid growth of finan- 
ciat intermediaries over this entire period aAd the attractions offered by them, not t o  mention the 

I greater ease with which schemes o f  compulspry saving could be enforced following rapid growth in 
the number of salaried employees in the public sector. 

I 
7.14 It is also evident that there was a ?igkificant shift in the commodity terms of trade against : 
agriculture from about the middle of the 1970's. Since agricultural output is valued at the prices 
prevailing in various market centres at the pkak o f  the harvesting season, this has been reflected in a-. 
sharp decline in the share of income from adriculture i n  GDP at current prices, from 44.3 per cent in - . 
1974-75 t o  36.3 per cent in 1978-79 (while it's share at constant 1970-71 prices fell only from 42.2 to. 
40.0 per cent of GDP). There is reason to believe that the marginal propensity t o  save is laver in 
agriculture than in the rest o f  the economy. I I 



I 
7.15 In t h e  periodfrom ,the middle of the 1970's there have been some other special factors that 

.could explain the qtlickening in the raie of saving in the household sector. One is simply the higher 
. rate of growth of national income in the four-year period from 1975-76 t d  1978-79; during this 

period the average rate of increase of real inmme in the economy was as high as 6.5 per cent per 
annum. The other is that there has been verv rapid expansion in the holdings of currency arid bank - deposits during this period, which is traceable partly to larger procurement in some of these yearsfor 
additions to public foodgrain stocks (and therefore, for reasons indicated earlier, not perhaps tmly 
reflective of net increases in either investment or saving in the economy as a whole), and partly to 

- sizeable foreign inward remittances by Indian expartriates. The rate of domestic saving and even the 
rate of domestic capital formation, could have been perhaps s t i l l  higher but for the sharp deteriora- 
tion in the country'$ net terms of trade after 1973.74 which had the effect of bringing about a sizea- 
ble transfer of real resources abroad. Estimate of such loss due t o  terms of trade deterioration in the 
course of just one year i.e.,between 1978-79 and 1979-80,has been placed at over Rs.2.400 crores.* 

7.16 To sum up, there is no reason to doubt that there has been a substantial increase in the rate of 
domestic saving (at current prices) over the last quarter of a century. The sharper increase observed in  
recent years could however be due in part to transient factors, and it is premature t o  draw any other 
conclusion on this basis. Moreover, on account of the higher rate of increase in the prices of capital 
goods during this period (to which reference was made earlier), and thedecline in the rateof inflow 
of foreign saving from the end of the 1960's, the increase in the rate of fixed capital formation that 
has been achieved (compared to theearlier peak) has been necessarily more modest in the 1970's. 

. 7.17 Since the rate of gross fixed capital formation (estimated at constam 1970-71 prices) was as 
high as 11 per cent of GDP even in the middle of the 1950's, and had risen t o  no more than about 
18 per cent by  the end o f  the 1970's (after a significant downward movement from the middle of the 
1960's), it is not as surprising as it may seem that the rate of growth of national'income over the 
entire period has remained very nearly constant at about 3% per cent per annum and shown so far no 

. clear signs of acceleration. Inferences have some times been drawn, from the apparent increase in 
marginal capital-output ratios, that product~vity of investment has been declining. It is important 
however t o  make allowance for some noticeable shifts in the pattern of investment that have taken 
place within the large-scale industrial sector, in favour of industries w ~ t h  relatively high capital- 
output ratios such as, chemical fertilizers and electricity from the middle of the 1960's and 
petroleum, coal, steel and non-ferrous metals in more recent years. 

7.18 It i s  clear, for instance, that a large pan of the investment in the factory sector of industries (as 
reflected in the Annual Survey of Industries) has been for energy generation and supply. Indeed, at 
the end of 1977-78, nearly 44 per cent of the total fixed capital in the entire factory sector (as 
reported by AS/) was under the head 'electricity generation, transmission and distribution'. A t  the 
same time, while it accounted for such a large part of the total fixed capital, it contributed less than 
11 per cent of the total value added (and only 6 per cent of the gross output) in the factory sector, 

..with the result that the average ratio of fixed capital to value added in this particular industry was 
nearly 10 in 1977-78 compared to less than 2.5 in the sector as a whole." 

'Cf. Government of India. EconomicSuwey: 1981-82, p.65 

"The possibility of capital-output ratios getting raised in this way by large investments in public utilities in some 
phases' of development has been specifically mentioned by Professor Simon Kuznets. Cf. Kuznets, Simon. 
"Quantitative Aspects of the Economic Growth of Netions: VI.  Long.terrn trends in Capital formation Propor- 
tions". Economic Development and Cultural Change (Vol. IX, Number 4, Part 11). July 1961. PP. 4548. 



7.19 This is not to deny the possibility of the marginal capital - output ratios gerting raised 'through 
mistaken choices or inefficient use of investments in tixed capital, under-utilization of capacity in. 
some industries, and needless additions to inventow holdings. Our intention is only to point out that 
the rise in these ratios muld also be reflecting shifts towards industries which for technological 
reasons happen to require large amounts of fixed capital relatively to output, and that closer analysis 
is required before drawing other conclusions. 



CHAPTER 8 

SUGGESTIONS FOR IMPROVEMENT IN ESTIMATION 

8.1 As wil l  have been noticed from various mmments made in the course of the earlier chapters, 
the Central Statistical Organisation has been utilizing almost all available sources of information in 
the process of estimating capital formation and saving in the economy. The estimates relating to 
saving in the form of financial assets have also drawn upon most of the information available t o  the 
Resewe Bank o f  India. On the whole, the improvements thus achieved in the series on gross capital 
formation and savings over the last  two decades, as a pan of the more comprehensive series on 
national income and expenditure, have made these estimates almost as good as they can be expected 
to be, given the nature of the economy and the difficulties inherent in securing adequately reliable 
data. It is doubtful whether the estimates for any other country at a similar stage of development 
have a much firmer foundation.* 

8.2 This does not mean that there is no smpe for further improvements. We have already indicated 
some of them in the course of our analysis. For instance, the need t o  disaggregate the estimates for 
the household sector is both vital and urgent, not only for analytical purposes but even for policy 
formulation. Attempts have to be made to estimate capital formation and saving separately for farm 
households, for unincorporated enterprises in industry, transport, trade, etc., and for households 
proper; this needs to be given high priority, as these are sectors of the economy in which important 

. (though complex) developments are taking place. 

8.3 But it is more easily said thin done, given the present data base. Much preparatory work will be ' needed before sbch an attempt can bear fruit. Considering however the progress that has already been 
made in building up detailed estimates of capital expenditure in rural households (through the surveys 
conducted in 1961-62 and 1971-72 by the Reserve Bank of India), not only State by State but even 
region by region within each State, and the considerable work that is being now done by various 
research institutions, such as the NCAER and others, spread over the country (with support from 

'We have repeatedly drawn attention to the problems of estimation relatine to unincorporated enterprim. That 
similar problems have been encountered even in the United Stater in respect of unincorporated enterprises will be 
evident from a report of the joint economic committee of the U.S. Congress towards the middle of the 1950's. 
"For the immediate futur6, the most important single step that could be taken to impmve the accuracy of the 
national accounts would be to improve the data for mn-farm sole proprietorships and partnerships. The 
inadequacy of the underlying data for this sector of the economy affects the reliability of practically every 
important component of the accounts; e.g., saving, capital expenditures, depreciation, sales, inventories, and many 
others but particularly that of profits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
This situation is no fault of thore who am responsible for making the estimates . . . . . . . . . . . . . . . . . . . . .  
The estimators have repeatedly called attention to the need for better data in this area, but the datacollecting 

. agencim have not h e n  able to comply with these requests, mainly because of the limitation of funds . . . . . . . .  
Unfortunately, it will not ba easy to remedy this difficulty which is as old as national income statistics in the . United States ................................. The small firm is  typically operated as a family enterprise, 

. and its accounts are usually intermingled with those of the proprietor's household . . . . . . . . . . . . . . . . . . . .  
The absence of reliable data for unincorporated business enterprises is  surprising in view of the great interest 

. frequently expressed by public and private groups in the fortunes of T a l l  business." National Bureau of 
Economic Research (NBERI, The National Economic Accounts o f  the United States: Review, Appraisal and 
Recommendations (Washington, 19581, pp. 125-126. 
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agencies like the Indian ~ o u n c i l  of Social Science Research), jt should not be difficult t o  build up 
fairly reliable series for farp households within a few years. If this is attempted State-wise and region- 
wise, the resulting estimates should over a period o f  time help greatly in formulating and implemen- ' 
ting policies relating to agriculture and in devising appropriate measures for correcting inter-regional 
disparities in development. 

. . 

8.4 Similarly, it should be possible t o  build up a separate series for unincorporated enterprises in 
manufacturing, transport, trade, etc. This would however require much more preparatory work over a 
period of time. Unlike in agriculture, where a vast amount of data have been collected systematically 
by a variety of agencies over a long period, very little work has been initiated so far for studying in 
depth either the structure or the growth of unorganized manufacturing industry, commerce, and 
related sectors. This is a serious lacuna. today, and therefore steps need to be taken not only through 
official agencies for building up an adequate body of information but through more intensive studies 
undertaken with the help of the manyresearch institutions that can be drawn into this work. 

8.5 In this regard, even within the existing state of statistical data, some attempt at splitting of the 
household sector into meaningful categories could be made. While the data on household saving is 
not obviously emanahle to such break up, those on gross capital formation in the 'unorganized' 
segment could be straight away separated out into the following three key functional sub-groups 
constituting the household sector: (i) farm households; (ii) non-farm production units; and 
(iii) others. The data base for such categorisation i s  available in the CSO's present estimates of capital 
formation by industry of use, which is presented for as many as twelve industrial categories. The 
estimation procedure is such that under each industrial category, separate data could be worked out 
for; (i) public sector; (ii) private corporate sector; (iii) farm househblds; (iv) non-farm production 

+ 

units consisting of unincorporated enterprises and all self-employed households engaged in produc. 
tion; and (v) others. To illustrate, capital formation in agriculture and allied activitieswould have t o  
be all assigned to 'farm households'. For registered manufacturing, the AS1 gives data separately for - 
(i) public sector, (ii) private corporate sector, and. (iii) un-incorporated enterprises. Capital formation 
under unregistered manufacturing could be entirely attributed to the 'non-farm production units'. 
Such a separation is possible i n  all other indAstrial categories such as construction, trade and 
transport. In this proposed disaggregationof the eitimatesof household capital formation, the residual 
category (i.e.,'othersP) would consist of pure households not engaged in the organization of produc- 

I 
tion; their capital formation would naturally be mainly in the form of investment in 'residential' 
construction. Estimates of investment in 'residendial' construction by farm households could be also 
presented separately. I 

I 
8.6 Another area in which improvements in ?stirnation can and should be made relates to the 
provisions for depreciation (i.e., capital consumpt)on). As described earlier, the existing practices and 
the underlying criteria vary from sector to sector. irh5re are such extremes as no provision at all being 
made for depreciation in the case o f  physical assets used for government administration; in others, the 

I 
provision made is on the basis of what income-tax laws permit, as in the case of private sector com- ' 

I 
panies, public corporations and companies, and even some departmental undertakings. It i s  important - 

that the criteria and methods adopted are put on a more rational and uniform basis. 

8.7 In this regard, the methodology now adopted for estimating capital consumption in 'agriculture' 



appears in principle very logical and appropriate. Estimatej of capital stock for each of the years are 

b 
first built up on the basis of the perpetual inventory method; with the help tof independent data on 

. ;he average agestructure of assets (separately for different types of assets) the rate of wnsumption of 
fixed capital is then arrived at as a proportion of the value of stock in each case. This method needs 
t o  be extended to all other sectors. It would require building up of a comprehensive life-table of 

- physical assets in each sector and subsector, based on detailed and pains taking analysis of the 
average life of each major group of physical assets. But such exercises alone can provide reasonably 
realistic estimates of the consumption of fixed capital and make the distinction drawn between gross 
and net capital formation more meaningful and dependable. A sharp distinction needs to be also 

'1 
drawn between estimates of the probable rate of physical depreciation of capital stock and estimates 
of the financ~al provisions made for the replacement of such stock. 

8.8 Similarly, a beginning could perhaps be made at an early stage in allow~ng for capital losses and . destruction. Such destruction and losses are now considerable o'n account of natural calamities 
(affecting particularly agriculture and rural housing) as well as accidents (as in the Railways). 

8.9 Still another important area of estimation in which some improvements are called for i s  in 
respect of investment in inventories. The present method of estimation of inventories of agriculture 
and trade in the household sector, linked directly to increases in bank credit extended to this sector, 
i s  patently unsatisfactory. This is of course a sphere in which considerable errors can remain even 
after some improvements, since much of the holding of commodity stocks in this sector are deli- 
berately concealed (rather like stocks of gold). Al l  that can therefore be expected perhaps are 
estimates with a stronger and more plausible foundation than at-present. 

8.10 Some work needs t o  be also initiated for understanding the various dimensions of what is  often 
6, loosely referred to as the 'parallel economy'. There is considerable confusion and doubt as t o  how far 

the concealed quantities are confined to stocks of highly liquid assets such as gold and currency, to 
what extent they are linked with the holdings of other financial assets (such as bank deposits) as well 
as physical assets (such as real estate), and how they are all linked up w i th  current production 
activities (i.e., the 'flows' in the economy). Some light is likely t o  be thrown on these questions in the 
course of investigations into unincorporated enterprises in manufacturing industry, transport, trade. 
etc. Howeverpit will be necessary to conduct also studies more sharply focussed on how production 

m and incomes get under-reported, the extent t o  which under-reporting in some sectors wu ld  get offset 
by higher estimates for other sectors, and the forms in which the savings so generated tend to be held. 
An intelligence unit within the National lnwme Division of the CSO could be specially entrusted 
with this task o f  obtaining market intelligence on the business practices germane t o  this subject on an 
on-going basis. 

8.11 Closer examination o f  the estimates of expenditure on public sector projects, of the terms on 
which government contracts are given out and revised from time to time. and of audit reports relating 

- to them should make it possible to have firmer ideas on the extent of leakages that take place and the 
allowance that should on this account be made in the estimates of investment outlay through the 

. public sector. Similar case studies wu ld  also be attempted of investment outlays in the private 
corporate sector, of the sdctofs linkages with unincorporated enterprises, of the pricing of inter- 

. mediate goods purchased, and of 'products sold, etc. As-indicated earlier, specific studies directed at 
identifying the consumption of electricity by industries and quantifying the unexplained residuals 

1 .  .would also help in assessing the quantum o f  unreportedoutput and incomes. 



8.12 We would also propose that the Reserve Bank o f  lndia should continue i t s  company finance 
studies with greater regularity, find more appropriate blowing-up factors through regular census% 
covering companies of al l  sizes (both public and private' limited companies) conducted,on aquin. . 
quennial basis, and adopt better sampling procedures for companies with relatively small paid-up 
capital. It is also vital that stGdies on foreigncontrolled rupee companies, of which there have been 
none since 1972-73, should be resumed by the Reserve Bank. Another important area in which the 

,- 

Reserve Bank of India could help t o  make availabledata on a more adequate and systematic basis 
concerns ownership of bank deposits; what is required here is  above all a more detailed and accurate 
classification of owning categories, without lumping too many of them together (as is  done now 
under the category of "others", which accounts for nearly 25 per cent of total bank deposits). A 
further weak area relates to the data on the deposits accepted by the non-banking companies. A more 
glaring gap in the existing knowledge relates to the various dimensions of foreign inward remittances 
such as their sources of origin, the regions into which they flow their initial impact on domestic 
savings, their deployment, and their secondary effects on the economy. In this regard, very little has 
been done so far and the RBI has a special responsibility for organizing more analytical studies. 
Several other lacunae involved in the data-base for savings to which the RBI needs to pay particular 
attention are mentioned in details in Appendices II. IV and VI. 

8.13 We have also a number of other detailed suggestions, particularly for improving the estimates 
relating to the public sector and minimizing the degree of discrepancy and error that can be noticed 
in them. In this context, we propose more systematic coverage of the accounts of local authorities 
and a greater degree of disaggregation of the public sector, distinguishing not only between adminis- 
trative departments of the governments and departmental undertakings (separately for the Central 
and State Governments) but between financial and non-financial institutions among non-depan- 
mental enterprises and showing separately and saving contributed by the Reserve Bank of lndia * 
(whether from i t s  operations in the lssqe Department or frqm those of the Banking Department). 
Such disaggregation would be of help in analysing the estimates of saving in the public sector and , 

interpreting their economic implicationA and significande. In order to avoid cluttering up the main 
I 

text of the report with these details, all. such suggestions (including those for the private corporate 
sector and the household sector) are beinb given in a separate appendix (Appendix IX). 

I 
8.14 We have been required (by the terms o f  reference) to consider also the possibility of buifding 

I 
up regional estimates of capital formation and saving. It appears to us that such regional estimates can , 
be built up in respect of capital formatiLn in the household sector, and (as indicated earlier) could 
serve a very useful purpose if disaggregaied further in order to bring out clearly the rates of capital 

I formation in farm households, in unincorporated enterprises in manufacturing industry, transport, 
I 

trade, etc. It might also be held in pol~cy formulation if estimates can be made region-wise of the 
I saving of the household sector in the form of certain financial assets, particularly bank deposits; such 

regionwise estimates in respect of banc deposits can be made with data already available to the 
Reserve Bank. Following the recommendations of a Regional Accounts Committee appointed by the 1 

I Government of lndia* in May 1972 under the chairmanship o f  Professor M. Mukherjee (who is  also a 
member of the present Working ~ r o u d )  . some progress has already been made in working out ., 
estimates of capital formation at,the lelgional level; we need only give our strong support to the - - 

I speedy implementation of these recommendations. 
I 
I 

'Central Statistical Organiralioh. The ~omrnittke on RegiomIAccounts Final Repon (September, 1976) 
I 



8.15 A final thought we would like to add here concerns the publication of different estimates o f  
investment and saving for the same years by different official agencies such as the Central Statistical 

. Organisation, the Reserve Bank of lndia, and the Planning Commission. This practice has caused 
much needless confusion in the past, and it would help greatly i f  it is discontinued. Since 1975 the 
Planning Commission has staned publishing estimates that are consistent with the official CSO 

: estimates, but the estimates still being published by the ReSe~e Bank of India are slightly at variance 
with them. Some of the discrepancies in the estimates are inevitable, since the RBI estimates are made 
and published between August and November each year and the data on which they are based are - necessarily different from those on which the CSO estimates published later are based. But there are 
also discrepanciei for other reasons. We have had detailed discussions with both the agencies con- 
cerned regarding the reasons for such discrepancy, and have taken into account all the relevant 
considerations in making out detailed recommendations. I f  these recommendations are fully 

- -adopted by both the CSO and the RBI, the series published by these two official agencies should in 
the future show no other discrepancies than those caused by differences in the time of preparation 
and publication of their respective estimates. 



APPENDIX I 
, . . . 

. . METHOD OF ESTIMATION OF PHYSICAL ASSETS 

. .  . 
FORMATION OF T ~ : E  HOUSEHOLD SECTOR. . 

. ' ! I , . ? ,  : . .  
1.1 in  ~hap te i ' 4 .a  brief description of the methodol6gy'&f'i~timaiing gross capiial formatiori by 
the'housetioldsector h'as been presented:   ow ever', the mett ibdb~o~y is a cokplex one and involles 

. , .  
such',.a'large nWiber',of steps~and procedures that it was thought desirable t d  present i t s  relevant 

I . :: 
details separatell.:.~he d d a i k  of .the'method 'of estimation of inventbry"a~cumu~atio~ alohg k i t h  
concteie~~ugge~tions for improvemelitare containbd iri Appendix V. Thepreseni abpendixdiscribes 

. . 
ih6 'mith.bd k61iting 'to the' &id~!:6n 'of ' the twk'btht?r types b f  assets, i.6:; constr~~t ion,  'and 

!. ,:; . !. . 
iachirieiy inina"%$ip@tit; the 'additions to which ddhstitut? fixed 'assets:'fb.rmation. ~ i o i n  the 

. . ;  :;,, . 
est imikd total<-?iif'such b8ditidis for the econd&v as-a whole, est.imatksindependLd~i m i d i  for the .. .,. . .  . .:. ? .  

I;llb~i?di.i%i'a"if t i l i ' b r i v i t e~or~ora te  iectok are ded"ct68'to atitgin the "t<siduil' i t t r i k tab le  t o  the 
.. . . 

household sector. . . , I '  ' . . . . , , . . . , - " . ,.,.,' 8 " 

, . 
1.2 Construction undertaken in the economy is, for estimation purposes, classified into two cate- 
gories: pucca (or accounted) and kutcha (or unaccounted). Pucca construction is that undertaken 
with a specified set of materials, while kutcha construction is of labour-intensive nature. The 
'commodity flow' method is used to estimate gross capital formation through pucca construction, 
and through the installation of a l l  types of 'machinery and equipment'. The estimates of kutcha 
construction are derived through the 'expenditure' method. 

I construction 4 

1.3 There are three key steps in the estimation of the value of pucca construction covered under 
the 'commodity flow' method. They are: 

(i) the estimation of the net availability, for construction purposes, of each of the five 
specified construction materials (viz., cement, iron and steel products, timber and round- 
wood, bricks and tiles and permanent fixtures and fittings) and their evaluation a t  costs 
borne by the builders at the s i te  of construction based on information on the relevant 
commodity prices and on tramp04 charges, dealers' margins, and indirect taxes; 

(ii) estimating the value of building mdterials other than the specified five; and 
I 

(iii) the estimation of factor income payments associated with the new construction works. 
! 

1.4 The total value of construction covered by the 'commodity flow' approach is obtained as a sum 
of the material inputs and factor income payments. 

1.5 Capital formation in the form of labour-intensive construction and estimated through the. 
'expenditure' method is generally confined to the household sector (except for forestry in the public I .  . 
sector and tea, coffee and rubber plantations in the prtvate corporate sector, the methods of esti- 

I 
mation of which have been described in Chapter 4). Such construction works relate to (i) residential - 
buildings. (ii) non-residential buildings, and '(iii) 'other construction works'; estimates of each of 
these categories are undertaken separately for rural and urban areas. 



1.6 The steps involved in the estimation of different categories of labour-intensive construction 
could be regrouped into two very broad stages: first, the estimation of the total value of construction 
(both accounted and unaccounted) under each category undertaken through the 'expenditure' 
approach for a bench-mark year and then carried folward t o  other years using relevant indicators; and 
secondly, based on the ratio method using survey results, the proportion which labour-intensive 
construction forms to the total value of construction under respective categories, is derived f0r.a 
bench-mark year and applied to the estimated totals for the subsequent years. 

- 1.7 The following paragraphs describe the details of the 'commodity flow' and 'expenditure' 
methods in that order. 

: 'Commodity flow' method 

1.8 Under the 'commodity flow' method, the net availability of those construction materials is 
derived by taking the estimates of domestic production and allowing for their use in other industries, 
for changes in stocks, as well as for imports and exports. Cement is produced in the organized sector 
o f  industry, whereas iron and steel products are produced both in the registered and unregistered 
manufacturing sectors. Permanent fixtures and fittings are largely produced in the organised sector. 
while timber and roundwood and bricks and tiles come mainly from the unorganized sector. A brief 
description of the procedures involved in their estimation is presented below: 

1.9 The figures of total despatches of cement by the producing units under (i) rate contract (i.e., 
those despatched for specified uses in the public sector at fixed prices), (ii) other than rate contract, 

' and (iii) free sale, are adjusted for imports and intermediateconsumption in other industries. The 
estimated quantity available for construction is then evaluated with the help of appropriate prides. 

. Such unofficial prices as may be obtaining in the market at variance with the official prices are not 
taken into account. The total value of cement used in construction is marked up arbitrarily by 2 per 
cent t o  take account of the transport cost from the place of purchase t o  the site of construction. 

1.10 In respect of iron and steer products, the value o f  output in money terms is  obtained from the 
Annual Survey o f  Industries (for both census and sample sectors) and estimates of output of such 
commodities in the unregistered manufacturing sector. The output is  then adjusted for imports, 
exports and 'change of stocks'. On the estimated value o f  iron and steel products used in construction 
(including import duties), adjustments for trade and transport and other charges are made at 15 pel 
cent. In this case also, such.black market prices of the controlled varieties of iron and steel products 
as may be prevallin~ are left out of account. 

1.1 1 Data on production of timber and round-wood are not separately available. Instead, infor- 
' mation is available on industrial wood, comprising mainly timber and round-wood. Based on infor- 

- - mation available with the Government, the'latter's share was estimated a t  99.8 per cent for 1964-65, 
. which has then been used for al l  subsequent years. Excluding timber used as railway sleepers, 48.5 per 

cent of the residual is taken as having been used in construction; round-wood used in construction is 
placed at 38.0 per cent of the total quantity produced. These proportions were worked out on the 



basis of information contained in the ~ i m b w  Trends Study for the Far East, Commodity Report for 
lndia (The Inspector General of Forests, 1958). The estimated quantities used in construction s q  . 
arrived at are valued at different prices; (i) tiniber at the all-India average prices issued quarterly by . 
the National Buildings Organisation (NBO) in their publication Prices o f  Buildmg Marerialsand Wage 
Rares for.Building Labour (mimeographed); and (ii) roundwood, at the State-wise base prices for 
1970-71 and the resultant all-India average price for that.year being moved t o  later years with the : 
help of the Economic Adviser's index of wholesale prices for log and timber. The total value thus 
obtained is marked up for trade and transport margins at the rate of 7 per cent on the value of timber 
used in construction, 5 per cent for timber used in railway sleepers, and 50 per cent on the value of - 
round-wood used in construction, so as t o  obtain the value atthe site of construction. 

1.12 The total quantity of bricks and tiles produced in the organised sector is estimated on the basis 
of the despatch of coal for brick burning and the estimated average quantity of coal needed for 
producing one lakh of bricks and tiles. This output is valued at the all-India average pricespublished 
by NBO. Separate estimates are made for the production of bricks and tiles in the unregistered manu- 
facturing sector, which i s  further inflated arbitrarily by  50.per cent t o  takeaccount of the production 
of bricks by rural households for their own use. The total value of all of these together is marked up 
by 25 per cent as trade and transport charges. 

1.13 Finally, data on the value of production of a large number of fixtures and fittings of a 
permanent nature used in construction are obtained from the Annualsurvey of Industries (AS/) and 
from the Directorate General of Technical Development (DGTD). I n  their case, the trade and trans- 
port charges are estimated t o  be 35 per cent. 

1.14 The total value of five construction materials xr arrived at i s  added to the estimated value of 
other construction inputs and factor income payments involved in construction (compensation of 
employees, rent, interest, profits and dividends). Other construction materials include crude,coal,tar. - 
hard board. PVC flexible sheetings, refractoriei and furnace lining bricks, hume pipes, asbestos 
cement sheets, paints and varnishes, sheet glass, pipes and limestone. Sufficient data are not available 
t o  enable an independent estimation of these ot$er construction inputs as well as factor income pay- 
ments. Sample surveys on urban building activities undertaken by the National Sample Survey for 
196788, and by the Reserve Bank of lndia forlthe period 1955-56 t o  195758. have been used to 
arrive at an estimate of the proportion of these five specified construction materials in the total cost 

I 
of all construction materials; this proportion worked out to 65.9 per cent. For the subsequent years, 

I this proportion is adjusted for the relative movement of prices of the five basic materials as compared 
I with the prices of other construction materials, the respective prices being based on the Economic 

Adviser's index number of wholesale prices and jhe index number of purchase prices obtained from 
the Directorate General of Supplies and Disposals \DGSD). 

I 1.15 Similarly, the proportion of factor income payments t o  total value of material inputs is deter- 
mined for a bench-mark year 1970-71 (at 60 perlcent) on the basis of information available with the ' 
Central Public Works Department (CWVD), the ~d t iona l  Buildings Organization (NBO), and the zonal . 
offices of the Railways, as well as on the basis 
(referred to earlier) and the results of an analysis 

of the Reserve Bank study on building activities. 
of the balance sheets of construction companies in 

the corporate sector. For the subsequent years, the bench-mark proportion is adjusted for the 
I 



differential movements in the prices of construction materials and labour income. The index of wages 
is obtained from the index of wages of construction workers in rural and urban areas weighted accor- 
ding to the value of construction in the two areas in the base year (1970-71). The sectoral compo- 
sition of pucca or accounted part of construction is derived by'working out the value of construction 
in the public sector and the private corporate sector separately and taking the 'residual' as falling 
within the household sector. When the 'residual' is so derived, it actually represents the value of pucca 
construction in the household sector comprising both new construction as well as repairs and main- 
tenance. 

'Expenditure method' (labour intensive construction) 

1.16 Estimates of labour-intensive construction, as stated earlier, are made through the data on 
expenditures incurred on new construction works in money terms. Such labour-intensive construction 
is confined to the 'unorganized' household sector, except for (i) afforestation and re-afforestation in 
the public sector" and (ii) tea, coffee and rubber plantations in the private corporate sector. Esti- 
mates are independently made for the public sector, the private corporate sector, and the household 
sector. Data on expenditures on afforestation and re-afforestation are available in the budgets of the 
Central and State Governments. In the case of the private corporate sector, the estimates are based on 
data obtained from the Tea, Coffee and Rubber Boards. 

1.17 In the case of the household sector, the labour-intensive construction relates to residential and 
. non.residential buildings and other construction works; the estimates for total construction outlays 

comprising both accounted and unaccounted under each of these categories are prepared first for a 
bench-mark year using the 'expenditure' approach, and they are then carried forward for other years . through relevant indicators. At the next stage, with the help of the ratio method and using the results 
of different surveys conducted in rural and urban areas, the proportion of the kutcha or unaccounted 
construction forms to the total construction outlay under each category is arrived a t  for a bench- . - mark year, and this proportion is uniformly applied to the other years. A detailed account of the 
methods used for arriving a t  these proportions is presented below: 

(a) Rural residential houses 

1.18' The AII-India Debt and Investment Survey (AIDIS) o f  1971-72 gives the total estimated expen- 
diture on capital formation in rural residential houris (i.e., bothpucca and kutcha). These are moved 
to subsequent years by a combined index of net annual addition in the number of rural residential 
buildings, as indicated by the population censuses of 1961 and 1971 and by the estimated cost of 
const~ction of rural houses. Estimates of repairs and maintenance of rural residential buildings are 
prepared from the ratio of repairs and maintenance to the value of capital stock as shown by AIDIS: 
1971-72. 

. 'Kurcha construction in respect of the public sector relates only to forestry. Other kutcha construction, if any, is 
classified with pucca const~ction as no information on kutcha construction i s  available either in the budget 
documents or in the annual repons of the nondepartmental undertakings. 



(b) Urban residential houses 

1.19 The value of construction in urban residential houses is estimated with the help of the annual . 
growth rate in the number of urban dwellings indicated by the data on number of houses furnished . 
by the municipalities. The starting point in this respect is the estimated value of capital stock in urban 
lhousing as of 196162 derived by capitalising the rental incomes independently arrived at for national 
income estimation. Data collected for 55 municipalities of Maharashtra gave the ratio between the - . 
annual letting value and capital value at 5.4 per cent. In the metropolitan corporations of Calcutta, 
Homl;ay, DelhiINew Delhi, and Madras, the ratio has been taken as 7.5 per cent of capital value. 
These two ratios have been combined in the proportion of population in urban areas (other than four 
cities) and in the four big cities according to the 1961 census to obtain an overall estimate, which 
works out to 5.7 per cent. The estimated value of urban dwellings (bothpucca and kutcha together) 
for 1961.62 has been moved to 1970-71 with the help of the annual growth rate of urban houses, 
worked out on the basis of data collected from municipalities each year duly superimposed by the 
index of the cost of construction of urban houses t o  estimate the value of urban dwellings in 1970- 
71. For the subsequent years, the value o f  urban dwellings has first been prepared a t  1970-71 prices 
t o  work out net capital. formation at that base level price. With the assumption of 1.67 per cent of 
the opening wealth of urban dwellings in each year as thy rate of consumption of fixed capital, the 
estimates of net capital formation at 1970-71 prices have then been converted to current prices with 
the help of the index of cost of construction of urban houses. A proportion of the value of capital 
stock of urban housing is taken as the expenditure on repairs and maintenance from year to year. 

1.20 The above (a) and (b) give estimates of total capital formation in rural and urban housing, 
which are to be broken down into pucca and kurcha construction. This is done on the basis of the 
information contained in the NSS-15th Round: 1959-60 (rural) and the NSS-17th Round: 1961-62 . 
(urban). These surveys revealed that in the case of the rural housing, the proportions of pucca and 
kutcha were 72 per cent and 28 per cent, respectively, and for urban housing, the same are 80 per 
cent and 20 per cent; these proportions are being used for all the years. 

I 
(c) Rural non-residential buildings I 

1 
1.21 The estimates of rural household non-residential building construction (bothpucca and kurcha 
together) are based on the results of AIDIS: 1971-72. In the absence of any other relevant indicator. 
the AIDIS estimates o f  capital formation in rukl non-residential buildings have been moved to 1970- 

I 71 using a combined indicator o f  gross value added in unorganised sectors of the economy (agricul- 
ture and allied activities, unregistered manufacturing, unorganised transport and other services) a t  
1970-71 prices. This is then converted to currknt prices with the help of the index of cost of cons- 
truction of rural houses. The ratio of pucca td kurcha construction in this respect is the same as that 
for rural residential construction. I 

I 
(d) Rural and urban 'other construction' I 
1.22 For estimating the value of 'other consdruction works' - both rural and urban - a proportion 
of the expenditure on only one type of asset.lviz.; digging of wells is taken aspucca construction and 
the whole of the expenditure on other items (reclamation of land, bunding and other land improve- ' 

I ment, development of other irrigation works, afforestation, re-afforestation, laying of new orchards 
1 



and plantations) i s  treated as kurcha. In the case of the rural household sector, 'other construction 
.works' have been worked outseparately foreach item including digging of wells using the results given 

. by AIDIS: 1971-72. The estimates for 'other construction work' by the urban households have been 
obtained for 1971-72 using the proportion of such estimates to the estimates of the rural sector ill 
196142 worked out on the basisof the NSS, 17th Round: 196162 (urban)and the AIRDIS: 1961-62 
(rural). The estimates in respect of rural and urban 'other construction work' for 1971-72, thus 
obtained, have been moved to 1970-71 using the same indicator (value added in the unorganised 
sector) as is used for rural non-residential buildings. The 'digging of wells' is  converted into current 

. prices with the help of the index of cost of construction of pucca wells and the rest with the help of 
the index of daily wages of rural unskilled labour. 

1.23 The estimate of the construction of wells ispbtained by splitting the total estimate on cons- 
truction of wells into pucca and kutcha on the basis of information on masonry and non-masonry 
wells available in the Season and Crop Reports of various State Governments; the relative value of 
construction o f  such *ells is determined on the basis of the estimate of the cost of wells given in a 
working group (Ministry o f  Agriculture). These data suggest that two-seventeenth of the total value 
of construction of wells relate t o  the labour-intensive type. 

(e) Urban non-residential construction 

1.24 What remains now t o  be estimated is the value of construction of non-residential houses in the 
urban sector. Urban non-residential housing of the accounted variety is estimated as a residual by 
deducting from total value of construction,the value of construction in the public sector, the private 
corporate sector, rural residential, rural non-residential, rural 'other construction works', urban resi- 

- dential and urban 'other construction work'. The proportion df new construction and repairs and 
maintenance in urban non-residential pucca construction is taken to be the same as that for urban 
residential housing. The value of urban non-residential construction of an unaccounted or kutcha 
type is estimated by assuming the samepucca-kutcha proportions used for urban residential construc- 
tion. 

1.25 To sum up, the total estimate of unaccounted (or kutcha) construction consists of 28 per cent 
of the value of private household construction in residential and non-residential structures in rural 
areas, 20 per cent of the value of private urban household construction in residential and non-residen- 
tial structures, the whole of 'other construction works' except the construction of wells, and two- 
seventeenths o f  the construction of wells. 

Basic data 

1.26 The data presented in a set of four tables bring out the steps involved in  the process of esti. 
: mation of total construction outlays and their components. The total value of constructin along with 

i t s  break-up into pucca and kutcha, for the years 1970-71 and 1977-78, are given in Table 1.1. The 
. proportions of the accounted and unaccounted constructions in the total value of construction from 

1970-71 to 1977-78 are presented in Table 1.2. Table 1.2 also shows the proportion of new construc- 
. tions and repairs and maintenance in the total .value o f  construction Table 1,3. depicts the distribu- 

tion of the value of unaccounted or kutcha construction under three major heads, namely, govern- 
. ment afforestation, plantations in private corporate sector: and household. The value of kutcha 



consfruction i n  household sector is shown separately for new wnstruktion and repairs and main- 
tenance. Each of them i s  again broken into (a) rural residential, (b) urban residential, and (c) others.. 

Table 1.4 gives ihe percentage distribution of the value o f  ionstruction coming under the account- 
ed or pucca category, that is, construction esti6ated on the basis of 'commodity flow' 
approach. This table shows the shares of public sector, private corporate sector and household sector, 
separately for new construction and repairs and maintenance. Within the public sector again the 
shares of Government administration and departmental enterprises, and non-developmental commer- 
cia1 undertakings are shown separately. The share of the household sector inpucca construction is . 
given separately under: (i) new construction: (a) residential-rural, (b) residential-urban, and (c) rest. 
Similar break-ups are given for repairs and maintenance. 

Possible sources of error 

1.27 From the methodology of estimating capital formation in  housing and construction in the 
household sector described above, it will be seen that there are several points a t  which errors or biases 
may creep in. For these estimates rely heavily on information relating to a base year which i s  moved 
forward with the help of some indicators. While the indicators seem reliable, the base year in some 
cases is  as old as 1964-65 (e.g.. the estimate i f  capital stock of urban residential houses). Use i s  also 
made of ratios derived from surveys carried out several years ago (e.g., the proportion ofpucca and 
kutcha in rural' residential housing). These ratiosare obviously outdated and could be a source of 
error in the estimates. 

1.28 Bias may arise also at the starting point itself, namely, the estimate of aggregate value of cons- 
' 

truction o f  the pucca variety in the econom,y derived by the 'commodity flow' approach. The signi- 
ficance of this aggregate in the context of estimates of construction in the household sector stems . i 
from the fact that although most of major ymponents of housing and construction in the household 
sector, namely, rural and urban pucca residential houses, rural and urban kutcha residential houses, 

I 
rural and urban kutcha non-residential houses, and 'other construction', are estimated mdependently, 
one element, namely, new construction o! the pucca variety in non-residential urban buildings and 

I 
'other construction' comes out as a residual (see Table 1.1). Therefore, any error or bias in any of the 
elements in the entire structure o f  the ehimates of capital formation in housing and construction 
ultimately has i t s  repurcussions on the estlimate of investment in housing and other construction in 

I 
the household sector via the residual. Thus any upward or downward bias in the estimate of cons- 

1 
truction in the ;ublic sector (e.g., throush "leakages") would have a corresponding downward or 
upward bias in the estimate of household sector via the residual element. While this would not affect 
the aggregate value of pucca constructiod in the economy as a whole -only the sectoral distribution. 

I 
would change - such biases can have a profound influence on the estimate of physical asset I .  
formation in the household sector. Hence in considering how the estimate of housing and construc- 

1 
t ion in the household sector can be improved, it is necessary to see that (i) the controlling total is 
estimated correctly and (ii) the other components o f  the aggregate are also free from any error or bias . 
as far as possible. Otherwise any attempt to improve the individual elements in the estimate of - 
housing and construction in the housebold sector will not be very fruitful as a l l  such refinements 
would end up only by changing the residual. 

I 



Table 1.1: Total Value of Construction 

(at current prices) 

(Rupees, Lakhs) 

Items 1970-71 1977-78 

1.1 Value of construction accounted in commodity flow approach.' 
1.1 Govt. admn t deptt. enterprises - new 
1.2 Govt. admn + depn. enterprises - $epairs & maintenance ' 
1.3 Non-departmental commercial undertakings - new 
1.4 NDCU -repairs and maintenance 

. 1.5 Private corporate sector - new . , 
1.6 Private corporate sector - repairs and maintenance 
1.7 Household sector (residual) 

1.7.1 Rural residential (buildings - ne'w 6 ,  

1.7.2 Rural residential buildings - repairs and maintenance ' 
1.7.3 Urban residential buildings - new 
1.7.4 Urban residential buildings - repairs and maintenance " 
1.7.5 Residual household 

1.7.5.1 New construction 
1.7.5.2 Repairs ahd maintenance 9 , ' 0  

. 2. Value of construction unaccounted 
2.1 Ruralfurban non-residential building and other construdtion works ' O  

2.1.1 new construction 
2.1.2 repairs construction 

2.2 Rural residential buildings - new 
2.3 Rural residential buildings - repair 
2.4 Urban residential buildings - new a 
2.5 Urban residential buildings - repair . 
2.6 Plantation in private corporate sector ' 
2.7 Govt. plantation ' 

3. Total value of construction (1t2) 
3.1 New construction 

3.1.1 Public sector (items 1.1 t 1.3 + 2.7) 
3.1.2 Private corporate sector (item 1.5 + 2.6) 
3.1.3 Household sector (item 1.7.1 + 1.7.3 + 1.7.5.1 + 2.1.1 + 

2.2 t 2.4) 
3.2 Repairs and maintenance (item 1.2 + 1.4 t 1.6 + 1.7.2 + 1.7.4 + 

1.7.5.2 t 2.1.2 t 2.3 + 2.5) 

I For details of methodology refer relevant paragraphs in Chapter X X ,  in National Accounts Statjstics -Sources 

andmethods (CSO, April, 1980). 
Contd. . . . 



Based on information provided i n  the budgets o f  Central and State Governments, local authorities and port 
trusts. 

Based on data contained in annual accounts o f  nondepartmental commercial undenakingsllNDCU). 

Bared on  information provided by AS1 reports, Public Electicify Supply - A l l  lndia Statistics ICEAI, RBI 
analysis of finances of sample joint-stock companies published Annually in RBI Bulletins. Statistical State- 
ments Relating to Cooperative Movement in lndja (RBI1 and Sratistical Tables Relating to Banks i n  lndia , 

(RBI). 

Based on  RBI analysis of finances of sample jointstock comapnies, Statisrical Statements Relating to 
Cooperative Movement in lndia IRBII and Statistical Tables Relating to Banks i n  lndia (RBI). 

For details of methodology refer paragraphs 20.20 and 20.31 l i )  of Chapter X X  in NAS - Sources and 
Methods, Op. Cit. 

For details of methodology refer paragraphs 20.21 and 20.31 lil of Chapter XX in NAS - Sources and 
Methods, Op. Cit. 

For details of methodology refer paragraphs 20.22. 20.23 and 20.31 liil of Chapter X X  in NAS - Sources 
and Methods, Op. Clt. 

For details of methodology refer paragraphs 20.27 t o  20.30 and 20.31 liii. iv, vl of Chapter XX in NAS - 
Sources and Methods, Op. Cit. 

For details of methodology refer paragraph of 20.30 of Chapter XX in NAS - Sourcesand Methods, Op. Cit. 

Based on data obtained from Tea, Coffee and Rubber Boards. 

Based on data contained in Government Budgets 



Table 1.2: Total Value of Construction (at current prices) - Percentage Distr~but~on 

Item l Year 1970-71 1971-72 1972-73 1973-74 1974-75 1975-76 1976-77 1977-78 

1. Total value of construction 1CNJ.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 

I. Proportion estimated by commodity 
flow approach & expenditure methods 

rn 
W 1.1 value of construction - accounted 

in commodity flow approach 83.6 83.4 84.5 80.5 81.7 82.5 83.7 84.1 

1.2 value of construction - unaccounted 
in  commodity flow approach 16.4 16.6 15.5 19.6 18.3 17.5 16.3 15.9 

11. Proportion of new construction and 
repairs and maintenance in  total value - 

(a) new construction 83.3 82.8 83.4 82.4 82.9 84.0 84.8 85.3 

(b) repairs and maintenance 16.7 17.2 16.6 17.6 17.1 16.0 15.2 14.7 



Share of kutcha construction 

1.29 ' ~ e e p i n ~  in view the possibility that the site of kutcha construction can also be a source bf . 
significant error in the estimate of, capital formation in wnstruction in the household sector, the 
shares of puma and kutcha construction in the total capital formation in housing and construction as 
a whole were examined. It was found that the share of kutcha construction in the total remained . 
more or less stable a t  around 16 per cent during the period 1970-71 tol977-78 (Table 1.2). Theie ' 
was an increase in the years 1973-74 and 1974-75 but thereafter the proportion came down again to 
about 16 per. cent. Also, within the kutcha construction, the distribution among different items'. 
appears fairly stable (Table 1.3). Probably the myriad bits of kutcha construction carried on in rural 
and urban areas have a degree of stability in relation to the total construction activity. It could be 
said that the recent estimates of capital formation in physical assets, particularly wnstruction, do not 
suffer from an upward bias because of any unduly large share of kutcha wnstruction. 

1.30 While, as noted above, the proportions of kutcha construction in the total also do not exhibit 
any unduly large increase in recent years, looking a t  the different components of the value of cons- 
truction estimated by the 'commodity flow' approach (Table 1.41, one can notice rather sharp fluctu- 
ations in the residual element described as "rest" (item 1.3.1.3). From 26.4 per cent in 1970-71 the 
proportion of this element went down to 2.4 per cent in 1973-74 but went up again in subseqllent 
years and stood at  22.8 per cent in 1977-78. This gives rise to some misgivings as to the reliability of 
the estimates of pucca or accounted part of construction that accounts for over four-fifths of capital 
formation in wnstruction in the economy. When the share of the residual within thepucca construc- . 
tion category is marked by such sharp fluctuations, it suggests that errors may arise from any of the . 
quarters: from the controlling total, or from the other elements in the accounted part of construction 
which are estirnated independently, or from all of them. 

I I Machinery and Equipment 

131 A brief but self-contained description of the method of estimation of gross fixed capital forma- 
tion in 'machinery and equipment' has already been presented in Chapter 4. In this section of the 

I 
appendix, the key problems in estimation are raised. In doing so, however, some of the relevant 

1 
details of estimation which have not been given in that chapter are presented here. 

! 
I 1.32 The first estimation problem arises out of the necessity to isolate 'capital formation' from the 

total production of 'machinery and equipment'. Thk final use of some machinery or equipment could 
I either be in the form of current consumption, or durable consumer good, or investment. The 
I procedure, therefore, is to classify all 'machinery and equipment' domestically produced or imported 

(net) into four categories: (i) capital goods, (ii) paAs of capital goods, (iii) partly capital goods, and 
(iv) pans of partly capital goods.The total available of items in (i) are taken fully as capital formation.. 

I In the case of (ii), only 50% of the value is taken as capital formation. For category (iii), the percen; - 
tage is determined item by item and can vary. ~ 4 1  category (iv), 50% of the proportion used in. 
category (iii) for the related item is treated as capital formation. 

I 
1.33 The second estimation problem arises from !he inadequacy of data on domestic production,. 
particularly in respect of the units falling under the AS1 sample sector as well as those under the 
unregistered manufacturing sector. The Annual ~urv.&y of  /"dustrim (census and sample sectors) is tKe 

I 



Table 1.3.: Value of Construction - Unaccounted in 'Commodity Flow' Approach (at current prices) - Percentage Distribution 

Item 1 Year 1970-71 1971-72 1972-73 1973-74 1974.75 1975-76 1976-77 1977-78 

1 2 3 4 5 6 7 8 9 

1. Value of construction - unaccounted 
in commodity flow -approach 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 

1.1 Government forestations 1.2 1.1 - 1.2 1.2 0.9 0.9 1.1 1 .O 

1.2 Plantation in private corporate sector 3.1 2.9 3.8 3.8 2.2 4.5 4.8 4.3 

m 
cn 1.3 household 95.7 96.0 95.0 95.0 96.9 94.6 94.1 94.7 

1.3.1 new 84.0 84.4 83.2 83.7 85.2 83.2 83.1 83.4 

1.3.1.1 rural residential 13.4 13.6 14.4 13.4 14.7 13.7 13.2 12.6 

1.3.1.2 urban residential 10.7 11.9 10.1 12.7 13.1 12.4 15.4 13.5 

1.3.1.3 others 59.9 58.9 58.7 57.6 57.4 57.1 54.5 57.3 
< 

1.3.2 repairs and maintenance 
- - 

11.7 11.6 1 1.8 11.3 11.7 11..4 11 .O 11.3 

1.3.2.1 rural residential 2.1 2 .O 2.2 2.0 2.2 2.0 - 2.0 1.9 

1.3.2.2 urban residential 1.2 1.3 1.3 1.2 1.4 1.4 1.3 1.3 

1.3.2.3 others 8.4 8.3 8.3 8.1 8.1 8.0 7.7 8.1 



Table 1.4: Value of Construction Accounted in 'Commodity Flow' Approach (at current prices) - Percentage Distribution 

- - 

Item / Year 1970-71 1971-72 1972.73 1973-74 1974-75 197576 1976-77 1977-78 

1 2 3 4 5 6 7 8 9 

1. Value o f  construction accounted in 
commodity flow approach 100.0 100.0 1OO:O 100.0 100.0 100.0 1'00.0 100.0 

1.1 Pu6lic sector 52.4 58.7 64.1 69.4 56.8 52.7 56.4 55.0 

1.1.1. new construction 38.7 44.3 50.6 ' 55.0 43.4 40.1 44.3 43.6 

1.1.1.1 Govt. admn. + deptt. enterprises 29.0 33.8 40.4 44.8 33.9 30.4 33.4 32.6 
1.1.1.2 Nondepn. commercial undertakings 9.7 10.5 10.2 10.2 9.5 9.7 10.9 11.0 

1.1.2 Repairs and maintenance 13.7 14.4 13.5 14.4 13.4 12.6 12.1 11.4 
- -- - 1;1;2:1+3ovt;admn:+-Deptt-nterprises 12.6 13.3 12.3 12.9 12.6 11.9 11.4 10.7 

m m 1.1.2.2 Non-depn. commercial undertakings 1:l 1.1 1.2 1.5 0.8 0.7 0.7 0.7 

1.2 Private corporate sector 2.8 4.6 3.3 3.9 3.5 3.1 2.8 3.0 

1.2.1 new cons t~c t ion  2.0 3.7 2.4 2.9 2.4 2.2 1.8 2.0 

1.2.2 repairs and maintenance 0.8 0.9 0.9 1 .O 1.1 0.9 1 .O 1 .O 

1.3 household sector 44.8 36.7 32.6 26.7 39.7 44.2 40.8 42.0 

1.3.1 new construction 41.6 33.6 29.6 23.0 35.9 40.7 37.8 39.1 

1.3.1.1 residential - rural 

1.3.1.2 residential -urban 

1.3.1.3 rest 

1.3.2 repairs and maintenance 3.2 3.1 3.0 3.7 3.8 3.5 3.0 2.9 

1.3.2.1 residential - rural 1.1 1 .O 1 .O 1.2 1.2 1.1 1 .O 0.9 

1.3.2.2 residential - urban 1 .O 1 .O 1 .O 1.3 1.3 1.2 1 .O 1 .O 

1.3.2.3 rest 1.1 1.1 1 .O 1.2 1.3 1.2 1 .O 1 .O 
, . ,  

, . 



basic source of data for estimating domestic production. For the years for which the AS1 data are yet 
not available, the estimates are carried forward with the help of the index of industrial production for 

. t i e  relevant groups and the carresponding index of wholesale prices. The contribution of unregistered 
manufacturing of gross capital formation in 'machinery and equipment' is  obtained by applying the 
proportions of the AS/ sample sector to the value of output in unregistered manufacturing. In respect 
of the AS1 sample sector, item-wise production data is now available only for 1973-74,For subsequent 
years, the 1973-74 proportions of output for each industry group a t  3-digit level in the total is held 
constant, and applied to the total output of the sample sector to obtain item-wise figures. For the 

.'years for which only combined production data for AS1 census and sample sectors is available, the 
item-wise proportions are weighted averages of the two sectors. The output value of 'machinery and 
equipment' produced in the unregistered sector is determined only a t  the 2-digit level and by 
assuming that the item-wise proportion of output conforms to the AS1 sample sector of 1973-74. 
Even when capital formation estimates of 'machinery and equipment' are based on production in 

b registered-units covered by AS/, one needs to keep in mind that these production figures are also built 
on the assumption that item-wise composition of 'machinery and equipment' has more or less 
remained unchanged since 1973-74, the year for which item-wise details are at  present available in 
full. This is an important information lag for estimating capital formation. However, this problem 
could only be remedied by responding to a long standing demand for curtailing the lag in the avail- 
ability of the AS1 data. 

1.34 Important ratios and proportions used in the estimation of capital formation are presented 
in the accompanying Technical List. 



TECHNICAL LIST 

IMPORTANT RATIOS AND PROPORTIONS USED 
IN THE ESTIMATION OF CAPITAL FORMATION 

CONSTRUCTION 

I. Trade, transport and other margins 

1. .Transport margin for cement from point of purchase to site of construction : 2 per cent-- 
. of the value of cement used in  construction. 

2. ' Trade, transpon and other charges for iron and steel : 15 per cent of the value of iron and . 
steel used i~ consiruction. 

3. Trade, transport and other charges for timber : 7 per cent of the value of t~mber used in 
constructlon. 

4. Trade, transpon and other charges for roundwood : 50 per cent of the value of round- 
wood used in constructlon. 

5. Trade, transpon and other charge; for railway sleepers : 5 per cent of the value o f  railway 
sleepers. 

6. Trade, transport and other charges for bricks and t i les  : 25 per cent of the value of bricks 
and tiles. 

7. Trade, transport and other charges for fixtures and fittings : 35 per cent of the value of . 

cutput of fixtures and fittings. 

II. Proportion of timberlround-wood used in construction 

8. Proportion of tirnbei in the production of industrial wood : 91.86 per cent of the 
quantity. 

9. Proportion of round-wood in the production of industrial wood : 7.95 per cent of the 
quantity. 1 

10. Timber used in costruction : 48.5 b r  cent of production of timber. 
I 

11. Round-wood used in construction : 38.3 per cent of the productior, of round-wood. 

Ill. Proportion of bricks to coal burnt 
I 

12. Quantity of coal burnt for productjon of one lakh of bricks : 16 tonnes. 

13. Value of bricks produced by rural' households for own use : 50 per cent of the value of 
output of bricks and tiles produce d .  , In the unregistered manufacturing sector. 

I 
IV. Ratios of other material's and factor incoyer 

14. Value of other materials : 34 per dent of the value of tctal materials used in construction: 
for 1970-71. I 

15. Factor incomes (including consurdption of fixed capital) : 60 per cent of the value of . 
I total materials used in construction for 1970-71. 
I 



Proportions of kutcha/pucca construction in household buildings 

16. Value of construction in rural residential buildings accounted in 'commodity flow' 
approach : 72 per cent of the total value. 

17. Value of construction in rural residential buildings unaccounted in 'commodity fslow' 
approach : 28 per cent of total value. 

18. Value of construction in urban residdntia~ buildings account in 'commodity .flowr 
approach : 80 per cent of.total value. . ,  , . , , , . .  . . . . 

19. Value o f  construction in urban residential buildings unaccounted'in 'commodity flow' 
approach : 20 per cent of total value. 

MACHINERY & EQUIPMENT 

20. Parts of capital goods treated as capital goods : 50 per cent o f  value of output o f  such 
parts. 

21. The proportions of partly capital goods attributable t o  capital goods are given in Appen- 
dix 20.7 of NAS - Sources and Methods, Op. Cit. 

22. Parts of partly capital goods : 50 per cent of the proportion applicable t o  respective 
partly capital goods. 

23. Output of capital goods in total output of unregistered manufacturing sector : AS1 
sample sector proportions a t  2-digit level of NIC 1970. 

CHANGE IN  STOCKS 

24. The estimates of inventories in unregistered manufacturing are based on the proportion 
of inventories to gross value added for 1974-75. 

25. Estimates of change in stocks in the overall road and water transport activities are based 
on the ratio of change in stocks to gross value added for each year observed in the public 
road and water transport corporatiors. 

26. Stocks of foodgrains with private traders : 25 per cent of marketable surplus disposed of 
to private traders. 

AGRICULTURE 

27. The bench-mark estimate of expenditure in construction in farm business for 1971-72 has 
been moved to other years with the help of the gross value added in unorganised sectors 
of the economy. 

UNREGISTERED MANUFACTURING 

28. The bench-mark estimates of construction and machinery and equipment for 1970-71 
have been moved to later years with the help o f  gross value added in unregistered manu- 
facturing and indices of production for machinery except electrical machinery. 
respectively. 



TRANSPORT 

29. Estimates of fixed assets in non-mechanised road transport and unorganised water trans-. 
port are obtained by projecting the estimates of capital stock in 1970-71 with the help of 
value added at constant prices in non-mechanised road and unorganised water transport. 

TRADE 

30. The estimates o f  fixed assets in trade in the household sector for the benchmark year 
196566 have been moved t o  later years with the help of working force in trade sector. 



APPENDIX II 

II. 1 Private corporate sector comprises non-Government non-financial corporate enterprises, non- 
Government financial institutionsand w-operatives. Non-financial corporate enterprises cover all non. 

-Government non-financial public and private limited companies (inclusive of foreign-controlled rupee 
companies) registered under the Indian Joint Stock Companies Act, 1956. Non.Government financial 
institutions constitute all scheduled and non-scheduled commercial banks in the private sector (i.e., 
excluding state co-operative banks, the State Bank of India and its subsidiaries, and the nationalised 
banks) and other private financial and investment companies engaged in activities such as financing 
of hire-purchase, transactions in shares and financing of loans or investing in securities. Co-operative 
institutions comprise co-operative banks and the credit and noncredit societies. The non-credit 
societies includes all marketing societies. sugarcane supply societies and processing societies, agriwl- 
tural noncredit societies, industrial societies such as hanhloom weavers' societies and spinning millls, 
housing societies, consumen' stores, and co-operative unions and institutions and general insurance 
societies. 

11. 2. The gross saving of the non-Government non-financial corporate enterprises i s  taken as equi- 
valent to their retained profits plus increase in taxation reserves net of increase in taxation advances 
plus depreciation provisions made in their appropriation accounts. The basic data for these enterprises 
are available from the results of the analysis o f  balance sheets and profit and loss accounts of selected 

'.samples of these companies including foreign controlled rupee companies undertaken annually by 
. the RBI. The analysis i s  undertaken separately for (i) medium and large public limited companaies. 
, (ii) large public limited companies, (iii) ~ m a l l ' ~ u b l i c  limited companies, (iv) medium and large private 

limited companies, and (v) small private limited companies. There are certain crucial aspects of the - 

estimation of saving and capital formation for non-government corporate enterprises which are noted 
in the following paragraphs.. 

(i) Sampling technique followed by the RBI 

11. 3. At present, the estimates of saving for the private corporate sector (and even of fixed capital 
formation for joint-stock companies other than those engaged in manufacturing and electricitv, gas 
and water supply) are based on the analysis of the sample joint-stock companies undertaken by the 
RBI. The 'population' estimates are obtained by blowing u p  the sample results on the basis of the 
ratio of paid.up capital of the sample companies to the paid-up capital of all companies. Though the 
private corporate sector is one of the organised segments of the economy, the accuracy of the above 
[esults has come to be questioned. 

il. 4. First, in the sample surveys which give the basic information, the selection of companies is 
undertaken on' the consideration of the availability of their annual accounts. I n  respect of the 

. medium and la'rge public limited companies which form the bulk of the private corporate sector, it 
may be aryued that the adequacy of the size and the representative character of the sample cannot be 

'doubtkd as the sample consists of companies which account for 80 to 90 per cent of the paid-up 
?pital' of all companies. But even in respect of this bulk group, the sample excludes non-operating 
companies and companies under construction. Besides, a census study on  the public limited companies 



undertaken by RBI shows that there are many lacunae inthe statistical base of even these companies*. 
Though the 'census frame' initially consisted of a list of6,711 companies, theaudited annual accounts 
were available only for 4,592 companies (4,243 non-financial and 349 financial). Thus, accounts of a. 
number o f  companies could not be obtained .from the Department of Company Affairs (DCA) or 
from the ~egii trars of Companies. Inrespect of 705 companies, letters posted were returned un- 
delivered as the addressees were not traceable. There were three categories in the final list of non- 
financial companies (4.243) f o ~  which audited annual accounts became available: operating companies 
(3,452); companies under construction (276!;, and non.operating companies (515): The relative .. . 
importance o f t h e  larter two categories interms of paid-up capital wasmuch less significant than thai- 
indicatdd b; their numbe;: companies under cqnstruction formed 6.5 per cent in terms of number 
and 3.4. per cent in terms of paid-up.capital. and non-operating,co,mp,anies 12.1 per cent and 1.0 per 
cent, resdectivk~~. However, a recent study.Sy RBI show: that a significant. quantum of fixed assets 
formation i s  takingplace through the co,mpanies ynder constructionf~ .. 

11. 5. The quest,ion of the .size and representative characte'r of thesample is much niore serious in the 
case of the private limited companies as also the small size'group in the public limited'category. As 
shown in Table 11.1, therehas been a massive increase in theriumber of private limited companies in 
recent years.iln the absence of-samples'from non-operating companies-and companies underconstruc. 
tion .and in the absence o f  the use of probability 'sampling technique, one 'is not sure if a reasonablj; 
accurate statistical picture gets captured through the existing sample studies. 

, % . .  . . . . .  . . . I '  

. , . , . ' (  , 

Table .ll.l : Number of. Private Limited andpublic Limited Companies (non-Government) 
' . 

'..I . I:. , . ., . . . ,  . . .  

. . . Total number of comuanies RBI samole size . " 
. 

. . . ., ., I . * . .  , (year-end)" Medium Small Medium Small . - - - - 
Fiscal . ,, - Public . Private. - & large ' public - '. ' & - large private' - . 
Year. . . . . Limited . limited . public- limited - - - - private - limited - 

. . ., - . . . .  limited l imi ted 

. . . :  . . .  . . . ' These.include . . ftnancial companies 

.,, . . .  , ' , . .  . , . . ,  I , . .  , .  , , . . ; . >  . . 
,.. . I 

&e '&nrur o f  public ~imited Cpmpanies, 1971.i2. ~ese);e Bank of India Bulletin, June 1978. pp.'402-448. - 
:., , . .  I . .  .!. 

*. see, ' ~ i n a n ~ e s  of companies ~ndkr  constriction and Time Lags in Commencement of Production. 1971-72 t o  
I 

i975-76, Reserve Bink of  lndia Bulletin, February 1981 pp. 86-157. 
. ,  . .  . . . .  . ] < .  . 



(ii) Use of paid-up capital as blowing-up factor 

11%. The use qf paid-up capital as the blowing-up factor obviously carries the assumption - not easi- 
' ly tenable - that the ratio of retained earnings and other aggregates'to baid-up capital in the sample 

companies would hold good for all companies. It further implies that this relationship between balance 
, sheet aggregates and paid-up capital holds irrespective of the industry (say, trading as distinguished 
- from manufacturing), irrespective of the item concerned in the balance sheet and accounts (say, 

retained earnings as against gross fixed assets), and irrespective of whether the companies are operating 
companies or non-operating companies. 

(iii) Absence of a satisfactory paid-up capital series 

11. 7. Even the position in regard to the availa'ble series of paid-up capital does not appear t o  be satis- 
factory. Est~mates of the paid-up capital of all companies are published by the Controller o f  Capital 
Issues (CCI) and the Company Law Board (CLB). The two estimates often differ widely. The CSO 
prefers to use the CLB estimates because it finds several weaknesses in the CCI estimates. As it is, 
both the series are built up for the latest years on the basis of the data on fresh paid-up capital raised 
by the companies; these data are only partially available as the same pertain t o  the initial calls made 
on the share subscriptions. An expert group has been appointed by the CSO to help build a depend- 
able global paid-up capital series. 

(iv) Delays in  the finalisation of sample studies 

. 11.8 The Working Group has also observed that the time-lag in the finalisation of full sample studies 
is considerable. For some groups of companies, this extends upto four years. Now in December 1981, 
we have the sample study of (i) large public limited companies for 1978-79; (ii) medium and large 

'- public limited companies and medium and large private limited companies for 1977-78; and (iii) small 
- public limited and small private limited companies for 197576. The studies on foreigncontrolled . rupee companies and branches of foreign companies belong to a decade ago (1972-73). It seems 

rather clear that no substantial improvement in the estimates for the private corporate sector can be 
achieved without (a) undertaking census studies of the non-Government public limited and private 
limited companies at least on a quinquennium basis, (b) adopting a more satisfactory sampling 
technique for non-census years, and (c) speeding up the sample studies. The purpose of the census 
studies would be : (i) to get estimates for the 'population' directly every five years; (ii) t o  evolve more 
appropriate blowing-up factors for different aggregates; and (iii) t o  keep track of the changing 
relationships between the aggregates treated as blowing-up factors and other aggregates. 

Co-operative banks and societies 

11.9 Among the banking institutions, the data base is somewhat weak in respect of the co.operative 
institutions. As the relevant data on income and expenditure accounts of these institutions are not 

-available in the Statistical Statements Relating to Co*perative ~Wovement in India (RBI), saving in 
respect of them is estimated on the basis of the data on assets and liabilities. For co-operative banks 
and credit societies, data on statutory reserves, bad and doubtful debt reserves and other reserves are 

- .available and the gross saving is taken as the increase in statutory and other reserves. Consumption of 
fixed capital is not shown separately. It is assumed that half o f  'other reserves' forms the con- 

. sumption of fixed capital. This is deducted from the estimates o f  gross saving to workout the figures 
for net saving. In the case of non-credit societies also, gross saving is estimated as the increase in 



statutory and other reserves. In the absence of separate data on 'other reserves', 50 per cent of gross 
fixed assets is taken as consumption of fixed capital. This proportion is based on the ratio which was 
obtained for small public limited companies and co-operative banks and credit societies in 1970.71. - 



APPENDIX Ill 

PUBLIC SECTOR SAVING: PROBLEMS OF ESTIMATION . 
INCLUDING TREATMENT OF RBI 

111.1 Publit Sector comprises Government administrative departments (or general government) as 
well as government departmental and non-departmental enterprises. (i) Government administrative 
departments include al l  agencies of the Central. State or local government whose function is to 

-0rganise for the community, but not normally to sell t o  the community, those common services 
which cannot be otherwise convenientlyor economically provided. (ii) Departmental enterprises are 
non-incorporated enterprises owned and controlled by the public authorities like the railways, the 
post and telegraphs, ports and pilotage, and civil aviation. These enterprises normally do not hold or 
manage financial assets nor incur financial liabilities outside the Government administration. 
(iii) Non-departmental enterprises cover government companies, wholly or mainly owned and/or 

1 controlled by the public authorities and public corporations. Among the non-departmental entef- 
prises, the RBI's is a special case. The RBI is  split into two departments: the lssue Department and 

,p the Banking Department, The lssue Department is treated as a part of the administrative departments 

1) as it is considered to be undertaking sovereign functions like note issue; the Banking Department i s  

\) treated as a non-departmental financial enterprise. 

111.2 Estimates of'saving of the entire public sector covering the Central and StateGovernments. 
. departmental and non-departmental commercial undertakings and a substantial segment of the local 

. authorities are prepared and presented by both CSO and RBI; the savings of the public sector a t  the 
Central level alone are also estimated by the Ministry of Finance. Government of India. . 
a. General Government saving. 

' 
111.3 General Government saving is derived as the difference between current revenues and current 
expenditures. Thus the estimate of saving depends upon what is included in revenues and how current 
expenditure is defined. For this purpose there are well-accepted guidelines and the conventions 
adopted by national income statisticians. Nevertheless, there are differences between the estimates of . saving of the general government at the Central level prepared by the Ministry o f  Finance and the 
CSO. In order to trace the sources of the difference, the treatment by the organisations of both the 
expenditure and the revenue figures was examined. 

111.4 On the expenditure side, in order to make a comparison of the methods of classification of 
different items of expenditure into current and capital, case studies of the Demands for Grants of 
the Ministry of Agriculture and lrrigation and the Ministry of Education and Culture were taken up; 
and the allocation of each item of the two Demands for the year 1978-79 to current or non-current 

-expenditure by the Ministry of Finance and the CSO was compared by their representatives. 

-111.5 Table 111.1 gives the results of the exercise showing the differences in the estimates of current 
- 'expenditure of the two Ministries made by the Ministry of Finance and the CSO. It is seen that the 

difference between the estimates of the two organisations is negligible (Rs.0.8 crore) in the case of 
. the Ministry of Education and Culture. In respect of the Ministrv of Agriculture and lrrigation, the 



estimate by the Ministry of Finance i s  higher by Rs.5.2 crores. Even though this was small in relation 
to the total, it was found that there were considerable variations in the individual components of 
current expenditure. These differences in the estimates. relatingto the Ministry of Agriculture an'd . 
lrrigation were further examined, as discussed below. 

(i) Consumption expenditure 
- , 

111.6 The difference in the estimates of consumption expenditure was mainly due to the difference' . 
in  the treatment of expenditure on (i) minor irrigation ( ~ l c .  head 306) and (ii) forest (Ale head 31.3). 
The CSO treats this expenditure as intermediate consumption of commercial enterprises - irrigation. 
and forestry. 

Table 111.1: Differences in  the Estimates of Current Expenditure . 
by Ministry of Finance and CSO -Selected Ministries 

(i) Ministry of Education and Culture 

(Rupees, crores) 

Min~stry Difference 
Item CSO of Finance 

1. Consumption expenditure 15.9 17.2 (-1 1.3 

2. Transfer payments . . 
2.1 Grants 

(a) States 

(b) Others 

2.2 Other current transfers 0.7 3.9 (-13.2 

3. Total current expenditure (1 + 2) 224.4 225.2 + 0.8 

( i i l  Ministry of Agri ulture and Irrigation 

1. Consumption expenditure I 22.0 32.0 (--)IO.O 

2. Transfer payments 

2.1 Grants 

(a) States 

(b) Others 

2.2 Other current transfers 

(a) Subsidies 

I (b) Others 0.6 - +0.6 . 

3. Total current expenditure (1 s 2) I 1,023.9 1,029.1 (-15.2 
\ 



On the other hand, the Ministry of Finance classifies this expenditure as final consumption expen- 
diture o f  general government on the plea that the expenditure is in the nature of education, training . and research. (The difference in treatment does not affect the saving of general government and 
departmental enterprises taken together). 

. .  . 
1117. l t 'may however, be added that international guidelines have . recommended . t ha t&  current 

&pendit"re on educatidn, training and research in a commercial enterpriseshould be treated as inter- . * 
mediate consumption. ' \  

' (ii) Transfer payments 

111.8 The difference mainly arises as some of the grants and other transfers are treated as current 
transfers by the Ministry of Finance but as capital transfers by the CSO. To the extent that these 
grants and transfers are made t o  the State Governments and Union Territories, th i i  difference will not 
affect the saving of the entire.government sector. As regards grants made t o  other sectors, it was 
found thai a -difference of Rs.10 crores was mainly on account of the treatment of the grants given 
,for dairy:development. This was treated-as current transfer by t h e  Ministry of Finance as against 
CSO's classification of this item as capital grant:There is also a small difference in the'figures of 
subsidies. This was due to the treatment of some items by the Ministry of Finance as grants rather 
than as subsidies. 

111.9 On the basis of the above &o case studies, it was not possible t o  assert categorically that the 
-difference in the overall estimates (for all Ministries) of the items of current expenditure by the two 

organisations would be relatively small or negligible; but one could say that probably the differences 

*. would n o t  be large. Nevertheless, it i s  dksirable that the Ministry of Finan&,and the cso should 
study the details of each other's mode of cl&ification and arrive at identical estimates of current 
expenditure. . 
111.10 A good part of the difference between the estimates of saving of the general government at 
the Central level by the Ministry of Finance and the CSO arises on the revenue side. The CSO treats 
the lssue Department of the Reserve Bank of India as a Central government (administrative) Depart- 
mint. Hence the CSO includes the profits. of RBI attributable to the lssue Department in Central ' government revenues. The RBI and the Ministry of Finance, however, treat the RBI as a non-depart- 
mental financial undertaking. However, although Central government revenues and expenditures 
would be higher as a result of the integration of the transactions of the lssue Department with the 
Income and Outlay Account of the Administrative Departments of the Central government, the total 
general government savings figure should not be higher than the estimate by theMinistry of Finance, 
i f  "the savings of the lssue Department" taken as part of the Central Government saving is equal t o  
"the surplus payable t o  the Central government" by the RBI, because such transferred surplus would 
become part of the Central Government income anyhow. The arrangement regarding the bifurcation, 
as described above, could be altered in the future. Hence thequestion ariseswhether it is proper t o  
yreat the lssue Department as part of general government. 

III.ll It is clear, first of all, that the distinction between the lssue Department and the Banking 
L7epartrnent.i~ artifical. The two sections o f  the R B I  should be taken together. One view is that since 
the RBI is owned by the Central government and functions not as an ordinary financial intermediary 



but as an authority in charge of monetaty management in conjunction with the Finance Ministry, it 
\ 

should be treated as part of general government*. However, both the UN System of National 
Accounts (SNA) (p. 78) and the IMF's Draft Manual on Government Finance Statistics (p.32) clearly ' 
stipulate that the Central Bank of a country should be shown separately as a financial undertaking 
within the financial sector. Also, it must be borne in mind that if the RBI is taken as part of the . 
general government, then (i) salaries paid to the RBI staff will be shown as wages and salaries expen- . 
diture of the Central government, (ii) what is now treated as intermediate consumption expenditure . 
(on goods and services) by the RBI would become final expenditures by the government, and* 
(iii) consequently the receipts of the RBI would not be reflective of private or nongovernment ' 
expenditure, but would become "tax" payments. 

111.12 The RBI does not transfer al l  of i t s  surplus to the Central government. I t s  retained profit;' ' 

amount to accruals to (i) National Agricultural Credit (Long-Term Operations) Fund, (ii) the 
National Agricultural Credit (Stabilisation) Fund and (iii) the Nati~nal~lndustrial Credit (long-Term 
Operations) Fund. If the entire RBI operations are integrated with the general government accounts. 
these accruals will have to be first treated as part of general government savings and then as capital,, 
transfers although the amounts of these accruals from year to year do not depend on discretionary 
actions on the part of the Government. r 

111.13 In view of these reasons and in the light of the practice recommended by SNA and IMF 
and followed by other countries. the majority members of the Working Group have preferred to 
classify the entire activities of RBI as part of nondepartmental financial undertakings. Of course, - 
profits transferred to the Government would, in this case, be shown as Central Goverment income. . 
The Working group as a whole, however, felt that according to i t s  terms of reference, it was not . 
required to recommend on the industrial and institutional classifactory criteria adopted in the Indian ' 
National Accounts. It, however, felt that the Advisory Committee on Compilation and Analysis of . 

National Accounts should carefully examine this view and take necessary action. . 
ti. Saving of departmental enterprises 

111.14 It is seen that there are differences b e e  the estimates of savings of the Railways made 
by the Ministry of Finance and the CSO. The CSO takes expenditure on "Improvement of Assets I . .  
Replaced" out of ihe appropriatioir from deprec~at~on reserve fund as expenditure on new outlay, 
whereas the Ministry of Finance takes the ehire expenditure to be depreciation. The Finance 
Ministry's calculations have the effect of reducing the profits and saving of the Railways. i 111.15 The Railways incur expenditure under the headings "education" and "medical". This I . .  . . 
expenditure is taken as finalexpenditure of the admlnlstratlve departments by the CSO. whereas the 
Ministry of Finance treats this as pan of the woiking expenses of the Railways. According to inter-. I .  
national convention, current expenditure on educat~on should be treated as intermediate consum-. 

I 
ption, i f  it is related to training, etc. I f  the expenditure on education by the Railways refers to . 
educational expenditure unrelated to the working' of the Railways, then the procedure followed by 
the CSO would be the correct one. This matter hust be sorted out between the two organisations; 

I This is the view expressed by a member of the Working Group. Dr. A.K. Ghoah. 
I 



. . 
because although the difference in procedure will not affect the total saving o f  the public sector it 
wpuld not be proper t o  inflate the current expenditure of general government. . 
c. Rise in public sector saving . 111.16 It was obsewed that there was a sudden increase in the saving of general government in 

= 197576 and 1976-77. The higher level was maintained during 1977-78 and 1978-79 also. As regards 
the first two years, it seems that a good part of the increase was due t o  the extra normal receipts 
derived from the Voluntary Disclosure Scheme. Strictly speaking, these receipts represented part 
payment of taxes that ought t o  have been paid in earlier years. Hence the increase in savings of the 
general government during these two years would have t o  be taken t o  be ephemeral. 

111.17 It has been stated above that the higher level o f  saving was maintained during the years 
1977-78 and 1978-79. In fact. however, CSO's estimate o f  Central government saving for these years 
is biased upwards because of some errors. There seems t o  have been some mix-up in the figures 
supplied by the RBI to the CSO relating to the accounts o f  the Issue Department. This led t o  the CSO 
making estimates of saving of the Issue Department which were higher than the actual by Rs.137 
crores in 1977-78 and Rs.258 crores in 1978-79. This error should be rectified in the future editions 
of National Accounts Statistics. 

d. ' lnter~overnment Adjustment Account' 

-111.18 The Central Gover~ment lends funds to the State Governments and local bodies and charges 
- interest. Similarly, the State Governments render-financial assistance t o  the local bodies. It has, 

* 
however, been obselved that the figure of interest receipt by one level of Government does not tally 
with the aggregate payments of interest by the other levels of Government; many a time the differen- 
ces are very large; the differences also fluctuate widely year to year. Even the sign of the difference 
changes, i.e., in some years receipt o f  interest by one level o f  Government is more than the aggregate 
o f  payments by the other level. while in other years the former is  less than the latter. Because of 
these differences, the inter-government flow of interest does not cancel in the consolidated income 
and outlay account of the administrative departments. The problem is circumvented by CSO by 
making an entry of 'intergovernment account adjustment' equal to the difference in inter-govern- 
ment receipt and payment of interest and other current transfers. on the expenditure side o f  the 
consolidated income and outlay account. I n  the process, the saving of the administrative departments 
i s  under estimated if the payment of interest is more than receipt and vice-versa. 

111.19 It was incidentally discovered that the CSO was showing inte;est payments by general 
government to the non-government sector net o f  payments received from nondepartmental under- 
takings. While this procedure does not affect the saving by general government, it tends t o  give a 
wrong picture of the actual magnitude of interest payment by general government. It would, there- 
fore, be advisable t o  show these transactions on a gross basis. 

- e. 'Suspense' Account 

* Ill. 20.The items o f  receipts and expenditure which the Accountant General i s  unable t o  classify 
- immediately, are first booked under the head 'Suspense' and as and when the necessary classification 



becomes available, a contra entry i s  made in this account. A t  the end of the fiscal year, the net trans- 
actions under this item are shown as a part of the miscellaneous capital receipts. . 
111. 21.Table 111.2 presents data regarding the net receipts under Suspense Account for the period 
1970.71 t o  1979-80, separately for Budget Estimates, Revised Estimates, and Accounts. The Accounts 
figures show that except for 1976-77, in all the years from 1971-72 t o  1978-79, there was a net outgo * 
under this head. In 1974-75, the amount involved was as high as Rs.688-74 crores. 

Table 111.2: Net Receipts under 'Suspensk' Account' in the Central Government Budget 

IRunees. croresl 

Year Budget Revised Accountsf 
Estimate Estimate 

1 1 2 4 

* These actuals are preliminary and may differ from the final actuals shown in Table 111.3. 
P 

The Suspense Account inherently includes entrles of a transitory nature. Items recorded in the 
Account may belong to either revenue head or'capital heads of account. To the extent the items I belong to revenue receipts or expenditure and as the same are not booked under the appropriate 
revenue heads of accounts. there would be an lnderstatement of current expenditure or current 

1 receipts. As a result, the Government saving gets overstated or understated. 
I 

111. 22. However, a detailed study of the Sub-Accounts constituting the Suspense Account, as present- 
l 

ed in Table 111.3, revealed that the net amounts affecting saving estimates would be marginal. F~rst. 
some of the components of the Suspense Accouqt in fact do not constitute amounts compilable to 
final Heads of Accounts (Receipts and Expenditye). The entries in these Suspense Accounts affect 
only the cash balances of the Government o f  lnd/a and not any of the receipts or expenditure heads. 
These include transactions in the Reserve Bank Suspense Accounts, remittances between England and 

I India through RBI, Additional DA deposit Suspense Account, Public Sector banks Suspense Accouni 
and other banks Suspense Account. I n  this contJxt, it is crucial t o  note that sizeable entries under. 

I 
Suspense Account are noticed even in the Budget Estimates (BE) and the Revised Estimates (RE): . 
Secondly, some of the transactions may include itdms compilable under capital heads of account. The 
important Sub-Accounts where such transactions could occur include Pay and Account Office. Civ~l, ' 

I 
P & T, Railways and Defence. Thirdly, some of the entries in the Central Suspense Account may have . 

I 
80 



corresponding contra entries in the States Suspense Account. Finally, since 1979-80, the Controllers 
of-Accounts have to certify at the time of finalising the accounts that all expenditures have been 

'adjusted t o  proper heads and no amount has been left under 'Suspense'. 

111. 23. Nevertheless, it is necessary that the treatment of this item is closely looked into by the CSO 
and the Ministry of Finance so that even small errors on this count are avoided. 

. f. Discrepancy between "Acwunts" figures and figures in the Combined Finance and Revenue 
Accounts. 

111. 24. Differences are seen to exist between the "Accounts" figures given against various items of 
-;eceipts and expenditure in the "Financial Statement" of the budget document and those later on 
published in Combined Finance and Revenue Account (CFRA) by the Comptroller and Auditor 
General of India. The CSO shouldstudy thesedifferences. because the latter which are published after 
a time-lag contain the more accurate figures. Hence,some adjustments in the saving figures might 
become necessary. 

111.25 Incidentally, the vast divergences that exist in the budgetary data as between their Revised 
. Estimates (RE) and Accounts (Table 111.4) result in serious revisions of saving and capital formation 

estimates for the latest two years or so after their quick and initial provisional estimates. The Working 
Group is aware that this issue is not merely one of undertaking an accurate budgetary forecast; it is 
rather related to wider issues such as increasing dependence on adhoc economic policy decisions. The 
agencies dealing with National Accounts Statistics can do nothing about it. Even so, the Group has 
felt it necessary t o  emphasize the fluct~lating nature of the estimates due to such vast revisions so that 
the users of data are-sufficiently cautioned. 

g .  Finances of local bodies and nondepartmental undertakings of State Governments 

111.26 A t  present the CSO is the only organisation which collects data in respect of urban and rural . 
local bodies. The data position in respect of urban local bodies is quite satisfactory though not 
complete. The data available in respect of rural local bodies are deficient. A Working Group on the 
Statistics o f  Local Bodies and Non-Departmental Undertakings of the State Governments has already 
submined i t s  report with recommendations to involve the State Statistical Bureaus (SSBs) in collect- 
jng and processing o f  data on local bodies and non-departmental undertakings of the State Govern- 
ments. The recommendations o f  this Group are of great importance and should be implemented at 
the earliest, as explained in Appendix IX. 

Table 111.4: Saving o f  Central Government Administration 

(Rupees, croresl 

Year Budget 
Estimates 

Revised Accounts 
Estimates 

- - -  . 1980-81 - 434 (-) 309 n.a. 

Source : Department of Ewnomic Affairs [Government of lndial,An Economic and Functional 
Clanification of the Central Government Budget (Annual l~wesl  



Tabe (11 3 ?tatemen1 Shawlng Trantaetnons [Net1 for the Years 
1975 76 to 197980 under SurpenreIRemtnancer Heads 

(Rupees, crored 

1975-76 1976-77 1977-78 1978-79 - - - - 197480 - 
D m  D= D r J  0- D J  

Head of Account Receipt ment Receipt ment Receipt ment Receipt ment - - - -  Receipt ment - - ----  
1 2 3 4 5 6 7 8 9 10 11 - 

858 Suspense Account 

1. Departmental Adjusting Account 57.37 - 13.78 - 15.16 - - 19.76 - 9.19 
2. Cash Settlement Suspense Account - 0.25 - 3.57 - 2.81 - 3.47 - 10.99 
3. P.A.O. Suspense 1,391.98 - 148.32 - - 184.54 - 40.82 - 39.77 
4. R.B. Suspense H. Qrr. - 1.224.37 289.46 - 27.W - - 1.87 10.04 - 

18:34- -15.76- - -5:CTA:0:R:El:S~-eti1e- - - 112.18 - - 42.98 - 2.03 
6. Telecommunication Accounts 

Office Suspense 1.84 - 6.09 - - - - - - - 
7. Suspense Account (Civil) - 244.50 50.03 - 82.92 - 114.08 - 17.97 - 
8. Suspense Account (P. & T.1 13.92 - 15.04 - - 16.54 - 91.76 - 38.20 
9. Suspense Account (Def.1 - 56.52 - 22.12 14.89 - - 15.17 - 69.36 

10. Suspense Account (Rly.l - 22.18 11.58 - 12.93 - 1.37 - 14.97 - 
11. Remittance between England and 

India through Reserve Bank of India 23.25 - - 27.13 2.03 - - 3.77 - 8.07 
12. Tranractionsonbehalf of Reserve Bank 5.10 - - 8.45 - - - 10.10 1.66 - 
13. Broadcasting Receiver Licence Fee 

Suspense 2.18 - 2.25 - 0.36 - 1.18 - - 3.30 
14. Additional D.A. Deposit 

Suspense Account (New) - - 6.14 - - 2.51 - 12.62 , - 5.30 
15. Additional D.A. Deposit 

Suspense Account - 14.57 - 21.13 - 13.73 - 18.27 - 2.72 
16. Suspense Account for purchase ctc. 

abroad - - - 51.56 - 50.95 26.69 - - 17.15 
17. External Assistance Suspense - - - - 0.08 - - 0.01 - 2.96 
18. Public Sector Bank Suspense - - - - - 218.86 - 10.45 - 104.98 
19. Others 0.02 1.61 1.34 0.12 - 0.33 0.09 0.35 - 1.10 

TOTAL SUSPENSE 1,495.66 1,582.34 559.79 134.08 267.55 490.27 143.41 271.40 44.64 315.12 - - - - - - - -  
870-Cheques and Bills 58.52 21.72 90.19 161.02 152.33 67.77 158.40 1.63 275.78 0.07 
M-REMITTANCES 371.31 372.32 169.81 165.80 64.42 161.98 60.36 191.90 ,112.00 118.20 

, : r , . Souroc: Ministry qf Finance. Government of India. , . ' 7 . . I ' . 



APPENDIX IV . ESTIMATION OF HOUSEHOLD SAVING IN FINANCIAL ASSETS 

9 IV. l  The household sector saving in the form of financial assets is estimated instrument-wise. The 
.. instruments of financial saving are: currency, net deposits, investment in shares and debentures issued 

by the corporate sector, net claims on Government in the form of small savings, Central and State 
-Government securities, and net increase in the claims of households in life insurance and provident 
funds. In respect of all of these, the basic information on year-end totals is obtained from the 
accounts of the financial institutions and Government Budgets (supplemented with special returns) 
and the estimated holdings of the private corporate sector and the public sector are deducted t o  arrive 
at the holdings of the household sector. Some of the instruments are presented in net form by making 
adjustments for the liabilities incurred by the household sector against the institutions in which-those 
financial assets are held. 

IV.2 It was generally agreed that the data base for the estimation of financial saving was com- 
paratively firm. There wu ld  be certain margins of error arising from the aggregation of financial 
accounts of diverse sets of financial corporations, co-operatives and banks with differing accounting 
years which cannot be avoided. tlowever, the series of steps in estimation, particularly those wncern- 
ing the derivation of the "residual" attributable to the household sector by deducting the estimates 

. for the public sector and the private corporate sector from the totals, involve the use of a number of 
ratios and proportions emerging from diverse sources and these may introduce estimational biases at 
various stages unless extra care is taken to ensure the accuracy of those ratios and to update them 

'- regularly. Though these biases may individually appear to be of a minor nature. all of them put 
. together might result in a noticeable degree of error. In any case, from the point of view of achieving 
, as much o f  accuracy as possible in the estimation of household saving in the form of financial assets, 

it is necessary that the estimationalprocedures are tightened. 

Netting of liabilities 

IV.3 Before coming t o  the individual issues, an obsewation of a general nature relating to the CSO's 
method of presenting the data on household financial saving deserves t o  be made. That is, the data 
o f  household saving in individual financial instruments is presented in net terms, net of liabilities 
incurred by the sector. This method adopted by the CSO tends to under-estimate the size of financial 
saving. ~nalyt ical ly in respect o f  each instrument of saving and institution against which the claims 
are held, it is possible to visualise a distinction between the classes of financial savers and those o f  
debtors within the household sector. Therefore, it would be preferable to present a disaggregated 
picture of each instrument, as also totals for all instruments thus: (a) saving in financial assets in gross 
: terms: (b) increase in financial liabilities; and (c) net saving in financial assets. 

-Financial Assets - Individual Instruments 

1. Currency . - 
IV.4 From the total currency in circulation. currency held by private corporate business, 

- cooperative institutions, Government undertakings and Government treasuries and local authorities 



(including port trusts) are taken out to estimate the currency held by the households. In the case of 
private corporate business, the estimate of currency heldby the sample companies studied by the Rf3I 
is blown up on the basis of the ratio of paid-up capital i f t h e  sample companies to all the companies. 
As the companies selected by the RBI are generally of big size, at'least, in the case of currency, the 
blown-up estimate may turn out to be smaller than the actual if worked out on the basis of the ; 
analysis of all the companies. It is likely to be so because in the case of smaller companies, the ratio . 
of currency to paid-up capital would be relatively larger. With the rapid growth of smaller companies 
in recent years, errors between the estimate and the actuals would be growing. This is likely to give 
an upward bias in the estimates of currency held by the households. As the number of companies - 
expand, the ratios based on paid up capital may give an unrealistic picture. I n  this context, the 
Working Group's recommendation to have census studies of the corporate sector at least once in five 
years on a regular basis assumes significance. This is equally true of Government companies, parti- 
cularly at the States' level. 

IV.5 I n  the case of currency holdings of the cooperative sector, as separate figures of currency and 
bank balances for the primary and central land developmerit banks are not available, the proportion 
of currency hoiding t o  total of cash and bank balances obtainedfor the central cooperative banks i s  
applied to the total of cash and bank balances of the prim,ary and central land development banks. 
Here again, the ratios obtained for the higher bodies are applied to the small bodies. In respect of 
bigger societies, the ratio of currency to total of cash and bank balances must be smaller than in the 
case of smaller cooperative societies. Thus, there is a built-in bias in favour ofsmaller cash holding of 
the primary credit societies which are scattered throughout and command the largest number. This - 
situation is likely to give an upward bias in the estimgtion of household saving in the form of 
currency. b 

2. Deposits with commercial banks 

IV.6 The current estimates of the increase in bank dedosit holdings of unincorporated enterprises 
and individuals are based on their ratio t o  total bank depbsits as revealed by the surveys of ownership 
of deposits (BSR-4) undertaken by the RBI now on a biehia l  basis. Apart from expediting the survey 

I results, the RBI needs to attempt a classification of tqe 'ownership of deposits' in a manner that 
would enable us to get a fairly disaggregated picture of the sub-categories owning deposits under the 
category of 'individuals'. The data show that the subcategory called "others (including unclassified)" 

I owned as much as 40.7 per cent and 32.1 per cent of commercial bank deposits, in March 1976 and 
March 1978, respectively. A meaningful classification of such deposits is necessary, particularly in the 
context of this Working Group's recommendations on the need to provide a more detailed classi- 

proper in the non-farm sector. I 
I 

I fication of the household sector into farm households. unincorporated enterprises, and households 

3. Deposits with non-banking companies 
I 
I 
I I. 

IV.7 Estimates of household deposits with non-banking companies are made by the CSO on the- 
basis o f  the RBI surveys on 'Grpwth of Deposits with Non bank~ng Companies'. Serious doubts have- I - ' .  been expressed regarding the adequacy of the coverage of nonbankmg companies, particularly in the 

. 

I 
non-financial category, which accept deposits from the public. Studies in the RBI have shown that in 
respect of the non-financial companies, the total p h i c  deposits even for the sample companies- 

I 



turned out t o  be higher than the total deposits for all companies revealed in the above surveys. This 
is gn important area of household saving, particularly in the context of assessing household prefer- 

.ences for financial assets with higher yield. Therefore, it is imperitive that steps are taken in the RBI 
t o  ensure adequate coverage of the non-banking companies in the survey of their deposits. . IV.8 Also. recently the fully Government-owned public sector undertakings began accepting 

-deposits from the public. Arrangements may be made in the RBI t o  cover them also in the above 
surveys. 

2. Security deposits 

IV.9 Security deposits kept by households with various improvement trusts, housing boards and 
electricity boards should be treated as household saving in the form of deposits and should be 
accounted for as such in the estimation. 

5. Provident fund deposits in nongovernment educational institutions 

IV.10 In the estimation of saving of the household sector in net financial assets, the loans and 
advances taken by the employees of the non-government educational institutions are not taken into 
account; only their contirbution to provident funds is estimated. This tends to inflate saving in this 
medium. To obviate this and t o  arrive at net accretions t o  provident funds, it is necessary that the 
ratio of the deposits to loans and advances to the employees applicable for the Government insti- 
tutions, should be applied to the provident funds of the educational institutions of the private sector. 
- 

- I V . l l  In the case of some private institutions, the provident funds of the employees are deposited 
with the Post Offices in the form of small savings. Care should be taken to avoid any duplication in - 
this regard. - 
6. Bonus shares 

4 

IV.12 In the estimation of household savings in the form of shares, care should be taken to ensure 
that the estimates in regard t o  bonus shares are not duplicated at any stage. 

Financial liabilities 

(i) Loans from local authorities 

IV.13 In the present estimation of net claims on Government, the loans taken by the households 
from local authorities are not taken into account due to non-availability o f  data. However, with 
the acceptance of the recommendation of the working Group suggesting that the State Statistical 
Bureaux should consolidate statistics of local bodies on a complete enumeration basis (see Appendix 
IX), it should be possible to obtain the data on loans also. 

(ii) Loans from co-operatives 
6 

. IV.14 There is  considerable time-lag in the consolidation of data on loans and advances to house- 

a 
holds extended by the primary credit and non-credit co-operative societies. The RBI may be 
requested to expedite such consolidation so that appropriBte data for the latest year are included in 
the CSO's quick estimates. , 



APPENDIX V 

MEASUREMENT OF INVENTORIES 18N THE 'UNORGANIZED' SEGMENT 

V . l  The estimates of annual variations in inventories held by the household sector are generally 
prepared through the use of indirect methods which are admittedly unsatisfactory. Section 1 of this 
appendix describes the existing methods of estimation in respect of important economic activities'; 
while Section 2 presents suggestions aimed at improving these methods. 

Section 1 : Methodology of Existing Estimates 

Agriculture 

Private agriculture (excluding plantations and livestock): 

V.2 The estimates of stocks under this economic activity are being prepared on the basis of data 
on bank advances classified according to occupation and organisation in the Basic Statistical Returns 
(BSR) of the RBI. In cases where margins are not prescribed, it is assumed that banks keep a margin 
of 25 per cent between the value of the commodity and the bank credit outstanding. For details of 
calculating inventories in private agriculture see Table V. l  - 
Manufacturing 'r 

a .  
(i) Regiqered manufacturing: - J  

ca : 
V.3 Estimates of inventories in the registered manufactur~ng sector are prepared a t  the aggregatq i. 
level on the basis of data available from AS/. The estimates for registered manufacturing in household$ 
sector are not prepared separately from the AS1 results but are derived at the aggregate level by I 
deducting from the total, the estimates for public sector and private corporate sector. 

\ 
I 

(ii) Unregistered manufacturing: I 
I V.4 Estimates of 'change in stocks' in unregist~red manufacturing sector are based on the propor- 

tion of inventories to gross value added. This proportion for 1974-75 has been prepared utilising the 
data available from (a) NSS Report No.28016, Tables with Notes on Survey of Self-employed in Non- 
agricultural Enterprises - Detailed Results for b11 India, 29th Round. 1974-75 National Sample 
Survey Organisation, 1978). (b) Survey of Small &ale lndustries in the Un-organised Sector in Urban 
Areas, 1971-72 - mimeographed (CSO, 1975)~) and (c) Special Tables on Census of Small Scale 
Industries undetaken by the Development Commissioner of Small Scale lndustries (DCSSI) in 1977: 

1 
Estimates for other years are obtained by applying this proportion to estimates on gross value added 
prepared by CSO for national income purposes. I . 
3. Trade - 

I 
V.5 Estimates for (i) trade in foodgrain and (ii) trade in other comqodities, have been prepared 
separately for registered and unregistered trade. I 

I 
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Registered trade 

s in the case of agriculture, the estimates of stocks in registered trade are prepared on the 
f data on bank advances to '  household trading establishments and bank margins available 

ally from RBI. The break-up of bank advances of scheduled commercial banks by occupation 
d organisation i s  available only for advances each with credit limit over Rs.10,000. For advances Ik. with lower credit limits, data are available only by occupati&. The proportion of household trade in 

total advances for trade in the first category is applied to the second category. The details of esti- 
.mation are available in Table V.2. 

(ii) Non-registered trade 

V.7 In the case of non-registered trade. the point estimate of stocks (excluding foodgrain) has 
been prepared for 1969-70 on the basis of data contained in NSS Report No.221, Tables with Notes 
on some Features of Household Non-Registered ~ r a &  1969-70 (NSSO, 1975). This estimate has 
been moved to later years with the help of an indicator of advances to partnerships, proprietary 

concerns, etc., engaged in trading. Sample calculations are given in Tal;les V.3 and V.4. 

(iii) Stocks of foodgrains with trade 

V.8 Estimates of stocks of foodgrains with private traders are being prepared on the basis of 
5 

information on marketable surplus (defined as equivalent to market arrivals). From the estimated 

3 
-marketable surplus of foodgrains, the quantity procured by the Government is  deducted t o  arrive 

- at the quantity disposed off t o  private traders. It has been assumed that private traders keep 25 per 
cent of their purchases as stocks. The change in quantity.of stocks has been evaluated at the average 
price of foodgrains. The procedure is  illustrated in Table V.5 for rice for the year 1977-78; ~t i s  
zimilar for other foodgrains including pulses. 

V.9 Each one of these methods, except registered manufacturing has serious limitations. In 
particular, the estimates based on bank advances and bank margins should be highly suspect: A 
prior; there is  no reason to believe that total stocks lie within the quantum implied in such bank 
credit and bank margins. 

.L. Section 2: Alternative Methods of Estimation: Trade and Manufacturing 

Need for census study 

V.10 The alternative methods proposed here are essentially based on an important piece of credit 
control data which has remained unused for any analytical purposes; this refers to the monthly stock 
statements to be filed with commercial banks by a l l  parties who obtain bank credit for working -- 
capital purposes on hypothecation basis and the stock register maintained by the bank branches in 
respect of the parties who borrow on a pledge basis. These methods are relevant to the estimation o f  
inventories only with (a) unregistered manufacturing, and ' (b) rec;istered and unregistered trade 

- .  
holding stocks of commodities other than foodgrains. In respect ,of the other two unorganised 
economic activities, namely, private agriculture and trading in foodgrains, the suggestions made at the 
end of this section are essentially in the nature of a change in form rather than substance. Even so, 
sU& a change is necessary with a view t o  rninimising the possible erroh in astimation. I' I 



V . l l  Under the RBI regulations, the monthly stock statements or the stock register mainta 
the bank branches are expected t o  contain - and in reality they do by and large contain - 
picture of total stocks held by a borrowing party. The stock statements are expected to be 
cally inspected by the bank staff. This is true of even urban cooperative banks which gran 
agricultural advances. 

V.12 In using the stock statements for estimating the levels of inventories, the processes involved 
are the following: 
(i) conducting a bench-mark census study of all noncorporate enterprises in manufacturing and' 
trading; (ii) conducting for the same year a bench-mark census study of the monthly stock state- 
ments in respect of all the parties having borrowal accounts with the banks (commercial as well as 
co-operative); (iii) working out for the bench-mark year the  ratio of ~nventories held by enterprises 
enjoying bank credit facilities to those held by all noncorporate enterprises; and (iv) making a 
sample study of the relevant monthly stock statements a t  least on a quinquennium basis so as to 
carry forward the bench-mark estimates for the subsequent years. 

V. 13 The census studies of the type (i) above are not new; they have been undertaken in the past 
by the National Sample Survey Organisation (NSSO) in respect of certain non-agricultural enterprises. 
The census study of monthly stock statements with commmercial banks once in five years or so 
should be easier as the data have to be culled ou i  from the files and registers maintained with the 
bank branches. According to the Reserve Bank of India's Basic Statistical Returns (BSR), as a t  the 
end of June 1980, there were 2.80 lakhs of borrowal accounts under the manufacturing group held' 
by 'partnerships, proprietory concerns, joint families, associations, clubs, societies and groups and 
individuals: There were also 15.0 lakhs of accounts under trading. These estimates include even., 
smaller accounts with Rs.10.000 and less of credit limits. With a view t o  facilitating the use of such 
census results for wider purposes, the quinquennium study of monthly stock statements could focus 
on the following three characteristics: 

i) value of stocks as declared in the monthly\stock statements; 

ii) credit limits sanctioned; and 

iii) credit outstanding at the end of the month) 

V.14 With a view to examining the feasibility of utilising this source of monthly stock statements 
with commercial banks for estimating stocks with traqers (registered and un-registered) and un-regis- 
tered manufacturing, a pilot study has been undertakenlin respect of a sample of 300 borrowal parties 
belonging t o  partnerships and proprietory concerns ralidomly chosen in a few bank branches ih ihe 

I 
city of Bombay. The following paragraphs explain the results of the study and their relevance for 
estimation of stocks. I 

I 

I 
V.15 As may be noted from Table V.6, value of stocks held by traders went up by 4.7 per cent 
between March 1979 and Marqh 1980 and by 7.6 per'cent between March 1980 and March 1981. 
Likewise, the stocks with the m:inufacturing units expanded by 4.6 per cent in the first period and by 
9.5 per cent in the second period. Given the representativeness of the sample chosen for the sample 
study, these percentage changes could be applied to the'bench-mark estimate for deriving the values 
of inventories in the subsequentyears. , " 

1 
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An Interim Method: Use of sample stock statements 

V.16 The undertaking of census studies as proposed above would be obviously time-consuming 
and may take some years before the results could be used for the purpose in view. In the intervening 

-. period, the sample study of stock statements could alone be used for estimating the inventories held 
.in the unorganised segment of the manufacturing and trading sectors. The methodology could be as 
follows: 

V.17 First, in respect of the sample accounts, we work out the proportion (or multiple) of inven- 
tories to bank credit for the manufacturing and trading sectors separately. Secondly, we estimate 
independently the amount of bank credit outstanding against those sectors on the basis of the RBI's 
Banking Statistics - Basic Statistical Returns (BSR). Then, we apply the proportion derived under 
the first step to the outstanding bank credit estimated in the second step and thus arrive a t  the size 
of inventories a t  current prices. 

V.18 The BSR system does not give the break-up of bank credit for registered man&acturing and 
unregistered manufacturing. Hence, the above estimate of bank credit based on BSR data would have . 
to be worked out for total manufacturing in the household sector and the estimate of inventories in 
the registered manufacturing based on AS1 data would have to be deducted to arrive a t  the estimate 

L of inventories in the household unregistered manufacturing. 

V.19 In the case of trade, the estimate by this method would be for both registered trade and 
- unregistered trade. However, the figures for trade would include the bank credit given against the 

. security of foodgrains. As separate data are available on bank credit against the securlty of foodgrains 
for trading concerns and for mills/factories, it should be possible to make an estimate of  the stock of 
foodgrains kept by the traders with the help of bank credit. The study of a separate sub.sample of 
traders dealing in foodgrains should facilitate the norm of  inventory - credit ratio to hc applied in 

this respect. 

V.20 Table V.7 presents data on the ratio of stocks to bank credit as a t  the end of  March 1980 
and March 1981 as revealed by the sample in respect of 196 parties in trading and manufacturing 

therefrom that the trading companies, as expected, have a substantially higher 
inventories and that inventory-credit ratio i s  probably also more volatile than the 

- .  

who do not have borrwwing arrangements with any banks. It must be made distinctly clear that the 
- data presented in ~ a b l &  V.7 and V.8 are purely of an illustrative character and cannot at  a l l  be used 

I 
-.for drawing any firm inferences on the nature o f  credit-inventory relationships. 



- 
Section 3:  Private Agriculture and Foodgrains Stock with Trade 

V.22 In the case of inventories held in the 'private agriculture', the existing method of relying on ' 
bank advances and bank margin needs to be replaced. An alternative way out would be to use a 
bench-mark ratio of inventories in agriculture to value added by agriculture. This was the method 
initially adopted by the RBI for estimating inventories .in agriculture (see Estimates o f  Saving and. 
Investment in the Indian Economy: 1950-51 to 1962-63 (RBI Bulletin, March 1965. pp 3-41. I t  is 
also suggested that attempts may be made to get a direct estimate of inventories with cultivators in 
the next round of AIDIS. 1981-82 so that the bench-mark ratio of inventories to value added could ' . 
be put on a firmer basis. 

V.23 As for foodgrain stocks with trade, the assumption that these stocks constituted 25 per cent 
of net marketed surplus (net of Government procurementl held by the private trade is  without any 
firm basis. A specially designed field survey alone would determine the nature of relationships 
between private trading stocks and market arrivals. Such a survey could also establish a base figure for 
private stocks. 



Table V.l: Change in Stocks - Agriculture 

IRuuees. lakhsl 

I 
1976-77 1977.78 - - 

1 2 3 

1. Scheduled Banks advances to agriculture (with credit limit 
- . over Rs.10,000) ' 11 29.62 
. 2. Advances to public sector ' 327,20 

2.1 Central Government owned undertakings 149.17 
2.2 State Government 18,84 
2.3 State Government owned undertakings 85.71 
2.4 Quasi-Government bodies 73.48 

3. Advances to agriculture (private) (1-2) 802,42 
4. Proportion of 3 to  1 (percentage) 71.03 
5. Scheduled banks advances to agriculture (with all credit limits) 1726.00 
6. Scheduled banks advances to agriculture (private sector) 

(5 x 4/1001 1062,42 1225.98 
7. Scheduled banks advances to plantations (private) 195.64 ' 168.06 

F 
8. Scheduled banks advances to agriculture excluding plantations 

(private) (6 - 71 1057.92 
9. Non-scheduled banks advances (1.5% of 81 15.87 

.. 10. Total advances (8 + 9) 1073.79 
. 11. Bank margin (per cent) 25 

. 12. Total stocks (private) [item 10 x l100/100-2531 1240.71 1431.72 
13. Change in stocks (private) (Col. 2-Col. 1) in row 12 191.01 
14. Change in stocks (coffee) ' 2.87 
15. Change in stocks (rubber) ' . (-1 1.39 
16. Total change in stocks (13 + 14 + 15) 192.49 

I Banking Statistics - Basic Statirrical Rerurns IBSRI, June 1978 (RBI1 Table No.16. See therein distribution 
of outstanding credit of scheduled commercial banks according to organisation and occupation (Col. 10. 
items 1. 2. 3 and 41. 

2 Report on Currency & Finance, Vol. 1, 1978-79 (RBI). Table No. VI:12 on sectoral deployment of gross 
bank credit ICol. 2 ) .  

3 Basic data from BSR, June 1977 (RBI). Residual obtained by deducting outstanding credit of central and 
state government untlertakings, state government and quasi-government bodies (Table 4.6) from total (Table 
4.4. Col. 91. 

4 In  the absence of data, i t  has been estimated, using the proportion of item No. 7 t o  item 6 in 1976-77. 
- S In the absence of more recent data, worked out using the ratio of 1.5 p.c. estimated for the year 196566 on 

the basis o f  data given in Statistical Tables Relating to Banks in India 1966, Table No. B l i i i l  lltems 25, 38. 
39 & 40). 

. 6 Circulars issued by RBI from time to time and published in Report on Currency & Finance (Section on 
selective credit controll. 

7 Data obtained from respective Boards. 



Table V.2: Change in Stodts - Registered Trade 

(Rupees, lakhsl 

1976-77 1977-78 
1 

1 2 3 
A 

1. Advances for trade t o  partnerships, proprietary concerns, 
joint families etc. (with credit limit over Rs.10,000) 744.83 940.37 

2. Advances for trade to individuals (with credit limit over 
Rs.10.000) ' 30.22 4,4.75 

3. Total advances for household trade (1 + 2) 775,05 985.12 
4. Total advances for trade (with credit limit over Rs.10.000) 3718,90 4036.78 
5. Proportion of 3 to  4 (per cent) 20.84 24.40 
6. Total advances for trade (with all credit limits) 3828.10 4197.69 
7. Advances to households for trade (with all credit limits) 

I ( 5 x 6 ) + 1 0 0 ]  797.78 1024,24 
8. Total advances (excluding intra-banks and food procurement 

advances) 10852,59 13363.81 
9. Proportion on 7 to 8 (per cent) 7.35 7.66 

10. Bank advances (aggregate) 1 1322.44 12961.80 
i) Scheduled commercial banks (as on 31st March) 1 1309,53 12955.00 4 

ii) Non-scheduled commercial banks (as on last Friday of March) 12.91 6.80 ' - 
11. Total advances for household trade (as on March) [ (10 x 9) + 100 I 832.20 992.87 
12. Bank margin (per cent) 46 42 
13. Total stocks -household registered trade 1541.11 1711.84 
14. Change in stocks - household registered trade 170.73 

Sour-: 

1 Banking Statistics - ' il June 1975,1976, 1977, Table 4.6. Col. 9. 
Basic Statistical Raturns IBSRI ; page 180 

ii) June 1978, Table 16. Cot. 8. page 20. 
2 Banking Statistics - il June 1975. 1976, 1977, Table 4.6. Col. 9 

Basic Statistical Returns IBSRI I page 182. 
iil I June 1978, Table 16, Col. 9, page 20. 

3 Banking Statistics - ii ( June 1975, 1976. 1977,Table 1.5, C o l . 9 . ~ .  7 
Basic Statistical Returns IBSRI i i )  ( June 1978, Table 10, Col. 7. page 1 

4 For 1976-77 BSR. June 1975.1976. 1977. Table 1.5, page 7, Col. 9 
RBI Bulletin, Nov. 1977, page W 2 .  

For 1977-78 BSR,June 1978. Table 10, Cnl. 7, Page 11. 
ii); RBI Bulletin, October 1978, Page S-558. 

5 RBI  Bulletin, November 1978 (P.. S.655 & S4318). 
6 RBI Bulletin, January 1979 (e. S434). 

RBI  Bulletin, December 1979 rt. ~ 6 0 8 ) .  
8 Circulars issued by RBI from time t o  rim$ and published in Report on Currency and Finance (Section on 

selective credit control 1 I 
NOTE: The data relating t o  items 1 to 8 are the BSR data of scheduled bank advances outstanding as at end - June. 

I 
I 



Table V.3: Estimates of Stocks for Non-Registered Trade for 1969-70 

Item Rural Urban Total 

4 .  Estimated average value of stocks per 
trading household (Rs.O.00) 
i) Total 357.79 1,322.10 

ii) Livestock 2.61 2.57 
iii) Total (excluding livestock) 3 55.18 1,319.53 

2. Total number of trade households ' 26.46.861 14.02.697 
3. Total stocks (Rs. lakhs) ( 2 x 1 (iii) ) 94.01 185.09 279.10 

1 Based on NSS Report No. 221 : Tables with Notes on  Some Features on Housahold Non-rrgistered Trade - 
1969-70, Table 9 Pages 18  and 24. 

Table V.4: Change in Stocks - Unregistered Trade , 

(Rupees, lakhsl 

Item 1969-70 1976-77 1977-78 
C 

1 2 3 4 

- - 1. Total advances of scheduled commercial . 
banks ' 10.852.59 13.363.81 

2. Advances to partnership and others 744.83 940.37 
3. Ratio (Item 2 + Item 1) 0.0686.32 0.0703,67 
4. Total advances of scheduled & non-scheduled 

banks 1 1.322.44 12961.80 
5. Total advances to partnerships , 287,18 777.12 91 1.97 
6. Stocks 279,lO 755.26 " 886.31 
7. Change.in stocks 131.05 

1 For details refer t o  item 8 of Table V.2 on Registered Trade 
2 Banking Statistics - i) June 1975. 1976,1977. Table no. 4.6, 

Page 180, Col. 9 
Basic Statistical Returns (BSRJ' i i )  June 1978 Table 16, P. 28, Col. 8 

3 For details refer t o  item 10 of Table V.2 on Registered Trade 
. 4 Refer Table V.3 

5 Estimates of stocks for 1969-70 moved t o  later years with the help o f  item 5. 



Table V.5: Estimation of Change in Stocks of Foodgrains During 1977-78 

Operational steps Quantity ('000 tonnes) 

1 
, 

2 

1. Production 

2. Marketable surplus (25.8% of 1 I ! 

3. Wastage in disposal of 2 (0.68% of 2) 

4. Net marketable surplus (2 - 3) 13,512 

5. Procurement by Government . 
6. Net marketable surplus less procurement (4 - 5) 

7. Stock (with private traders) (25% of 6)' 

8. Stock with Government (Central &State) 

9. Total stock (7 + 8) 

10. Total stock in 1976-77 

11. Change in stock (9-10) 

12. Producers' price (Rs. per tonne) 

13. Value of change in stocks (Rs. lakhs) 

Sources: 1 Directorate o f  Economics & Statistics, Ministry of Agriculture 
2 Based on  data on market arrivals released by Directorate of Economics & Statistics, Ministry of , 

Agriculture. 

3 As a fixed percentage of marketable surplus based on information obrained in marketing reports 
published by Directorate o f  Marketing and Inspection. Ministry of Agriculture. 

4 Ministry of Agriculture 

s Assumed 

6 Bulletin on Food Smtistics. 



Table V.6: Value of Stocks held bv the ProprietorshiplPannership Concerns 

I' (Rupees in '000d 

Nature of activity No. of March March March 
parties 1979 1980 1981 

1 2 3 4 5 

Trading 127 3,56,96 373,76 402.27 
(t4.7) (t7.6) 

Manufacturing 69 3.72.37 389.67 426.50 
(t4.6) (t9.5) 

Dealing: 

(i) Textiles 111 2,9753 3.21.21 3,16,34 

(ii) Chemicals 32 2.56.52 2.44.85 2,57.88 

(iii) Engineering 2 1 57.29 68.48 92,62 

(iv) Others 32 1.17.90 1.28.89 1.61.92 
* 

Total 196 7.29,33 7.63.43 8,28,77 
(t4.7) 1t8.6) 

Note: 1 )  These data could be obtained in respect of only 196 borrowing parties for all the three consecutive vean. 

21 Figures in brackets represent percentage increases over the previous year 

Source: Special Pilot Survey conducted by RBI 



Table V.7: Sample Survey of 160 Borrowal Accounts of 
Proprietory and Partnership wnwrns 

(Rupees in '000s) 

March 1980 March 1981 - 
Nature of No. of Value of Limits Credit Percentage Value of Limits Credit Percentage 
activity parties stocks sanctioned outstanding of stocks stocks sanctioned outstanding of stocks 

to outstan- to outstan- 
ding ding 

(Rupees) (Rupees) (Rupees) (Rupees) (Rupees) (Rupees) 

1 2 3 4 5 6 7 8 9 10 

Trading 

Manufacturing 64 4.13.68 2.39,55 2.18.32 1.895 3.82.87 2.25.92 - 2.10.36 1.820 

Source: Special Pilot Survey conducted by RBI 



Table V.8: Steps Involved in Estimation of Inventories with 
Unregistered Manufacturing and Trading Concerns 

. Steps in estimation 

Manufacturing Trade 

March March March March 

1 2 ,  3 4 5 

1. Results of Sample Stock Statements 

(a) Value of stocks (Rupees in '000s) 4.13.68 3.82.87 5.23.17 5.41.85 
(b) Bank credit outstanding (Rupees in '000s) 2.81.32 2,10,36 1.48.56 2,27,07 
(c) Ratio of stocks to bank credit (a + b) 1.470 1.820 3.522 2.386 - . -  - - 

2. ~stimatbd bank credit L' (Rupees, crores) . 
(Based on RBI's $@ data) 2,590 3,660 1,544 1.800 

3. Estimate of stocks 12 x 1 (c) I 3,807 6,661 5,438 4,295 

4. Estimate of stocks with registered manufacturing 
in the household sector (Rupees, Crores) L2 1,000 1.300 . . . . . . 

5. Estimate of stocks with unregistered 
2.807 5,361 manufacturing (3-4) (Rupees, Crores) . . . . . . 

6. Estimate of stock of foodgrains with 
trade (Rupees, Crores ) L3 . . .  . . . 120 160 

7. Estimate of total stocks with trade (other 
than in foodgrains) (Rupees, Crores (3-6) . . . . . . 5,318 4.135 

8. Estimated 'change in stock; in 1980-81 
(Rupees, Crores) + 1,453 (-11,183 - 

. Estimated on the basis of and rector deployment data. 

L2. Based on AS/ data (for the present, hvpathetical). - 
3 L . Based on RBI data on credit against sensitive commodities and estimated norms for inventorycredit 

ratio. 

. . . Means not relevant. 



APPENDIX V I  

FOREIGN PRIVATE INWARD REMITTANCES AND THEIR 
IMPLICATIONS FOR DOMESTIC SAVING 

Nature and Size of the Remittances 

VI.1 One of the special factors identified in the context of the high saving phase of the Indian 
eixnomy during the second half of the 1970's relates t o  foreign private inward remittances, or what:. 
is called 'private transfer receipts'. 'Private transfer receipts', as booked in balance of payments statis- 
tics, comprise mainly the following: (1) receipts for family maintenance; (2) personal gifts and 
donations to religious organizations and charitable institutions in lndia; (3) repatriation of savings by 
Indians residents abroad; (4) migrants' transfers by Indian nationals; (5) migrants' transfers by 
foreign nationals; (6) personal income-tax and income tax refunds; and (7) reimbursement of money i 

order drawings, etc. 

V1.2 The data for the above mentioned purposes are culled out from the Returns submitted by the 
Authorised dealers to the Exchange Control Department of the Reserve Bank of lndia (RBI). Under 
the present Exchange Control Regulations, Authorised dealers are, however, required to report the 
purpose-wise details only in respect of remittances in amounts individually equivalent of Rs.lO.OOO 
and above. Details of 'private transfer receipts' are booked under thecurrentaccount of the Balance 
of Payments data. - 
V1.3 As regards remittances in amounts individually equivalent of less than Rs.10.000, for which 
purpose-wise details are not required to be reported, they are reallocated to different purpose heads 
on the basis of the Survey of Unclassified Receipts conducted in the Department of Economic 

' 

~nalysis and Policy of the RBI. The results of the Survey so conducted during 1976-77 show that out 
I of the total unclassified receipts, the share of 'privateitransfer receipts' was 49.4 per cent. 

1. / 

Table VI. l :  Size of Foreign P lvate Inward Remittances 
I (Rupees, Crores) 

Fiscal year Total private transfer ~ . ~ . 4 8 0  Title II Private transfer receipts 
(April-March) receipts as booked in transfers excluding P.L.480 Title II 

BOP Statistics - - -. transfers 

I 2 i 3 4 

1.059.3 ' ! 115.5 
(Source: ReserveiBank of India) 



I - 
Y 

V1.4 Of the gross receipts of Rs.1.059 crores in 1978-79, Rs.275 crores were received individually 
. in amounts of Rs.10.000 and above, and Rs.659 crores individually in amounts below Rs.10.000 

(unclassified receipts). Receipts through P.L.480 are separately coded and given in the statement; 
these receipts under P.L.480 Title II transactions represent a matching contra entry for the imports of 
agricultural commodities received as donations for distribution through voluntary agencies. Table 

. VI.1 presents the relevant data. 
e 

2. Impact on Household Saving in Financial Assets - 
V1.5 A priori it i s  obvious that these foreign inward remittances would get reflected, as an initial 
impact, almost entirely in an increase in the household sector's saving in the form of currency and 
bank deposits. During the four-year period 1975-76 t o  1978-79 for which firm data are available, 
it is found that foreign inward remittances on an average formed over 18 per cent of the expansion 
in currency and bank deposit holdings of the household sector or about 10 per cent of the gross 
financial savings of the sector (Table VI. 2). 

Table VI. 2: Foreign Private Inward Remittances and Household Financial Saving 

(Rupees, Crores) 
* 

Household Sector's Saving in Foreign Savin? in (5) as (5) as 
Year Currency Bank Total Inward Gross % of % of 

Deposits (2+3) Remit- Financial (4) (6) 
tances@ Assets 

@These do not include increases in the balances of two non-resident external accounts. (Source: Reserve Bank of -.-' 
India). /* 

3. Non-Resident External Accounts 

-V1.6 The above foreign inward remittances effected on a unilateral basis have to be distinguished 
from the funds remitted by the Indian expatriates under two external accounts permitted t o  be 
maintained with banks in India. The non-resident Indians and also foreign nationals of Indian origin 
were initially permitted in 1970 to maintain with banks in lndia external accounts designated in 





selected districts or ev& centres of location of offices of scheduled commercial'banks. Data used for 
.this purpose have been drawn from the tabulations based on the Basic Statistical Returns and on the 
monthly return on aggregate deposits and gross bank credit in respect of all offices of scheduled com- 
mercial banks including regional rural banks, both received by the Rese~e Bank of India. 

. VI. 8. The latest available data on deposits outstanding along with the state-wise and district-wise 
break-up, though provisional, relate to the last Friday of December 1980. Considering the fact that 
the inward remittances began from around the middle o f  the 1970's. similar set of data available for 

'December 1975 have been taken as the base for comparison. The deposits in a region normally depend 
on the level of income and the extent o f  banking habit of the people apart from many other factors, 
of which inward remittances may be a significant explanatory factor. 

VI. 9. In view of the non-availability of a l l  the required information, a short-cut approach is follow- 
ed in identifying the statesldistricts in which growth of deposits with the banks have been perceptibly 
higher. However, t o  eliminate the effect of opening of new offices on the increase in deposits in the 
region, the figures of 'per office deposit' as on the last Friday of December 1975 and 1980 have also 
been considered. 

VI. 10.The All-India and the state-wise data on the number of offices, deposits and per office 
deposits as on the last Friday of December 1975 and 1980 alongwith the percentage increases in 
these data during this period are given in Table V1.4. Between December 1975 to December 1980, 

- total bank deposits grew by 170 per cent at the all-India level. As against this, at the state level, 
while many states registered high percentage increases, the states of Jammu & Kashmir, Rajas- 
than, Andra Pradesh and Kerala registered significantly higher percentage increases than the 
corresponding increase for All-India. Among these four states, it is known that large-scale migration 
has taken place from Kerala and Andhra Pradesh. I n  the case of the other two states, viz., Jammu & 
Kashmir and Rajasthan, however, an overall improvement in economic conditions coupled with the 
increased income from tourism might have contributed t o  the higher increase in total bank deposits 
during the period under consideration. 

Vl . l l i  District-wise details of deposits in respect of Andhra Pradesh and Kerala are given in Tables 
V1.5 and VI.6 respectively. 

Andhra Pradesl~ and Kerala 

V1.12. In thecaseof the six districts of Andhra Pradesh, viz., Adilabad, Anantapur, Cuddapah, Karim- 
nagar, Mahbubnagar and Nizamabad, the percentage increases in bank deposits are higher than the 
figures for the state as a whole. Of these districts, Karimnagar and Mahbubnagar experienced increases 

. of 395 per cent and 402 per cent, respectively, as against 212 per cent for the State as a whole (Table 
V1.5). Since there is no evidence to show that a disproportionately large increase in the economic 
activities took place in these districts during the period, it is possible that the inward remittances 
from non-residents could have contributed considerably t o  the increase in deposits. The percentage 
increases in the case of Alleppey, Cannanore, Kottayam, Malappuram, Quilon and Trichur (ranging 
from 238 per cent t o  350 per cent) are substantially higher than the average of 229 per cent, for the 
Kerala State as a whole (Table V1.6). Again, in the case of Malappuram district, which is industrially 

. backward, the percentage increase in bank deposit during the period was the highest of - 350 per 



oent. Viewed against the background of relative backwardness of the district, this indicates the impact 
of foreign remittances on deposits growth in the district* Unlike in Andhra Pradesh where the.. 
substantial increase in deposits are confined only t o  some districts, i n  the case of Kerala the increase 
is noticed in almost a l l  the districts, with Malappuram district showing the highest increase. 

V1.13. The increase in deposits of some selected centres, mostly from Malappuram, Trichur and- 
Alleppey districts of Kerala state, has been probed further. The centres are those from where it is 
generally known that large-scale migration of labour took place to West Asia. The data for these 
selected centres are given in Table V1.7. The centres, viz., Kuttippuram, Malappuram, Perintalmanna,' 
Tanur and Tirur in Malappuram district and Chavakkad, Guruvayur and Kunnamkulam in Trichur 
district showed substantial increases in bank deposits, ranging from 210 per cent to 515 per cent, 
despite the fact that the levels of economic activity did not undergo any basic transformation during 
the period. Thus, the available data do show some evidence about the effect of inward remittances on 
increase in bank deposits at these centres during the period. 

V1.14. Similar migration of labour has reportedly taken place from other states such as, Gujarat, 
Punjab and Haryana. However, there is difficulty in segregating their areas with pronounced 
incidence of migration or in segregating the observed increase in deposits due t o  general explanatory 
variables. 

5. Need for More Analytical Study by  RBI 

V1.15. As is evident from the data and review presented above, the foreign inward remittances have . 
played a significant role in the growth o f  saving in the form of financial assets in recent years and are 
expected to do so for some years to come. However, as a t  present, there i s  hardly any study on the 
nature of these remittances, their sources of origin, the regions into which they flow, their initial 
impact on domestic saving, their deployment, and their secondary effects on the economy in  general. 
In this respect, there is the urgent need for the RBllto collect and disseminate more analytical infom- 
ation through specially designed surveys. I 

I 
See also "A Case Study of the Increase in Inward Foreig: Remittance through Benking Channels Consequent on 

MISA' Measures in Malappuram District (Kerala)", Reserve Bank of India Bulletin, February 1975, pp. 152-1 54. . 
I 



Table V1.4: State-wise Data on Outstanding Bank Deposits 

Deposits No. of off ices Per Off ice Deposits 
Name of the December % increase ' %Increase becember % increase 

- State 1980 over December aver 1980 over 
(Rupees, December 1980 December Rupees, December 

lakhsl 1975 1975 lakhs) 1975 

(1) (2) (3) (4) 15) (6) (7) . -- 
Haryana 65 3,62 . 232.3 
Himachal Pradesh 20 6.03 186.4 
Jammu & Kashmir 37 744 285.0 
Punjab 1,95 2.21 191.6 

r Rajasthan 84 2.52 222.0 
Assam " . . 

339.97 1 i4;7 
Manipur i5;53 !271:5- 
Meghalaya 4 9.65 165.1 
Nagaland 19.63 251.2 
Sikkim 4.97 165.8 
-Tripura 3 l5.05 , 187.3 
Bihar. . .,. , ,1.55,5,62 146.6 
. Orissa 43 0,34 236.7 

. West Bengal 4.13 6,03 126.8 
- Madhya Pradesh 1.172,41 197.4 

Uttar Pradesh 3,58 1.85 189.9 
- Gujarat 2.56 4.50 160.7 

.Maharasht!a ... 6.956,73 - 142.1 
Andhra Pradesti 1.86 2,07 21 2.1 
Karnataka 1.93 3.28 188.2 
Kerala 1,454,97 289.0 
Tamil Nadu 2.52 3.37 165.6 

ALL-INDIA 36.995.1 8 169.8 
(including Union - 

Territories) 36.,995.18 

, 777 60.9 84.1 106.6 
360 82.7 . 57.2 ' 56.8 . 
425 88.0 88.8 104.7 

1.556 48.5 125.5 96.4 
1,566 86.2 53.8 72.9 

' - . 488 . '102.5 69.7 J 35.6 
35 218.2 . . 44.4 16.8 
56 100.0 88.7 32.6 
37 208.3 53.0 13.9 

1 0.0 497.0 165.8. , 
78 271.4 : 44.9 Neg. 

2,154 . 147.3 72.2 Neg. 
893 155.1 48.2 32.0 

2,135 77.3 193.7 27.9 
2,009 104.0 58.4 45.8 
3,887 89.7 92:2 52.8: 
2,274 . . 38.3 112.8 . 88:4 
3,489 51.8 199.4 ! 59.5' 
2,643 77.5 70.4 75.8 
2,741 48.4 70.5 94.2 
2,303 76.3 63.2 86.5 
2,950 44.0 85.5 84.5': 

34,131 ' . 70.2 108.4 . 58.5 

Source: For December 1975 data see RBI. Basic Statistical Returns 
For December 1980, R B I ,  the Monthly return on Aggregate Deposits and Gross Bank Credit IMimeo. 
graph). 



Table V1.5: Districit-wise Data on Outstanding Deposits - Andhra Pradesh 

Deposits , No. of offices Per office deposits 

Dec. '80 % increase Dec. '80 % increase Dec. '80 % increase 
(Rupees, over Dec. over Dec. (Rupees. over Dec. 

Name of the District lakhs) '7 5 '75 lakhsl '75 

2 3 4 5 6 - 7 

Adilabad 20.16 278.2 45 114.3 44.8 76.5 
Anantpur 49.78 277.4 111 94.7 44.8 93.8 
Chittoor 75.83 204.9 121 68.1 62.7 -81.4 
Cuddapa 37.07 385.8 91 93.6 40.7 ' 151.0 
East Godavari 138.08 198.2 192 57.4 71.9 89.5 
Guntur 129.54. 200.5 181 57.4 71.6 90.9 
Hyderabad 568.9 1 161.6 360 53.8 158.0 70.1 
Karimnagar 37.99 394.7 85 112.5 44.7 132.8 

A Khamman 29.06 275.0 100 300.0 29.1 Neg. 
0 e Krishna _- - - - 143,67 - 231 :2 180 40.6 79.8 135.5 

, - -  - -  - 

Kurnool 58.68 274.2 127 69.3 46.2 121.0 
Mahbub-nagar 27.33 402.4 88 137.8 31.1 111.3 
Medak 18.21 256.4 63 133.3 28.9 52.7 
Nalgonda 24-76 285.1 100 170.3 24.8 42.5 
Nellore 60.15 263.0 97 76.4 62.0 105.8 
Nizamabad 31.77 239.4 7 1 82.0 44.7 86.5 
Prakasam 67-42 331.6 100 56.2 67.4 176.2 
Srikakulam 
Vishakhapatnam 206.34 246.6 298 102.7 69.2 71.0 
Warangal 38.87 224.5 87 117.5 44.7 49.2 
West Godavari 98.45 188.0 146 36.4 67.4 111.0 

State Total 1,862,07 212.1 - 2.643 - 77.5 - 70.4 - 75.8 - - 
ALL INDIA 36,995.1 8 169.8 34,131 70.2 - 108.4 58.5 

Source: Same as Tab le  V1.4 
\ " 



Table V1.6: District-wise Data on Outstanding Depotib - Kerala 
- - - -  

Deposits No. of Offices Per office deposits 

December % increase December % increase December % increase 
1980 over 1980 over 1980 over 

(Rupees. December Decembe~ (Rupees. December 
Name of the District lakhs) 1975 1975 lakhs) 1975 

1 2 3 4 5 6 7 

Alleppav 168.50 277.6 24 1 94.4 69.9 94.3 
Cannanore 105.40 238.2 234 85.7 45.0 82.0 
Erankulam 292,99 183.0 365 68.2 803 68.2 
lddiki 16.93 230.0 " 72 89.5 23.5 74.2 
Kottayam 11 5.91 212.4 200 75.4 58.0 78.1 - Kozhikode 91.00 229.6 192 74.6 47.4 88.8 

s Malappuram 42.69 349.8 136 112.5 31.4 111.7 
Palghat 89.25 167.1 177 60.9 50.4 66.0 
Quilon 129.47 247.9 190 74.3 68.1 99.6 
Trichur 183.32 254.2 276 71.4 66.4 106.7 
Trivandrum 219,51 258.4 220 65.4 99.8 116.7 

State Total v54.97 229.0 - - 2,303 - 76.3 - 63.2 - 88.5 - 
- 

ALL INDIA - 36995.18 169.8 34,131 70.2 108.4 58.4 

Source: Same as Table VIA 



Table V1.7: Data on Outstanding Dewsits in Selected Centres in Kerala 
Deposits No. ofoffices re! Office Deposits 

Dec. '80 % increase Dec. '80 '% increase Dec. '80 %increase 
(Rupees, over Dec. over Dec. (Rupees, over Dec. 
lakhsl '75 '75 lakhs) '75 

2 3 4 5 6 7 

Malappurarn District 
Kuttippuram 
Malappuram 
Manjeri 
Perinatalmanna 
Ponnani 
Tanur 
Trichur District 
Chavakkad 
Guruvayur 

- Kunnamkul.ag 
Trichur 
Cranganore 
lrinialakuda 
Alleppey District 
Alleooev . .  . 
Chengannur 
Kayamkulam 
Mavelikkara 
Pandalam 
Shertallai 
Tiruvalla 
Quilon District 
Pathanamthitta 
Quilon 
Konayarn District 
Chanaanacherrv - 
Kottayam 50.54 190.5 23 35.3 219.7 114.7 
Palai 5.77 163.5 7 75.0 , 82.4 150.6 

~ i r a l a :  State Total 1.454.97 - 229.0 - 2,303 76.3 63.2 
7 - 86.5 - 

ALL INDIA 36.995.18 . 169.8 34.131 70.2 108.4 58.5 
Source: As in TableV1.4 



APPENDIX VI I  

MEASUREMENT OF CAPITAL CONSUMPTION AND CAPITAL DESTRUCTION 

VII. l  lmportant'wnceptual and estimational issues regarding allowance for capital consumption as 
. well as for capital destruction and losses have been highlighted in Chapter 6 of tfie Report. A brief 

summary of the existing system of estimating capital consumption has also been provided therein. 
.Besides, while proposing suggestions for improvement in the estimation of saving and investment in 

Chapter 8, specific suggestions have been indicated in these respects also. The present appendix deals 
with the details of important issues and suggestions. 

1. Consumption of fixed capital as used in National Accounts Statistics in lndia 

V11.2 The concept of consumption of fixed capital and related concepts of repair and maintenance 
and capital gain or loss as used in National Acwunts Statistics in lndia are the same as recommended 
in the U.N. System o f  National Accounts (SNA). However, the lapproach followed for measurement 
of consumption of fixed capital i s  not always the same as recommended and the estimation of 
consumption of fixed capital in respect of various sectors or sub-sectors of the economy is  guided 
primarily by the availability o f  data. Thus, in the case of mining, registered manufacuting, electricity, 
gas and water supply, mechanised transport (other than Railways), storage, and banking and insu- 
rance, the annual data available on the consumption of fixed capital are entries for depreciation 

-allowance which the producers makes in their accounts. Data on depreciation allowance for these 
sectors are obtained from Annual Survey o f  Industries (ASII, RBI's samp[e analysis of public and 
private joint-stock companies in lndia and annual reports of public and private sector undertakings. 
This depreciation allowance generally depends on the income-tax rules and regulations in force from 
time t o  time for the calculation of maximum annual provisions for depreciation. I n  the case of the 
Railways and the Overseas Communications Service (departmental undertakings), the consumption of 
fixed capital is assumed to be equivalent t o  works expenditure met from depreciation reserve fund 
less expenditure on 'Improvements of Assets Replaced' as available from the budget documents. In 
the case of 'communication', consumption of fixed capital i s  obtained from the budget documents 
and i s  assumed t o  be on historical cost. 

V11.3 Consumption of fixed capital in the case o f  construction industries is based on the analysis of 
actual accounts of construction companies in public and private sector enterprises undertakingpucca 
construction. For all labour-intensive kutcha construction, this is assumed t o  be negligible. 

V11.4 In respect of trade, hotels and restaurants, the depreciation allowances for registered trade as 
.reflected in the accounts o f  these enterprises are available from the distributive trade surveys in 
. respect of some of the states. The proportion o f  depreciation allowance available from these surveys 
t o  the gross domestic product is used t o  estimate consumption of Rxed capital both for the registered 
and unregistered trade as well as for hotels and restaurants. 

V11.5 Regarding 'other services', the estimates of wnsumption o f  fixed 'capital are based on the 
proportion o f  depreciation allowance t o  gross domestic product in respect of laundry, jobdyeing, 
cinema industries. etc., available from AS1 reports. 



V11.6 In regard to public administration and defence (as per SNA), the consumption of fixed capital 
is assumed t o  benil and the outlays on repairs and maintenance are taken to be sufficient to maintain 
the assets in their original condition. 

Vll:7 In keeping with the suggestions in the U.N. Handbook, the estimates of consumption of fixed 
capital for agriculture and ownership of dwellings, non-mechanised road transport and unorganised - 

inland water transport are prepared using the value of capital stock. The value of capital stock for the 
bench-mark year 1971-72 for the sectors of agriculture and ownership of dwellings is available from-. 
the RBI's All lndia Debt and Investment Survey. 1971-72 (AIDIS). The estimates of value of capital 
stock for other years are prepared by adding annual estimates of net capital formation a t  constant 
prices and the price changes are superimposed. AlDlS (1971-72) collected data on capital stock and 
capital expenditure on repairs and replacements. Expenditure on repairs and replacements was taken 
t o  include secondary expenditure incurred to maintain the existing assets in good condition and 
therefore include major components of capital expenditure in the form of replacements. Accor- 
dingly, two-thirds of, expenditure on  repairs and replacements is taken t o  be capital consumption 
expenditure and the remaining one-third is expen&ture on repairs and maintenance. In respect of 
agricultural machinery and implements, 11 per cent o f  the value of capital stock is taken as consum- 
ption of fixed capital, whereas in the case of ownekhip of dwellings, it is assumed t o  be 2 per cent 
and 1.67 per cent of the value of capital stock of household property in rural and urban areas, 
respectively. In case of construction works relating t o  bunding and other land improvements, wells A 

and other irrigation resources, the value of capital stock i s  not known and two-thirds of the expen- . 
diture on repairs and replhcements available from AIDIS has been treated as consumption of fixed . 
capital. For non-mechanised road transport and unorganised inland water transport, 10 per cent of - 
value of capital stock on transport equipment i s  assumed t o  be consumption of fixed capital. The 
value of capital stock for the bench-mark year 1959-60 is based on the NSS Survey on Household . 

Non-Mechanised Transport and Utilisation of work;& Animals, 195960. 
I 

VII. 8. Regarding the rest of the sectors of the econbmy, annual data on consumption of fixed capital 
are not available. The NSS surveys also do not projide any estimates of consumption of fixed capital 
in respect of these sectors. As 
estimated as proportion of value of output or as domestic product based on 
various source material. In the 
output. These,proportions are 
Chief Conservators of Forests. 

VII. 9. I n  case of unregistered manufacturing, the eltimates o f  depreciation allowance are available in 
the surveysfcensuses conducted under the Centrally-Sponsored Scheme on Survey of Small Sacle 

I 
' Industries ICSSII, 1970-71, and Census of Small Scale Industries Units, 1972 IDGSSII. Depreciation 

allowances as a proportion of gross value added as available from these results are used as consumption 
I 

A 

of fixed capital for all the years. Depreciation allowances collected under these surveys are generally 
as reflected in the accounts of these enterprises. I - .  

Conceptual Problems 

V1l.lO. Some of the general conceptual problems may be briefly indicated a t  this stage, before going 
into the problems of estimation in India. The concedtua~ problems are: 

I 



(i) There is, apart from normal wear and tear of machinery and equipment (and the physical 
life of assets), the problem of 'obsolescence' in the technical sense. Obsolescence can be 
only partly foreseen; and depending on technological innovation, some assets can become 
obsolescent long before the expected life of the equipment is over. Unforeseen obsol- 
escence is not (and naturally cannot be) provided for, and is thus in a way similar in effect 
to the unforeseen destruction of capital through calamities like fire, earthquake or flood. 
The NSA does not provide for such unforeseen capital loss on the ground that such capital 
lois affects capital stock; but it cannot be taken care of as part of the'flow,. that is. of 
capital formation, as the loss of capital is an event outside of the flow of incomesonsump- 
tion-saving-investment. Assuming a reconciliation of the income and capital accounts on 
an annual basis. the non-inclusion of unforeseen obsolescence/destruction of capital poses 
a problem within the SNA. 

(ii) The second conceptual problem stems from the fact that depreciation (or provision for 
capital consumption) is always provided at historjcal cosi, whereas the replacement cost 
of capital assets being considerably higher -as a result of price inflation -the total 
amount provided for depreciation is hardly enough even for total replacement (of like for 
like). In this~connection, two complicating factors arise, only one of which has so far 
anracted anention. First, since technology is always changing, replacement is hardly ever 
of like for like. Where new equipment was higher productivity, the moot point that arises 
is, to what extent should the difference between replacement cost and historical cost be 
deemed to be the cost of better equipment. There is no satisfactory or acceptable way 
this problem can be resolved. A second complicating factor that arises is that the funds 
available for depreciation carry an interest. Whether or not the depreciation provision is 
separately funded (or used in business), the provision for depreciation does. provide busi- 
nesses with fungible funds. Thus, assuming a life of 15 years for a given fixed asset, the 
depreciation provision -where calculated on the straight line method - accumulates com- 
pound interest on the depreciation provision year by vear, so that the funds technically 
available for replacement should be considerably higher - and depending on the rate of 
interest, even a multiple of the historical value of the fixed asset. The need to make provi- 
sion for replacement cost may thus to an extent be taken care of except where price infla- 
tion is steeper than can be adjusted by the cumulative interest on depreciation provision 
plus the salvage value of the asset depieciated. From the social view point, i t  is also neces- 
sary to note that those funds are tax free. 

VII.11.There is, of course, a quite different reason why some countries adopt the concept of gross 
rather than of net national product and of capital formation, namely, the desire to avoid errors of 
estimation arising from the lack of precision attaching to the estimates of true depreciation. But as 
.Kuznets and others have demonstrated, the concept of gross national product must remain fuzzy, and 
the same fuzziness wouldapply equally to the concept of gross capital formation, since the latter does 
not obviously add to the stock of capital in an economy. Hence,the figure of gross capital formation 
i s  not really a meaningful economic magnitude, since, for the economy as a whole, this magnitude 
cannot explain the generation of incremental output. Most countries, therefore attempt to work out 
estimates of both gross and net capital formation. This helps interalia to continually improve the net 
national product (NNP) series also. 



Problems of Estimation in lndia 
. . 

VII.12.The SNA essentially reliks on the 'replacement cost' concept. It even suggests that adjustments 
should be made in cases where the accounting figure of depreciation allowance i s  used t o  arrive, as 
closely as possible, to the concept of consumption of fixed capital in national accounts. The suggest- 
ed adjustments require information about (i) value of existing stock of fixed assets, cross-classified 
by type of goods and age, and (ii) the price changes which have taken place since the fixed assets were.. 
acquired. This virtually means a complete new calculation of the consumption of fixed capital. For 
want of requisite data. such a calculation is not  feasible. Even the approximate adjustments for the. 
differences between the estimated average actual life time of use, and the life time assumed in the 
producers accounting and for replacement value are not resorted to for want of background 
information. 
V11.13. Thus, the above conceptually neat framework poses estimation problems which are not 
peculiar to lndia. Apart from the limitations o f  data, there are also well-known inherent difficu lties 
mainly arising out of changes in the price horizon and changes in the productivity of assets over time. 
However, these difficulties have remained almost intractable in reality and hence need not concern us 
overmuch. It would be sufficient if the estimatesof saving (and of capital formation) were to be 
improved and tightened up t o  the extebt possible. 

V11.14. In order to test the validity of the present estimates of capital consumption in the economy, 
the following procedure has been adopted:- 

(a) An attempt has been made t o  prepare estimates of the Reproducible Tangible Wealth 
(RTW) in lndia, separately for each sector, using the perpetual inventory method. These 
figures have been worked out separately for fixed capital and inventories.Time series - . 
data on net fixed capital formation at 1970-71 prices have been usedalong with esti- 
mates of RTW as of March, 1950 as bench-mark estimates, to obtain the annual capital . 
stock figures. Certain minor adjustments have been made t o  the figures of fixed assets 
and inventories, as given in a paper by M. Mukherjee and N.S.R. Sastry : "An Estimate 
of the Reproducible Tangible Wealthof lndia" (Review o f  Income and Wealth Series VII, 
1957). Incidentally. startingfrom 1950,the figures of RTW by 1980 should by and large 
correspond to estimates obtained by using the perpetual inventory method. 

(b) An attempt has been made l o  compare the net output of each sector with i t s  capital 
stock, and also t o  work out the implicit age of assets in each sector by comparing the 
RTW and the actual depreciation provision in the national income estimates. 

V11.15. The results of this exercise are give" in two tables (Tables VII. l  and V11.2) presenting figures 
of the gross value added, net value added, gross domestic fixed capital formation, net domestic fixed 
capital formation, depreciation, the stock oit fixed capital (RTWIX, depreciation as percentage of the 

I 
stock of fixed capital, and the implicit averFge age of assets, for each sector, in terms of 1970-71 
prices, for two years 1970-71 and 1978-79. ! 

V11.16. The last column in the above table ih a pointer to the need for a careful second look at the 
various estimates in order to refine the available estimates. To cite only one example, the figure of. . . \ 
105 lor 127 years) as the average age of the Railway assets immediately points to the need for improv- 

I 
These tentative estimates of the stock of fixed cad!tal were specially attempted by the CSO for the use of the . 
Working Group based on the work of the individual/research workers. No official estimates of the stock of fixed 
capital have been prepared so far. 
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ing the estimate in this sector. Since the figure of depreciatioa provision for the Railways corresponds 
to the estimate of actual renewal and replacement expenditure undenakenby the Railways, the need 

t 
for a systematic improvement in the estimate for this sector becomes apparent from the exercise carri- 
ed out. 

- V11.17. Any improvement in these data, however, i s  likely t o  take careful, painstaking effort and is 
likely to be quite time consuming. To pursue the same example, it would be necessary to take the 
annual investments undertaken by the Railways, say from 1950, t o  take the average life o f f  .-h type b -' of asset (separately for locomotives, wagons, permanent way, bridges, buildings, signalling an other 
equipment, etc.), and to slowly build up the estimates of gross and net capital formation. This type of 
detailed painstaking enquiry would need to be conducted in respect of each sector of the national 
economy. The Working Group feels that this is a task that has to be taken up by the CSO, for each 
sector (and not merely for the Railways which merely highlights the nature of the problem). It is 
obviously not possible for the Working Group to undertake detailed computation in this regard. 

2. The Concept of Capital Destruction 

V11.18. The SNA recommends that in the estimate of 'consumption of fixed capital', allowance 
should be made for predictable accidental damage to fixed assets. To quote from the SNA, "The esti- 
mate of the expected economic lifetime of fixed capital should take account of the average (normally 
expected) amount of accidental damage to fixed assets which will not be made good by repair or re- 
placement of parts, for example, damage arising from fire or flood."* The SNA suggests that one 
method of estimation may be by reference to the net premium (i.e., premiums reduced by the service 
charge) of the appropriate type of accident insurance. 

V11.19. Thus, the SNA recognises that 'accidental damage' t o  fixed assets - t o  the extent that such 
accidental damage can be predicted in a macro sense -should be as much a part of the 'consumption 
of fixedcapital' as the wear and tear of equipment derived from a theoretical set of life-tables of assets 
of different types. 

V11.20. 'Capital Consumption' may, therefore, be deemed to consist of three elements, insofar as the 
treatment of capital formation in national accounts in concerned. These need to be derived from: 

(a) the expected physical life of assets; 

(b) the anticipated economic 'obsolescence' of equipment as different from the physical 
life of assets which may vary widely in different situations; and 

(c) the periodic (but generally predictable) accidental damage to or loss of capital. 
. - 

- 
V11.21. It i s  worth noting that in the Indian system of national accounts, the concept of 'depre- 
ciation' which i s  used to derive estimates of net capital formation from estimates of gross capital 

* United Nations: A System of.Nstiona1 Accounts, (Studies in Methods Series F, No. 2, Rev. 3) .  UN Publication 
Sales No. €69. X V l l  3, New York, 1968. P. 122. 



formation covers (in theory) (a1 and (bl above, but not (c). However, it w w l d  easily be seen that 
while (a] and (c) are generally predictable, (b) is subject to considerable uncertainty. Since the idea of 
allowing the destruction of capital as an element of depreciation is new (and somewhat alien) t o  the 
Indian system of national accounts, this section attempts to bring out several different types of 
destruction or erosion of capital for which it is both necessary and possible to frame estimates o f  
annual magnitudes, which could be a deduction on the available estimates of gross capital formation. - 

1 
V11.22. The erosion o f  capital assets occurs in numerous ways through accident, neglect. improui- 
dent use o f  national resources, and inadequate attention to maintenance of national assets - a point 
recognised by  scientists, sociologists and experts on environment and ecology. but not reflected in  
available national income estimates. For instance, in lndia, the systematic denudation of fore-,has 
led, increasingly, recurrent floods. Recurrent floods have in turn led to the destruction of life and 
property - of the destruction of livestock, of house property and of the tools of trade of people i n  
areas affected by floods, and even o f  damage to farm land which may require fresh investment land 
input of labour) to restore it to a productive state. Cyclonic storms in coastal areas have also led t o  
the extensiue destruction of property on a fairly recurrent basis, i n  one part o f  the coastline or the 
other. Damage from floods; cyclones and the like arenot covered by insurance in lndia, and the SNA 
procedure of taking the insurance premium minus the 'service charge' element i n  the insurance 
premium for suchaccidental damage is  unlikely to provide a reasonable basis for estimating this - 
element of capital conshmption in lndia. There i s  also the problem that such accidental damage also . 

extends t o  infrastructure facilities like roads, bridges, railway track, telecommunications and power 
cables and transmission lines, etc., which are not covered by insurance. It is only in respect of fire 
and accident insurance - mainly in respect of private urban propeny -that the SNA procedure can 
be applied in  lndia, though even in regard to urban property, since Government properties are not . 
insured in hdia, accidental fire and other damage to assets owned by Government cannot be 
measured via the insurance procedure. 

I V11.23. Yet the fact remains that while accidental damage occurs i n  different parts of the country at 
I 

different times. for the economy as a whole, there i s  a air degree of regularity (and predictability of f.'. 
the extent of damage) of such recurrent natural calarn~t~es. There are, of courw. variations in the 

I 
extent of damage from year to year; also, there is the problem that no complete tail y o f  such damage 

I 
can be found, and there are only piecemeal and periodic records o f  such accidental damage to assets. 
For example. the RBI's 411 lndia Debt and investrnhr Survey : 1971-72 (AIDIS) has given an 

I estimate of the loss caused to physical assets in rural areas as a result o f  such natural calamities a t  
I 

Rs.423 crores over July 1971 - June 1972. This includes a loss o f  Rs.130 crores wwth of \ivestock, 
I 

and damage worth Rs.181 crores to residential buildingsi (lncidenfally, since the estimates of capital -, 

formation by way of accretions to livestock are obtained from quinquennial Livestock Censuses, one 
I 

may assume that the accidental ioss of livestock would have been already covered in the estimate of 
I 

the annual increment to livestock. Likewise, it muld  be argued that the estimate of rural house . -.  
I 

property is based on periodic estimates of house property, i n  which event, accidental damage would 
in theory have got reflected in the estimate of capital fdrmation in rural housing). Estimates similar 

I 
t o  those given by the A/D/S are not available on an annual,basis. Also, the AlDlS estimates would 

I 



apply only t o  rural households. Damage t o  public property, t o  roads, dams, catials, bridges, railway 
track, power and telecommunication transmission lines, and public buildings would not be covered 
by these estimates. 

. V11.24. Apart from the AID/S,'there are other estimates, e.g.. by the Central Water Commission. o f  
the loss of property year after year through floods. Estimates in regard to accidental damage from 
fire, etc.. t o  commercial buildings and industrial equipment and other industrial property can be built 

.- up from insurance data. There are other sporadic sources, but they all point to regular annual losses 
which have been increasing over time but which have nonetheless remained a reasonablistable per- 
centage of the GNP. It is possible to build up annual estimates o f  damage from natural calamities 
from reports sent by State Governments to the CWC and the Planning Commission. Where estimates 
of such damage t o  or loss of assets are available even on a rough basis, an adjustment t o  the estimate 
of gross capital formation would appear to be called for, to allow for such loss of capital (which may 
be deemed to be predictable) for deriving estimates of net capital formation in the economy, since 
such accidental damage would reduce the physical assets of the community. 

V11.25. The difficulty of finding suitable empirical correlates t o  f i t  our concepts is, therefore. 
neither relevant nor an adequate teason for rejecting the approach suggested since it is possible t o  
either frame estimates or t o  find reasonable surrogates for the desired variable in this connection. 
However, the objection to deducting 'capital erosion' or capital destruction has, in lndia, arisen from 

. the belief that accidental loss of capital should not, or cannot be, a deduction on the annual flow of 
savings for capital formation since the accidental destruction of .capital is a loss fromthe existing 
stock of capital and not a deduction from the annual flow ofcapital. But the objection is not, in fact, 
based on a proper appreciation of the nature o f  'capital consumption' which is  quite different from 
'depreciation provision' allowed by business firms. As indicated earlier, 'obsolescence' in the economic 
sense is difficult to measure. Nor can it be said that even the life expectancy of an asset is an inviolate 
measure of 'wear and tear'; much depends on how the asset is maintained, and the same asset may 
give a useful life of, say, double the normally expected life if maintained and operated carefully. The 
concept of 'depreciation' must, therefore, remain an approximate one. For the economy as a whole. 
accidental loss of capital i s  more clearly a reduction in physical assets than the consumption of capital 
through wear and tear; and the sum of both would indicate the actual reduction in the capital assets 
of a community for future use. It is for this reason that the SNA provides for the 'average (normally 
expected) amount of accidental damage to fixed assets' as an element in the annual estimate of 
capital consumption. 

V11.26. It is, therefore, recommended that the available estimates of capital formation in lndia be 
adjusted for the 'average' accidental annual loss to physical assets. For this purpose, a-full enumer- 
ation of capital erosion,be it by way of flood or cyclone or fire, or by way of desertification of the 

, - land, either man-made or through repeated drought, or by way of chemical and other damage caused 
by environmental pollution by industries or by mining -should be anempted by the national income 

. estimator. I n  fact, the last point is frequently overlooked : when capital formation in, and increased 
output from, mining i s  reported in national accounts, the damage t o  resources through environmental 
pollution and ecological imbalance is not recorded anywhere, and this leads to heavy future costs of 
environmental restoration which are again treated as capital outlay in su'brequent periods. ~he 'cos t  of 

-such restoration should be a deduction on capital formation. 



Table VIi.l: Estimatal of St& of Fixed Capiei and Implicit Arerage Age of Assets - Industry-wise 197071 

(at 197071 pr im)  

IRupees, croresl 

lndunry Gma Net Grou Net Depreci- St& of Dspreei Average age 
value value domestic domertic ation fixed ation as of assets 
added added fixed fixed capital as p r m n  (yearn) 

capital formation' on March age of 
formation. 31. 1971 sockof 

fixed 
capital 

(Col. 6 + 

(Rupees) (Rupees) (Rupees) (Rupees) (Rupees1 (Rupees) Ccl. 71 

1 2 3 4 5 6 7 8 9 

i. Agriculture 
2. Forstry & logging 
3. Fishing 

.4. Mining & quarrying 
5. Manufacturing 

5.1 Reginered 
5.2 Unregistered 

6. Construction 
7. Electricity, gsr & water supply 
8. Transport, storage & 

mmmunication 
8.1 Railways 
8.2 Transport by other means 

and storage 
8.3 Communication 

9. Trade, hotels & rensuran6 
10. Banking & lnsurence 
11. Real estate, ownership of 

dwellings & business sewices 
1 2  Publicadministration 
13. Other service 

14. Total 

. Eatimtos of wpital formsfion by indunry of use and by type of erram are prepared iindependsntly snd, therefore,& not e l w l  tally. This difference 

1% odjumd for 101.1 capiflll formation at lndvrtv Isel. Allomion bf the same between fixed capital and increase in stocks is not fssrible. The mi- 
m a n  ore, thsrelors, not adjvlted for thiid!fference. I B EltimatB for the Mnshmerk year i18Wl a e  not mpomaly available and have Men mimated vdng limltod information. 

I 
Note: The BtlmsfFI of ~ o s k  of fixed ~sp lm l  have been prspared by CSO on the bmis of the mrrk of lndivldual -'arch w r k s n  lpecially for the uw of 

the Working Gmup. Thaa are not official climate. 



Tabis Vl1.2: Estimate3 of Stock of Fixed Capital and implicit Average Age of Assets - Industry.wire 1978.70 

i (at 197071 prices) 
(Rupees. cmml 

Industry Gross Net Gross Net Depreci. Stock of' Depreci. Average age 
value value domestic domestic ation fixed ation as of arms 
added added fixed fixed capital as percen- lyeanl 

capital capital on March tage of 
formmion' formation' 31. 1971 >t&kbf 

fixed 
capital 

iCol. 6" 

1. Agriculture 19.874 19.244 1,874 1,244 630 25.738 2.45 41 
2. Forenrv &logging 507 502 36 . 31 5 381 1.31 76 
3. Fishing 329 308 62 41 21 765 2.75 36 
4. Mining & quarrying 521 442 335 256 79 2,576 3.07 33 
5. Manufacturing 8.141 7,329 2.248 , 1,436 812 20,886 

5.1 Registered 5.345 4,649 1.686 990 696 15.260 4.56 . ~ 2 2  
5 2  Unregistered 2.796 2,680 562 446 116 5,626? 2.06 49 

6. C o W ~ c t i o n  2,541 2.412 167 38 129 1 , 3 2 5 ~  9.74 10 
7. Electricitv, gar & water supply 737 612 1.032 911 '125 10,621 1.18 85 
8. Tranrpon. storage & 

wmmunication 2.929 2.527 993 591 402 17,402 
8.1 Railways 805 731 270 196 74 9,350 0.79 127 

. 8.2 Transpon by other means 
and storage 1.733 1,436 585 288 297 6.512 4.56 ' 22 

8.3 Communication 391 360 138 107 , 31 1,540 2.01 50 
9. Trade, hotels & renauran~ 6,208 5.956 288 36 252 1 , 6 1 5 ~  15.80 ' . 6 

10. Banking & Insurance 1,316 1.290 54 28 26 567 4.59 22 - 11. Real mate. ownership of 
dwellings & busin? services 1,825 1.331 1,224 730 494 26,270 1.88 53 

12. Vublic Administration 2.753 2,753 649 649 13,962 + 

13. Omer Sewices 2.042 2.W7 198 163 35 2,791e 1:25 80 

14. Total 48,723 46,713 9.164 6,154 3,010 124.899 

Enlmats of sapits1 formation by indus~ry of use and by typ of aao ere p q d  indspndsntlv a M  therefore. do not s l w s  tally. Thh differensc 
is adiurtad fop total capits1 formrnion at industry lersl. ~ l l m ~ o n  of me rams b s t w n  firedcapital formation and i-rein nosh ihnot fesribts. 
The estimates sre therefore not adjvned for this differena. 

O Estimatm forth. banchmark year 118501 are not n m r a d v  miiableand ham bsen atlrnated using llmite4 informaion. , 

NOW: me sstimmn of rmck of fired capital haw been prepared by S O  on thsbaril of theLrork of individual m a r c h  vnrk~miposidlv fdr tho ursof 
the Waking Group.Thna are not ofticia1 enimaa. 



APPENDIX Vlll 

DIFFERENCES IN THE ESTIMATION OF SAVING AND INVESTMENT 
BY CSO AND RBI 

VIII. l  The Working Group was greatly concerned about the differences in the estimation of saving 
and investment put out by the two official agencies, the Central Statistical Organisation (CSO) and 
the Reserve Bank of India (RBI). Discussions with both the agencies revealed that a large measure of 
agreement had been reached between them to bring about uniformity in regard to the concepts 
adopted, the estimational procedures and the sources of data deployed in the preparation of their 
respective estimates of domestic saving. However, i t  is noticed that some o f  the differences still 
persist. 

Timing of estimates 

V111.2 One of the major sources of the differences, which is of a general nature, relates to the 
timing of the annual series brought out by the two agencies. The RBI makes tentative annual esti- 
mates within five months of the closing o f  a financial yiar i.e.. before the next August so as to take a 
view in i t s  Annual Report and completes i t s  regular provisional estimates before October for publi- 
cation in i t s  Report on Currency and Finance. The CSO comes out with i t s  quick estimates by the 
next January, taking cognizance of fresh data available upto mid-December. The Working Group 
concedes that because o f  the timing differences in the release of the estimates by the two agencies, 
some degree of difference as between their estimates for the latest two years or so cannot be ruled 
out. This difference is akin to the difference between the quick and revised estimates of either of the 
individual agencies. 

V111.3 However, differences have been identified with regard to certain specific areas and Working 
Group believes that with the necessary coordination be,peen the two institutions, these differences 
could be totally eliminated. After discussions with t?e two institutions, the Working Group has 
proposed specific action programmes with this end in view, which are indicated in the accompanying 

I statement (Statement VIII.1). Of the six areas so identified, the two, namely, household deposits with 
I non-banking companies and household investment in Government debt, require better coverage and 

quicker completion of the relevant surveys in the RBI. The Group was assured that the RBI was 
I seized of these matters. On household investment in shares and debentures of the private corporate 

sector, an expert committee appointed by the CSO (&th representatives from the RBI) is looking 
in to the ways of bringing out an agreed series of paid-?p capital and capital raised annually by the 

I non-Government companies. Likewise, on savings of the local authorities and non-departmental State 
Government Undertakings, another working group appdinted by the CSO has suggested the involve- 
ment of the State Statistical Bureaux (SSBs) for procedsing the data on a full enumeration basis. In. 

I 
respect of this item as well as the next, viz., the economic classification of the State budgets, the 
RBI's data requirements are also related t o  i t s  studies on f lowof  funds. Hence, the RBI may also have 
to undertake studies of Centrally-administered local authorities and bigger corporations and muni--. 
cipalties as well as the economic classification of thk State budgets. However, while using their 
respective results for the estimation of'saving and invesiment, the RBI and the CSO should exchange 
notes with each other every year so that the discrepandies are avoided. As for the data in respect 05 

I 



the smaller local bodies andpanchayatirai institutions, the CSO may supply the required information 
t o  the RBI as and when the SSBs make available such information. On the derivation of the Life . 
Fund of the LIC, the differences are indeed negligible and these differences and the differences on the 
final item, viz., the direct lendings of the Central and State Governments to the household sector, 
may be sorted out through discussions between the CSO and the RBI. 

V111.4 Considering the dimensions of the problem involved in estimating saving and investment, 
some division o f  labour between the two agencies would be both desirable and nehsary. For 

.-instance, on financial assets of the household sector and the accounts of the joi&.stock cohp?nies, 
the CSO could depend on the RBI for the processed data. On the other hand, the RBI should rely on 
the CSO for the estimates of household sector saving in the form of physical assets. This implies that 
there should be closer coordination between the two agencies and that the relevant data processed 
and compiled by  either of them should be shared with other. I f  the CSO could thus provide to the 
RBI some estimates, however tentative, of household saving in the form of physical assets for the 
latest year by the next September or so each year, the latter could avoid attempting independent 
estimates and i t s  provisional estimates would also have some basis. 

V111.5 Incidentally, the Planning Commission has been preparing estimates of saving for the 
different sectors of the economy mainly for purposes of projecting saving for Plan formulation. These 
estimates are prepared by a Working Group consisting of representatives of the CSO, the RBI, the 

- Ministry of Finance, and the Planning Commission. The Planning Commission was preparing sectoral 
estimates of saving independently till the Fourth Plan period since the White Paper did not provide 
such details. The CSO started the disaggregated tables in 1975 and since then, the Planning Com- 
mission has been adopting the saving estimates of the CSO. However, the Financial Resources 
Division in the Planning Commission makes detailed estimates of public sector saving annually for 

- purposes of assessment of resources for the Annual Plans. 

STATEMENT VI I I . l  

/. List of Items on which CSO and RBI Have to Sort Out Their Differences 
I - 

Item Nature of the Difference Working Group's Rewmmendation 

1. Household The RBI is drawing on the data 
Deposits from two sources, namely, i t s  joint- 
with Non- stock company studies for estimat- 

- Banking ing deposits accepted by non-finan- 
.d Companies cia1 companies and the annual sur- 

veys undertaken by i t s  own Depart- 
ment of Non-Banking Comapnies 
(DNBC) for deposits with financial 
companies. The CSO relies on the 
DNBC surveys for deposits with 

An analysis of the data for non- 
financial companies shows ihat in 
respect of public deposits, the 
aggregated balance sheet data for 
sample companies alone gives a 
better coverage than the DNBC sur. 
vey. Therefore, the RBI has to en- 
sure that i t s  survey of public depo- 
sits accepted by the non-financial 
companies is sufficiently cornpre- 



Item Nature of the Difference Working Group's Recommendation 

both financial and non-financial hensive for analytical {as well as 
companies. policy1 purposes. Until such acom- 

prehensive survey is undertaken,. 
the RBI should make available to 
the CSO the relevant estimates of 
public deposits accepted (a) b y -  
noo-Government financial as well as 
non-financial companies; and (bl by 
Government non-financial corn- 
panies. 

2. Household 
Investment 
in Government 
Securities 

The estimates of household invest- 
ment in Government securities dif- 
fered very widely as between the 
RBI and the CSO. The RBI's esti- 
mate is based on ;he provisional 
results of its Survey of Ownership 
of Government ' Debt for '1974, 
1977 and 1978. while the CSO is  
following the 'residual' approach. 
i.e., deducting from the totaldebt. 
th institutional holdings, 2nd 
working out the annual variations. 
It has been pointed out that because 
of the differenies in valuation, 
accounting perioh, etc., the 'resi- 

I dual' method cannot give a correct 
picture. The CSO had got negative 
figures of Rs.142 crores for 1976- I 77 and over Rs.300 crores for 
1977-78, whereas {he RBI estimates 
had placed the net! dirinvestmenT of 
~overnment securilies by the house- 

I hold sector for those two years at 
I Rs.8 crores and Bs.1 crore, respec- 

'tively.. The availab\e survey results 
indicated that suci large. disinvest- 
rnents are not poubble as the hold. 
ings of households themselves had 
not been so large hi I toricall;/. 

I 

It i s  more appropriate to reiy on 
the survey results. The CSO has not 
disputed this. It wants to be assured 
of the regular availability of the 
survey resuits. The RBI has said 
that it is endeavouring to expedite 
the relevant survey. The RBI may . 
make ava~lable the results of i t s  
survey to the CSO, by November 
every year, t o  facilitate the latter's 

- 

auick estimates. 



3. Household 
. Investment 

in Shares 
and Deben- 

- tures of 
Joint Stock 
Companies 

Nature of the Difference 

Substantial differences are noticed 
in regard to the figures of capital 
raised by non-Government non- 
financial companies. It is learnt that 
the CSO is obtaining the data from 
the Department of Company Affairs 
(DCA) and the Controller of Capi- 
tal Issues (CCI). The RBI relies on 
the quarterly retums from the CCI 
for the latest years. The CSO has 
also agreed that a satisfactow series 
on capital raised is not available 
with any of the Govt. agencies. The 
CSO has appointed sometime ago 
an expert committee to look into 
the issues regarding the preparation 
of an acceptable series of paid-up 
capital and capital raised annually. 

Savings of The CSO is estimating the saving of 
the Local the local authorities by analysing 
Authorities the annual accounts of the port 
and Non- trusts, the corporations and the 
Departmental bigger municipalities. Earlier, the 
State Govt. CSO was relying.on the RBI studies 
Undertakings on the Finances o f  Local Authorities 

which however are not available 
beyond 1968-69. Using this base 
level information, the RBI con- 
tinues to carry the estimates for. 
ward based on past trends. In 
regard to the finances of non- 
departmental State Government 
undertakings, while the CSO carries 
out independent analysis based on 
available audited accounts, the RBI 
relies on its own sample studies of 
the finances of Government com- 
panies. 

Working Group's Recommendation 

An expert committea.appointed by 
the CSO is exploring tile possibility 
of constructing an annuai.series of 
paid-up capital and capital raked 
annually, with requisite coverage. It 
should be possible to achieve uni- 
formity in the estimation of this 
item in the light of the committee's 
recommendations. For estimating 
the household share in the iotal 
paid-up capital of joint-stock com- 
panies. the RBI's survey of owner- 
ship of corporate securities requires 
to be expedited. 

In regard to this item also, with the 
acceptance of the recommendations 
of the CSO's Working Group on 
Statistics o f  Local Bodies and Non- 
Departmental Undertakings o f  the 
State Governments, it should be 
possible t o  achieve uniformity in 
estimation by the two agencies. 
From the view point of i t s  own 
need for flow o f  funds studies, the 
RBI may continue i t s  studies of 
port trusts and bigger size munici- 
pal corporations, as also of non- 
departmental State Government 
undertakings, but obtain the requi- 
site data in respect of the smaller 
municipalities and panchayati raj 
institutions from the CSO. 



5. Saving of 
State 
Governments 

6. Life Fund of 
the Life 
Insurance 
Corporation 
o f  lndia (LIC) 
which is 
assumed to be 
the saving of 
the policy 
holders 

7. Borrowings 
o f  Households 
from the 
Central and 
State Govern- 
ments. 

Nature of the Difference Working Group's Recommendation 

The CSO is undettaking a full-scale 
economic classification of the State 
hudgets, whereas in the RBI esti- 
mates, the saving of the State 
Government Administration i s  
derived as the excesi of Revenue 
Receipts over the estimated con- 
sumption expenditure. the latter 
being conceived as a proportion of 
the expenditure under Current 
Account. 

The estimate of RBI is based on the 
balance sheet data of LIC. whereas 
the CSO derives the same on the 
basis of incomes and expenditure 
account and the particulars avail- 
able in bi-ennial valuation accounts 
of LIC with adjustments for net 
capital gains. The RBI argues that 
such adjustment for capital gains in 
respect of only one sector without 
such adjustments being made in  the 
domestic product accounts o f  other 
sectors would be improier. 

The CSO i s  including a larger num- 
ber of budgetary itemi than the 

I 
RBI in estimating the total Govern- 
ment lendings to the household 
sector. I 

I n  the context of the annual flow 
of funds account. the RBI may alsp 
undertake an ewnomic analysis of 
the State budgets, but at the same 
ensure uniformity with the analysis 
made by-the CSO. 

This involves a very minor discre- 
pancy which may be sorted out 
between the two agencies. 

The Working Group understands 
that the CSO has submitted a l i s t  of 
items which is being exmined in 
the RBI. The difference may be 
sorted out after the RBI provides' 
i t s  reactions. 



APPENDIX IX 

PROPOSED IMPROVEMENTS IN ESTIMATION 

IX.l Many of the substantive suggestions for improving the data base and the method of estimation 
. of saving and investment have been highlighted in Chapter 8 of the main report. The need t o  disaggre- 

gate the estimates for the household sector, adoption of a more rational and uniform system of esti- 
mating capital consumption for different groups of economic activities, changes in the method of 
estimating inventory accumulation in the unorganized segment, the imperatives of initiating in-depth 
studies on the nature and size of unreported GNP, and the scope for improving the 'population' esti- 
mates based on sample studies of the private corporate sector, have al l  been indicated in the course of 
our analysis in various chapters and appendices and focussed in Chapter 8 as a set of important 
suggestions for action. But there are a iarge number of other suggestions, also arising from our review 
and analysis in the main report and appendices, all o f  which add up t o  a significant package for 
improvement. The purpose of this appendix is  to enumerate this package of recommendations for 
improving the data sources and the methodology of measurement with respect to individual sectors. 
As the rationale for many of these recommendations has already been provided in the course of'our 
analysis, the same are not being repeated here. 

1. Public Sector 

' IX.2 The recommendations under this section relate to: (i) classification of expenditure items of 
the Central ~ove\rnment into 'current' and 'capital'; (ii) similar classificatory questions relating to 

\ .  
certain expenditure Items of the Railways; (iii) the question of treating replacement expenditure as 
depreciation in departmental enterprises; (iv) need to study the nature and size of 'suspense' account 
that may affect the estimate of Government savings; (v) inter-government adjustment in respect of 
interest and other current transfers; (vi) discrepancies as between the 'Accounts' given in the budget 
documents and those in  the Combined Finance and Revenue Accounts; (vii) treatment of the profits 
of RBI; and (viii) finances of local authorities and nondepartmental undertakings of the State 
Governments. 

IX.3 As highlighted in Appendix Ill, in respect of the Central Government administrative depart- 
ments, economic accounts are compiled on an annual basis both by the CSO and the Ministry of 
Finance. Detailed comparison of the estimates of consumption expenditure, transfer payments, eic.,, 
as prepared by the two organisations reveals some differences in concepts and presentation. Similar 
differences are noticed with regard to the classification of the expenditures by the Railways on 
'improvements of assets replaced' incurred out of depreciation reserve fund and on 'education' and 
!medical'. It is desirable that the Ministry of Finance and the CSO study the details of each other's 
mode of classification and arrive at identical estimates of current expenditure based on linown 
conventions and guidelines in that respect. Also, as indicated in Chapter 8 as well as in Appendix VII, 
the entire question of an appropriate estimate of depreciation in relation t o  the capital stock of the 
Railways and other departmental enterprises needs to be considered carefully. It is  clear that depre- 
ciation should not ,be taken as equivalent to the actual expenditure on replacement, as is done now 
with respect to some departmental enterprises. 

\ 



IX.4 The Working Group has made a srudy of the 'suspense account' in the Public Account of the 
Central and Stale Governments and found mat a substantial part of it would have already been 
classified under proper heads. Hence, the unclassified amount within 'suspense account' affecting 
estimates of saving would be negligible. However, even this possibility deserves to be eliminated and 
hence this i s  an area which needs looking into by the CSO in collaboration with the appropriate 
authorities. So is the case with the present practice in  CSO of circumventing the differences in inter 
governmental receipt and payment of interest and other current transfers by treating them as 'inter- 
government account adjustment' an the expenditure.side o f  consolidated income and outlay account 
of administrative departments. Incidentally, it is advisable to present the figures of interest 
by Central Government on a gross basis rather than net of interest received from nomdepartmenial 
undertakings. as is done at present. 

IX.5 It is suggested that the CSO should attempt a study of-the differences as seen to exist between 
the 'Account' figures given against various 'items of receipts and e~penditure in the 'F inancial State- 
ment' of the budget documents and those later published in the Combined Finance and Revenue 
Account (CFRA) by the Comptroller and~Auditor General of India. 

IX.6 In regard to the treatment of the profits of the Reserve Bank of l ~ l i a  (RBI). the majority 
members of the Working Group consider that the existing practice adopted bv the CSO of apportion- 
ing the profits between the Issue and the Banking Departments of the RBI and treating the former as ., 

a part of the Central Government (administrative) department is arbitrary as well as contrary to t h e  
guideline prescribed in the UN System of National Accounts (SNL]. Hence a majority of the . 
members felt that for national accounts purposes the entire RBI be treated as pan of non-depart- . 

mental financial undertakings." Of course. profits transferred to the Governmentwould. in this case, 
be shown as Central Governmentinwme. The Working group as a whole, however, felt that according - 
to i ts  terms of reference, it was not-required t o  recommend on ihe industrial and institutional classi- 
ficatory criteria adopted in the Indian National Accounts. I t ,  however, felt that the Advisory 
Committee on Compliation and Analysis of: National Accounts should carefully examine this view 
end take necessary action. I 

I 
A member of the Working Group. Dr. A.K. Ghosh, does not subscribe to this proposition. 

I 



State Governments should include development of statistics on local bodies as well as on their non- 
departmental undertakings as their Plan schemes. The present Working Group believes that i s  of 
great importance to speedily implement these recommendations and hence strongly urges CSO to 
persuade the State Governments to do so on a priority basis. 

- IX.8 Finally, it is urged that the CSO should publish in the National Accounts Statistics (a) the 
accounts of different levels of government separately, in addition to the set of consolidated accounts, 
and (b) separate data on savings of nondepartmental financial undertakings and non-financial under- 

- takings. The latter distinction is necessary with a view to highlighting the extent of surpluses getting 
generated in the economy through financial intermediation. In this context, it would also be useful 
to present the savings of RBI separately under the figures for nondepartmental financial under- 
takings. 

2. Private corporate sector 

IX.9. In the case of the private corporate sector, suggestions for improvement relate to the follow- 
ing: (i) adoption of proper sampling technique for the study of company finances; (ii) undertaking of 
separate estimates for companies under construction; (iii) undertaking of census studies on all seg- 
ments of private corporate sector on a quinquennial frequency; (iv) substitution of paid-up capital by 
other characteristicssuch as gross fixed assets or sales or gross output for blowing-up purposes depend- 
ing upon thevariable being estimated; (v) resumption of the studies on the finances of foreign-control- 
led rupee companies and branches of foreign companies; and (vi) finally. speeding up of the regular 

1 . 
studies on company finances. 

I .  IX.lO. The RBI's studies themselves haveshown that even in respect of the medium and large public 
limited companies, the exclusion of non-operating companies and companies under construction from 

I their sample, is likely to introduce biases in the 'population' estimates a t  the aggregative level. I t  is 
! suggested that the RBI should, on the basis of periodical studies, introduce correction factors so as to 

take cognizance of the operations of the nonbperating companies. I t  is interesting that the 'popula- 
tion' estimates prepared by the RBI for 1971-72 on the basis of the sample studies of operating com- 
panies were found to be higher than the magnitude thrown up by the. 'Census' studv for the same 

I 

year.* I t  is also imperative that the annual series, particularly of capital formation in the private 
corporate sector, as estimated a t  present, are supplemented by separate studies on a regular basis on 
companies under construction. The Working Group is aware that the RBI has already undertaken 

\ corporate finance studies of a 'Census' type, as also on the finances of companies under 
construction. The Group strongly urges that these studies be placed on a regular and permanent foot- 

) ing so that the estimates for the' private corporate sector could be further refined. 

.IX.11. It is also necessary that in respect of ti) small public limited companies, and (ii) all sizes of 
private limited companies where thesample coverage is limited, more representative samples are drawn 
so that the 'population' estimates have some scientific basis. Attempts also should be made in the RBI, 

, . the CSO and the Department of Company Affairs to replace paid-up capital as the blowing-up factor 

. A part of the explanation could be found jn the non-reprerentative character of the sampler for smallsize public 
limited companies. 



wherever necessary by more appropriate estimators which could be different for different characteris- 
tics depending upon the statlst~cal relationships obtained. For the present, even the global paid-up 
series appears t o  be unsatisfactory and an expert group appointed by the CSO has been looking into 
the problem since 1979. I t  is hoped that the labours of the expelfgroup would provide a dependable 
time-series of paid-up capital for the private corporate sector. 

IX.12. Finally, delays in the finalisationof full samplestudies result in estimation for.the latest years 
on a weakstatistical base. In respect of some segments, the time-lag extends upto four years. It is near 
ly adecadesince the studies on foreign-controlled rupee companies and branches of foreign companies 
had been undertaken. The Group reiterates what it has emphasized in Chapter 8, that for refining the 
estimates of domestic saving, foreign inflow and domestic investment, it is of utmost importance to 
minimise the time-lag in the finalisation of the above studies. 

3. Household sector physical assets formation: 

X1.13. The estimates of physical assets fomation in the household sector are subject to limitations 
of varying magnitudes arising essentially from the fragmentary nature of primary data. As explained 
earlier, these estimates are prepared separately for new construction, for addition to machinery and 
equipment and for change in inventories. Considering the heterogeneous character of various types of 
construction taking place in the economy (e.g., housing, roads, irrigation and other works), estimates 
of construction derived through the aggregative 'commodity flow' method may probably be subject 
to large and unknown margins of error. It is, however, not possible to give up the 'commodity-flow' 
method because of insuperable data problems. Besides, the 'commodity flow' method provides a good . 

idea of the broad dimensions of capital formation in construction of the pucca category which can 
serve as the contrblling total. Nevertheless, it i s  necessary to have an independent estimate of capital 
formation in pucca construction by the 'expenditure method' also, at least for purposes of cross 
checking. At present, the 'expenditure method' is used to derive the sectoral distribution of construc- 
tion in the economy and also for estimating the value of construction in the household sector for 
certain majorcategories, namely, rural and urban residential housing, rural non-residential construction 
and other construction works. I t  is in the case of urban non-residential housing buccal that difficult- 
ies are encountered and estimates for the same are derived as a residual from the controlling total. 

IX.14. It does not stand to reason why direct estimates of investment in construction in non-resi- I ' dential housing in the urban areas cannot be made when most of the towns having a sizeable popula. 
I tion are covered by municipal administration a d the municipal by-laws generally require prior sanc. 'I tion of plans for construction and notices of complet~on when a construction is completed. The data 

problemsencountered in this areaare due almost ent~rely to the laxity of the municipal administration I . .  in enforcing the basic laws relating t o  construction. It IS, therefore, suggested that State government3 
should be urged to give some attention t o  this hatter and persuade the municipalities to enforce the, 

I building regulations and arrange for regular flow of information regarding construction in municipal 
areas. Where the existing municipal laws are dkficient, suitable changes should be made in the law 
soon. I f  the data on the physical dimensions of new construction, that is. floor space, are available,it- I should be possible to estimate the investment figures on the basis of norms which can be evolved by 

I agencies like the National Buildings Organisation (NBO). The norms can provide for appropriate vari- I 
ations in the cost of construction in different parts of the country. 



IX.15. Another source of data on investment in construction from the expenditure side are the sur- 

r 
veys conducted by the National Sample Survey Organisotion (NSSO). The Working Group understands 
that a pilot enquiry on construction activity covering both building and other constructions under- 
taken by households and private un-incorporated enterprises is being conducted by the NSSO in i t s  
35th round (1980-81). This survey should befollowed up by a comprehensiveenquiry on construction 

'activity on the lines suggested by the ad hoe Working Group on Housing and Construction Statistics 
constituted by theCSOand the Advisory Group on Housing Statistics set up by the Ministry of Works 
. and Housing in 1975. I f  the capital formation estimates for housing and construction in the economy 

are to beobtained independently of the 'commodity flow' approach, a full-fledged survey of construe. 
tion activity covering both building andnon-building construction undertaken by household and 
private un-incorporated enterprises in rural and urban areas should be undertaken by NSSO. An 
important element of the residual part of construction is the construction undertaken by non-profit 
organisatior~s like public trusts. Information regarding investment made by these trusts is not 
compiled regularly and there i s  need for a comprehensive survey in this connection also. 

IX.16. Since the 'commodity flow' approach cannot be dispensed with and will continue to play a 
key role in the estimates of savingJinvestment in pucca construction, attempts should be made t o  
improve the 'commodity flow' estimate itself. First, the margin of error can be reduced i f  the esti- 
mates are made as far as possible on a disaggregated basis. For this purpose, the possibility of segre- 
gating the quantity of major inputs forpucca construction for a t  least some o f  the main categories of 
construction may be explored. I t  should be possible to obtain some idea of the input structure for 
building construction from the NBO, the Central Public Works Department and the Central Buildings 
Research Institute, and work out, on that basis, the quantity of basic building materials used in the 
construction of buildings. Secondly, while preparing the estimates of total new construction, the 
ratios of various factor and non-factor inputs are kept constant over time. I t  i s  essential to work out 
fresh ratios as frequently as possible so that the changes in the composition of construction are taken 
care of over a period of time. Special efforts in the form of regular or ad-hoe surveys are necessary in 
order to evaluate such ratios over time. This 1s also true of the ratio ofpuma or kutcha construction. 
The Group felt strongly on the neglect of appropriate field surveys; it recommends that immediate 
attention be paid to this so that the myriad ratios used in the estimation of household construction 
get updated from time to time. 

r 

IX.17. As it is, there i s  room for improving the estimates of kutcha construction in the light of 
information regarding the relative proportion of cash and non-cash components of investment in 
construction brought out by the AIDIS of 1971-72. The proportion of non-cash expenditure to total 
expenditure on construction of residential buildings (excluding expenditure on purchase of residential 
plots) by rural households based on the data available in the monograph on Capital Expenditureand 
Capital Formation of Rural Households: AlDlS - 1971-72 (RBI, 1978) should be worked out. As 
non-cash expenditure forms a substantial proportion of the total expenditure on kutcha construction, 
the changes in these proportions .over time can be usefully utilised to work out the changes in the 
proportion of kurcha construction in residential buildings and construction in non-farm business. 

IX.18. Some of the important segments of the estimates of investment in housing are based on 
. bench-marks derived from the surveys of 1971-72 or earlier years. Data on household investment in 

housing and construction and the value of capital stock of housing available from the decennial 'debt 



and investment' surveys may be utilised to check the reliability of the indicators used and for moving 
the bench-mark estimates to later years. 

IX.19. The major problem in the estimation of capital formation in machinery and equipment for 
the houehold sector arises from the non-availability of regular direct information either of pro- 
duction from unregistered manufacturing units or of use in the household sector. The result isF 
reliance on out-of-date survey data. 

IX.20. Given the circumstances under which the production of machinery and equipment in un- 
registered factory manufacturing units takes place as well as the highly dispersed and varied nature of 
the use of these items in households. there is no simple way of arriving at reliable quantities without . 
surveys conducted periodically to ascertain both the levels of production, in one case, and the levels 
of use. in the other. It wwld  seem to'us that without such periodic surveys'there are really no short- 
cut methods by which estimates could be obtained on which one would have a reasonable degree of 
confidence. 

IX.21. As regards inventow accumulation in the household sector, the Working Gmup has made 
specific suggestions to replace the existing methodsof estimation in Appendix 11. Broadly, in respect 
of stocks with unregistered manufacturing and trade (registered and unregistered) dealing in 
commodities other than foodgrains, it has been proposed that sample studies on the monthly stock 
statementslstofk registers maintained with commercial bank branches may be used as a primary 
source to begin with. Subsequently, these may be supported by bench-mark surveys on stocks with 
the various constituents of the unorganized segment and also bench-mark surveys on the monthly 
stock statement themselves. In  the case of foodgrain stocks with trade, specially designed field 
surveys alone'could determine the nature of the relationship between private trading stocks and . 
market arrivals. For private agriculture, an estimate of the ratio of inventories to gross value added be 
used for this purpose and the ratio updated with the help of the periodic surveys of the AIDIS type. 

4. Capital formation by industry of use 
I 

1x22. As regards the estimates of capital formation by industry of use - particularly in the un- 
organised sectors -the Working Group exahined the method of estimation in two of the economic 

I 
activities, viz., unorganised manufacturing and household sector trading activities. The methods of 
estimation followed by CSO in both the cases are very unsatisfactory. I 

I 
IX.23. In order to eliminate these limitations, it i s  necessary to have periodic surveys, at least once 

I 
in five years, to collect information on capital formation and output in detail relating to unregistered 

I manufacturing sector. It was felt that even during the interim period, corrections may be needed in 
the  investment-income ratios and these can be done with the help of data thrown up by surreys 

I carried out by various organisations. In this connection, the results that would become available from 
the follow-up surveys of the Economic ~ensui  were mentioned as a major source of additional infor- 
mation that will become available in the near dture. 

IX.24. In the case of machinery prices, it as felt that the items of machinery included in the 
-calcuCation of index of prices are not representative of the tools and machinery generally used in a 

I 



large component of the unregistered sector. It was, therefore, suggested that in this cam, efforts may 
be made to collect prices relating to the more commonly used machines and implements in household 

I manufacturing. Some of these are identified as lathes, handtools, handlooms and simple machine 
tools. 

iX.25. In the case of trade sector, #ractically no data exist which give an indication of the current 
levels of capital formation. In order to improve the estimates, detailed data based on sample surveys 
are necessary a t  least at an interval of five years covering the whole sector, both household and noc- 
household. In the interim period, a small study could be taken for the registered trade sector. It was 
also noted that the results of the followup surveys of the Economic Census would be extremely use- 
ful when available. The limitations of the price index can be solved just as in the case of unregistered 
manufacturing. 

5. Financial asseta 

1x26. Suggestions in this area of estimation essentially relate to (a) the need for quicker flow of 
current data, and (b) the revival of periodic statistical surveys which were once being regularly under- 
taken. Falling in the first category are: (i) ownership pattern of commercial bank deposits (which is 
now available upto March 1978); and (ii) deposits accepted by the non-banking financial and non- 
financial companies (the latest of which pertains to March 1979). Even in respect of these surveys, it 
i s  noticed that there are certain imperfections which deserve to be looked into so as to make 
meaningful use of them. In the results obtained on the ownership panern of bank deposits, a signi- 

. ficant proportion of deposits (over 40 per cent in March 1976 and 32 per cent in March 1978) i s  
classified under 'Others' category. A disaggregation of this item should be more meaningful, pani- 
wlarly in the context of the need to obtain estimates for different constituents of the household 

t sector. Likewise, in the case of deposits accepted by non-banking companies, it is found that the 
coverage is inadequate. The surveys which were being undertaken in the past and which need to be 
revived pertain to: (i) ownership of shares and debentures of the private corporate senor; and 
(ii) ownership of Government debt. The Working Group wishes to emphasize the need to improve the 
quality of these statistical surveys and to ensure their quicker and more regular flow. 

IX.27. As regards the  loans and advances taken by employees of nongovernment educational 
institutions, it was suggested that the ratio of deposits to  loans and advances to employees applica'ble 
for the government institutions may be applied to the provident funds of the educational institutions 
of the private sector. It is further noticed that in case of some private institutions, the provident 
funds of the employees are deposited with the Post Offices in the form of small savings. It is essential 
that care is taken to avoid any duplication in this regard. 

IX.28. It was felt that in the estimation of household saving in the form of shares, care should be 
taken to ensure that the estimates in regard to bonus shares are not duplicated at any stage. 

IX.29. Regarding the security deposits of the household with various important trusts, housing 
boards and electricity boards, it was felt that they have to be treated as household saving in the t o m  
of deposits and they should be accounted for in the estimation as far as possible. 



6. Treatment of 'errors and omission$' as 'statistical discrepancy' 

IX.30. The Working Group felt it necessary to dilate a great deal on the nature of the 'errors and 
omissions' now emerging in the process of reconciling the CSO's estimates of domestic saving, foreign 
inflow and capital formation arrived a t  with the help of divergent methods and disparate sources of 
data (See Chapter 2). The Working Group oons~ders that the present method of treating 'errors and 
omissions' as though they take care of all of the estimational errors and as though they are related to 
al l  sectors is somewhat erroneous. Besides, the present method has created a serious analytical 
problem in the sense that no consistent sectoral shares in gross or net capital formation could be 
worked out. This is so because while the adjustment for 'errors and omissions' is  made a t  the aggre- 
gative level. no such adjustment i s  made at the sectoral level. An alternative which the Working Group 
recommends is that the 'errors and omlssions' be treated as 'statistical discrepancy' and that no 
adjustment whatever be made to any of the independent estimates. 



ATTACHMENT 1 

NOTE OF DISSENT ON 
'TREATMENT OF THE RESERVE BANK OF INDIA IN 

THE INDIAN SYSTEM OF NATIONAL ACCOUNTS' 
by 

Dr. A. K. Ghosh 

Al . l  The treatment of the Reserve Bank of lndia in the lndian System of National Accounts has 
been discussed by the Committee, and the consensus of view which seems to have emerged centres 
around the idea that the entire RBI should be treated as pan of 'nondepartmental' financial under- 
takings. 

A1.2 I sympathise with these views, but I regret I cannot share them. I indicate below briefly why 
the logical approach would be to reclassify the operations of the Reserve Bank of lndia together with 
Government Administration. 

A1.3 As of today, the lndian System of National Accounts dividesthe Reserve Bank of lndia and 
its acwunts into those pertaining to the lssue Department and those pertaining to the Banking 

. Department; The activities of the IssueDepartment are classified with Government (Administration), 
while those of the Banking Department are merged with the accounts of banks, insurance companies 

. and other financial institutions. In other words, the existing system of lndian National Accounts does - not adopt the UN System of National Accounts ISNA). 

- A1.4 The separation of the lssue Department from the Banking Department of the Reserve Bank 
of lndia, in a sense, follows the Bank of England Act, which draws adistinction between these two 
departments. This distinction is not drawn by the central banks of other countries. To that extent. it 
has been argued, with justification, that the distinction drawn in lndiabetween the two departments 
i s  somewhat grtificial. 

A1.5 The justification given in the SNA for .imputing a service charge for banks (and other 
commercially oriented financial institutions) is that "A key service performed by banks and similar 
institutions is to channel the savings of other ewnomic agents into loans to industries". Because of 
t h i s  'S~ice', financial institutions are deemed as a separate productivesector; but since their earnings 
are of the nature of interest - already counted as pan of net output of other productive sectors - an 
'imputed service charge' for banking (and similar) services is "equated to the excess of property 
income received by the banks and similar intermediaries on loans and other investments made from 
the deposits they hold, over the interest they pay out on there deposits. The propeny income they 
received as a result of investing their own funds should not be taken into account in calculating the 
imputed service charge": 

. . United Nations: A System of National A m u n k  (Studies in Mnthod Series F, No.2. Rev.31, UN Publication Sales 
No. E 69 XVlll3, New York, 1868,~. 78. 
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A1.6 The intermediation activity of commercial banks is clearly different from the activity of the 
central bank of a country which was recognised by the SNA as a 'monetary authority'. 

A1.7 Consider, in this context, the SNA scope of government administration in the national 
accounts. General government, in the SNA, covers: 

"All agencies of the public authorities not classified elsewhere . . . . . . . (iii) social security 
arrangements for large sections of th'e community imposed, controlled or financed by the 
government; (iv) government enterprises (unincorporated public units) which mainly' 

, produce goods and services for government itself or which primarily sell goods and services 
tc  the public, but do not operate on a large scale; and (v) public saving and lending bodies 
which are financially integrated with a government or which lack the authority to acquire 
financial assets or incur liabilities, respectively, in the capital market"? 

A1.8 Clearly, there are some very serious compromises here. However, the SNA classifies unincor- 
porated government enterprises with Government Administration. The present proposal is to classify 
the RBI as part of 'nondepartmantal financial undertakings' - in essence as part of the 'financial 
intermediaries' sector. One can easily see the anomaly in treating the central bank as a part of the 
financial institutions sector - when the central bank is actually engaged in 'the promotion of econ- 
omic growth and we:fare', in accordance with certain norms through monetary and credit policies - 
even as the operations of social security funds which are possibly playing a part in financial inter- 
mediation in much the same manner as insurance companies. are treated as a part of General 
Government by the SNA. 

Al.9 It is in the above context that one has to consider the trbtment of the Reserve Bank of 
lndia in the Indian system of national accounts. As already indicated, in lndia a distinction is drawn 
between the Issue Department and the Banking Department of the Reserve Bank of lndia, the latter 
being treated as pan of the 'banking' sector. ~dminedly. the distinction between the two Depart- 
ments is artificial. particularly when in the modern world, 'money' consists less of currency and more 
of credit. No economist is today concerned with the behaviour of MI; all are concerned with M3. It is I the control over total money supply that concerns the Reserve Bank of lndia; and the so-called 

I 'profits' of the Reserve Bank arising through not only the issue of currency against Government 
securities but also through the operation of resdraints over credit - through central bank lending at  

i penal rates to commercial banks -are not profits in the normal sense of the term. 

I 
A1.10 Indeed, the penal rates of interest charged by the central bank - or even the normal Bank 
Rate announced from time to time - are not mbtivated by the commwcial motive of financial inter- 
mediation but with the objective o f  making the bstem function smoothly, in the interest of orderly 
economic growth. All activities of the Rese~e Bank of lndia, as of any other central bank. are a part 
of over-all monetary policy of the authorities. In fact, there are many instances where the central I .  . bank deliberately makes a loss in its transactions in fore~gn currencies, when it undertakes to protect 
the rate of exchange through massive foreign exhange deals. Any profits made by the Reserve Bank 
of lndia, through "forward' cover of exchange transactions, cannot be regarded as a commercial deal. . 

I just as foreign exchange loans by the IMF cannot be deemed to be motivated by commercial profit- . 
taking considerations. 1 

U.N. : A  SystemofNatione/Amunk, op. cit. p.79. 
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A l . l l  The distinction between the Issue and the Banking Departments of the RBI i s  therefore 
adminedly artificial, inasmuch as both Departments are merely inst~ments for overall monetary 
policy management. By the same token, the Reserve Bank of lndia in its entirety should be deemed to 
be part of Government Administration. 

A1.12 If the above logical construct is accepted, the treatment of the Reserve Bank of lndia in the 
system of India's national accounts would undergo a fundamental change, Only the wages and salaries 

. paid by the RBI would then be deemed to be part of the national incope - in the same manner as 
the wages and salaries earned by Government administrative personnel. The surplus of the RBI would 
no longer be deemed to be a 'profit' but saving of Government administration. The national product 
would go down, and so would profits of commercial undertakings of Government. 

I A1.13 The proposal that "the surplus of RBI profit transferred to the Central Government would 
have to be treated as revenue receipt for the Government and the RBI saving as the equivalent to the 
annual transfers to the funds" merely obfuscates the issue. I maintain that the RBI surplus is essen- 
tially -or very largely - a myth; it i s  not a surplus arising out of a commercial activity. It is, for most 
part, of the same nature as the socalled surplus of Government arising from the creation of new 
money. 

A1.14 One of the arguments put forward in defence of the proposal of the majority is that part of 
the RBI's profits is given as grants to the Agricultural Refinance and Development Corporation 
(ARDC) and other organisations, and merging the RBI profits into the surplus of Government 

. Administration would require reclassification of these activities. The point is not clear. The activities 
of agencies financed by the RBI remain undisturbed. As to whether they are financed out of the so- 
called profits of the RBI or by a transfer of funds from Government - from the accounting angle - 

J/ makes no difference to either their operations or the accounting thereof. There would, of course, 
arise some difference in the RBI accounts; RBI current expenditures, other than wages and salaries, 
would become final consumption of Government rather than intermediate expenditures of an under- 
taking. 

A1.15 It i s  important to recognise that few of the functions of the RBI are really functions of a 

1 commercial nature; they are mostly administrative or policy functions. The Reserve Bank does, it is 
true, perform a limited amount of financial intermediation in the strict sense of the term, as for 
instance, by way of rediscounting of Bills. But the overwhelming part o f  RBI functions is related to 
the task o f  monetary management, in accordance with certain given policy guidelines. There is l i t t l e  
that can be deemed to be of a commercial nature in the discharge of these functions. The Reserve 
Bank of lndia is not primarily engaged in 'financial intermediation' activity of the type that concerns 
a commercial bank - be they a part of the public sector as the nationalised banks in lndia are, or a 
part of the private sector - but in overall monetary management, which is  the joint endeavour of the 
Ministry of Finance of the Government of lndia and the Reserve Bank of lndia. 

A1.16 To conclude, I would disagree with my colleagues on the treatment of the Reserve Bank of 
lndia in the system of national accounts, and object to the treatment of the surplus of the RBI as an 

b 
element of 'profit' (from a commercial activity), which is what it would be treated as in the systtm of 
national accounts under the proposed system. 



ATTACHMENT 2 , . 

NOTE OF DISSENT ON 
'TRENDS IN CAPITAL FORMATION AND SAVINGS* 

by 
Dr. S.P. Gupta and Dr. Mahfooz Ahmed 

A2.1 The thrust of the  Working Group's description of the trends and interpretation in Chapters 5 . 
and 7 i s  that the rate of fixed capital formation increased until the middle of 1960's and thereafter 
the increase in the rate of gross capital formation is smaller and in real terms the rate a t  the end of 
1970's is not higher than that in the mid sixties. We do not agree with this assessment of the Group. 

A2.2 The Working Group's assessment of the trends is  evident from the following statements: 

"The picture that emerges - namely of a smaller Increase in the rate of gross capital 
formation in the economy after the middle of the 1060's than before.. . . . . . . . . . . is not 
altered when we allow for investment in inventories and take into account only the rates of 
gross fixed capital formation"; and 

"when the changes in the relative prices of fixed capital goods and of al l  other commodities 
and services are allowed for, the rate of gross fixed capital formation as a proportion of GDP 
was only about as h~gh towards the end of tHe 1970's as it was in the middle 
of the 1960's.. . . . . . . . . . 8 ,  

(Chapter 5, paragraphs 5.0 and 5.1 1). 
These statements of the Working Group cannot be supported by information given in Tables 5.1, 5.5 
and 5.7, where the rate of growth in the capital formation is presented a t  current and constant prices. 

A2.3 This conclusion of the Group is based on taking the peak in midsixties as a point of . 
reference. In our view three years moving average %as not brought out the trend but might have 
removed the "Kitchin" cycle. 

We observe three clear peaks in the capital formation series over this period. They are 
1956-57, 1966-67 and 1978-79. Between the d aks both in the sixties and seventies the percentage 
increase is the same. The two phases when grois capital formation shows a clear downward trend are 
between 1957-58 to 196041 and 196667 to 1970-71. In both these phases the rate of fixed capital 
formation declines by as much as 2 points. It is interesting to observe that both the growth phases 
and the phases when the rate of gross capital f rmation has come down can be explained by plausible 
factors. 

d 
! 
I 

A2.4 Our second reservation is regarding the capital formation in the farm sector. The Group 
states that the 1 

I .  
"Available estimates on the rate of private capital formation in agriculture show that, while 
some increase may have taken place in the course of the 1960's. there i s  no clear evidence I. 
of increase in the rate of investment among farm households since then." (Chapter 7, - 

I paragraph 7.6). 

I 

Shri D.R. Gupta, a member of the Working Grou that he was in agreement with this note of dissent of 

Dr. S.P. Gupta and Dr. Mahfooz Ahmed. 



A2.5 This statement is not supported by the table given on page 16 of the report- l%is table 
clearly shows that capital formation in the farm sector expressed as a percentage of rural income 
increased by 0.4 per cent over 1962-70 and by 0.9 per cent over 1970-78, i.e., at a higher rate in the 
later period. 

A2.6 The interpretation in Chapter .7 therefore overshadows the notable effort which was made to 
raise the rate of capital formation in the country in the difficult period of the 1970's. The rate of 
capital formation at current prices increased from about 18 per cent in 1970-71 to about 23 per cent 
in 1978-79. In real terms also the rate of fixed capital formation increased from about 15 per cent in 
1970-71 t o  18 per cent in 1978-79. 

A2.7 I n  our view the capital formation performance in the 1970's was notable because despite 
constraints caused by the slow down in external assistance, impact of war and drought, the slide 
down in the rate of capital formation was reversed from the beginning of 1971-72. During this period 

I the country had also to face the major external shock which led to the substantial deterioration in the 
balance of payments. 

A2.8 We agree with the contention that at constant prices the fixed capital formation by the end 
of the 1970's wasvery close to what was reached by the mid-sixties mainly because of a faster rise in 
the relative prices of investment goods to the GDP deflator in the seventies. However, the price 
deflator may not have reflected the quality changes in the composition of the capital. We should not 
overlook the higher base from which this increase took place in therate of fixed capital formation. 

A2.9 As regards gross saving, the Group has found that: 

#, . . . . . . there has been substantial increase in the rate of gross saving at current prices 
within the economy" (Chapter 5, paragraph 5.12); and 
8 ,  . . . . . .the rates of saving in the economy have been evidently rising a t  a fairly steady rate 
throughout the last quarter of the century and quickening somewhat towards the closing 
years of this period" (Chapter 7. paragraph 7.9). 

Yet while interpreting the trend the Group qualifies this statement by overstating the importance of 
the transient factors. The group states that: 

r "The sharper increase observed in recent years could however be due in part to transient 
factors, and it is premature to draw any other conclusion on this basis" (Chapter 7, 
paragraph 7.16). 

We do not deny that to a certain extent the spurt in gross saving may have been due t o  the transient 
factors, but will not agree t o  the later part of the sentence. There i s  no doubt that the positive effect 
of the inflow of remittances from abroad and the step up in the accumulation of foodgrains buffer 
stocks during 197576 to 1978-79 on savings are not expected to continue. However, it should be 
noted that even in the 'sixties there are increases in savings which could not be explained by any 
trend or permanent factors. We would therefore be reluctant to over-emphasise the impact of 
transient factors as the Group seems to do on the growth in the rate of gross saving and to belittle 
the fact of i t s  buoyancy. In our view the continued buoyancy in the gross saving rate was due, among 
other factors, to the progressively increasing role of financial intermediation during this period. This 
is reflected in the increase in the financial savings of the "households" in tihis period. 



ATTACHEMENT 3 ' 

A NOTE ON THE TRENDS IN DISSAVING 
bv 

Dr. I. 2. Bhatty 

A3.1 The G r w p  has tended to overemphasise the importance o f  transient factors in interpreting 
the trend in the rate of gross savings. Whereas the rate o f  increase in the remittances of mid 70s may 
not be repeated there i s  no prima facie case to regard the factors which have sustained the present 
level of remittances as necessarily transient. The importance of the expanding role of financial inter- 
mediation in influencing the rate of financial savings cannot be denied, but it i s  not easy to un- 
scramble its effect on raising the saving rate from its influence on increasing the share of financial 
saving in  the total. In any case expansion o f  financial intermediation or the savers' response t o  it can- 
not be viewed as having a transient charmer. 

A3.2 But it is not for these comments that I have chosen to write this note. I think that one major 
reason for the rise in the rate of gross savings has been the declining trend in the rate of dissaving in 
the hwsehold sector and I do not see evidence of forces that might reverse this trend. The body of 
data from which I derive my view is found in the following surveys carried out by the National 
Council o f  Applied Economic Research: 

- Urban Saving Survey, 1962 (Reference period 1960). 

- A l l  India Rural Household Suwey: Income, Investment and Saving, Vol. 11, 1965 . 
(Reference period 1962). 

- All India Household Survey; of Income, Saving and Consumer Expenditure, 7972 
(Reference period 196768). 1 

- ~ousdrold lncurneand Its ~isl)&ion, 1980 (Reference period 1975-76). 
I 

The evidence from these sutveys i s  bs follows: 
I 
I - The proponion of dissaving households f e l l ,  in rural areas from 20.20% in 1962 to 

11.40% in 1975-76, and in urbln areas from 46.00% in 1960 to 5.70% in 1975-76. 

- The dissaving rate (amount did?aved as a proponion o f  gross income t o  all households) 
declined from -0.60% in  1967-68 t o  -0.35% in 1975-76 in urban areas and frdm 
-2.54% in 1962 to -2.40% in 196768 and to -0.8096 in 1975-76 in the rural areas. 

I 
A3.3 The decline in the dissaving rate in the 70s has been faster than in the 60s and, if this trend 

could be attributed to this factor alone. 

I 
has continued in the later 70s. an increase in the gros saving rate of more than 2 percentage points 

A3.4 A view may be taken that the abovelevidence for a fall in the dissaving rate is not sufficiently 
I 

strong. While I might not agree with this view, I would not quarrel with it. I would only add that one .. 
I cannot ignore trends in  dissaving rates when interprening trends in  saving rates, and if available 

evidence is not found to be sufficiently dnvincing then studies should be taken up to provide an 

I adequately convincing data base. 



ATTACHMENT 4 

COMMENTS ON THE NOTE OF DISSENT OF 
DR. S. P. GUPTA AND DR. MAHFOOZ AHMED 

by 
Dr. A. K. Ghosh 

A4.1 I have to reluctantly record my comments on the note of dissent by Dr. S.P. Gupta and 
Dr. Mahfooz Ahmed to our report, without the advantage of a full discussion of either the minute of 
dissent or my comments thereon, in the Committee as a whole. It seems to me that Drs. Gupta and 
Ahmed have both missed the thrust of the report, and the minute of dissent is only likely to divert 
attention from the main findings to trivialities. 

A4.2 The Group was appointed, to the best of my knowledge, to examine whether and to what 
extent the current CSO estimates of capitel formation and savings are correct, and to suggest data 
improvements. We have found that: 

(a) though there are considerable possibilities of errors in estimation, particularly in regard 
to certain sectoral estimates, there has been a substantial increase in the rate of saving from 1950-51 
to 1978-79; 

(b) however, the real rate of fixed asset formation has been stagnant for quite some time, 
- indeed from the mid-sixties no matter in what way the reference years are chosen; and 

(c) of late, a substantial part of saving has comb from remittances from Indian workers 
abroad, which could be a transient feature in our savings scenario. Indeed, to the extent that such 
remitted savings become a part of over-all domestic saving, we are probably exaggerating our own 
savings performance. 

,, 

A4.3 We also found numerous areas where estimates need improvement. These issues are briefly 
discussed in various technical appendices. We felt that this matter requires detailed and painstaking 
examination by research workers both in and outside the CSO. I need not go into these. Suffice it to 
mention here that improvements in the estimates could, in my personal opinion, further bring down 
the rate of saving and investment in the economy as a percentage of the national income. 

A4.4 The most significant conclusions reached by us are first, that there is no room for com- 
placency in regard to our savings effort and we must endeavour to increase our national savings; and 
secondly, that the real rate of fixed asset formation has been stagnant from about the midrsixties. I 
do not think Drs. Gupta and Ahmed can deny either proposition. The choice of the midkixties as a 
point of reference arises from the cataclysmic drought which affected the Indian economy in 196566 
and 1966-67; these years, in a way, serve as a water-shed for this reason. 

A4.5 On a perusal of the note of dissent, I am unable to see how thenote has any relevance to the 
broad conclusions. On the other hand, the danger is that attention of the reader and the policy maker 
may be diverted from the real issues to trivialities. No one is questioning the nature of the effort 
made by the country during the seventies. But we would be failing in our duty if, while reporting to 



Government on a serious matter, we do not draw attention to the  implications of the levelling of the 
real rate of fixed asset formation. There has been a lot of glib talk'lately that our rate of saving today 
i s  adequate for self.sustaining growth, and that we do not need to make any further effon in this 
direction. This is a dangerous delusion, the more H, when we realise that the real rate of fixed asset 
formation has been stagnant over the last decade and a half, no matterwhat the reasons. 

I would therefore like to highlight this important aspect of our findings, qnd I would like to 
reiterate that attention should not be diverted from this stark reality by minor points. 
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STATISTICAL ANNEXURES 

Statistical Annexure - 1 : 
,, ,, , 2 :  
,, ,, 3 :  
,, ,, 4 :  
,, ,, 5 :  

~at'es of Gross Saving and Capital Formation (At  Current Prices) 
Rates of Net Saving and Capital Formation (At  Current Prices) 
Rates of Gross Capital Formation (At 1970-71 Prices) 
Rates of Net Capital Formation (At 1970-71 Prices) 
Rates of Saving and Capital Formation (Three-yearly Moving 
Averages) 
Composition of Gross Domestic Capital Formation 
Gross Domestic Capital Formation By Sectors (At Current Prices) 
Gross Fixed Capital Formation and Change in Stocks By Sectors 
(At Current Prices) , 
Investment and National Income Deflators (1970-71 = 100) 
NetIGross Domestic Fixed Capital Formation (At 1970-71 Prices) 
Gross Domestic Fixed Capital Formation By Sectors & Assets 
(At  Current Prices) 
Gloss Capital Formation in Kutcha & Pucca Construction (At 
Current Prices) 
Composition of Gross Fixed Capital Formation : Public and 
Private Sectors (A t  Current Prices) 
Composition of Gross Fixed Capital Formation : Public, and 
Private Sectors (Percentage Distribution) 
Gross Domestic Cap'ital Formation by lndustry of Use (A t  
Current Prices) 
Gross Domestic Capital Formation by lndustry of Use (At  
Current Prices) (Percentage Distribution) 
Gross Domestic Capital Formation by lndustry of Use (At 
1970-71 Prices) 
Gross Domestic Capital Formation by lndustry of Use (At  
1970-71 Prices) (Percentage Distribution) 
Gross Domestic Fixed Capital Formation (At  1970-71 Prices) 
Gross Capital Formation By Assets - Household Sector (A t  
Current Prices) 
Gross Domestic Saving By Sectors 
Estimates of Saving of Administrative Departments - 1'960-61 to 
1978-79 
Estimates of Saving of Non-Departmental Enterprises 
Saving and Capital Formation in Public and Private Sectors (At 
Current Prices) 
Saving and Capital Formation in Private Sector (At  Current 
Prices) 
Structure of Household Saving (Net) (A t  Current Pricesl 
Structure of Household Saving (Net) (At Current Prices) {Percen- 
tage Distribution) 



,r ,, 28 : Household Financial Saving By Items (Gross and Net) (At Current 
Prices) 

1, ,, 29 : Household Savings : Gross and Net ,. #, 30 : Saving of Household Sector in the Form of Financial Assets 
,, ,, 31 : Rate of Household &"ing : 1960-61 to 1978-79 (At Current 

Prices) 
,, ,, 32' : Inflow(tl/Outflow(-l of Foreign Resources 
,, ,, 33 : Ownership of Bank Deposits by Type and Ewnomic Sectors: . 

1961 to 1978 
,, ,, 34 : Commercial 6ank Deposits Pattern of Ownership (Disaggregated) 

(1 976 and 1978) 

(All statistical annexurer are based on data supplied bvthe CSO excebt numbers 29.30.33 & 34 which are based on 

RBI data) \ 

I 



STATISTICAL ANNEXURE - 1 

Rates of Grou Saving and Capital .Formation 

(at current prices) 

Gross Domestic (Rupees, Crores) Consumption Rate of 
Year Saving Capital Product of fixed Saving Capital- ca on sum-' 

formation at  market capital forma- ption of 
prices (Rupees, tion fixed 

Cr'ores) capital 
(%of GDP) 

1 2 3 4 5 ' 6 7 8 



STATISTICAL'ANNEXURE - 2 

Rates o f  Net Saving and Capital Formation (at current prices) 

Net domestic (Rupees, crores) Rate (%of NDP) 

Year Saving Capital Product Net Net capital 

formation at market saving formation 
prices 



STATISTICAL ANNEXURE - 3 

Rates of Gross Capital Formation (at 1970-71 prices) 

. Year Gross domestic 
capital formation 
(Rupees, crores) 

Gross domestic 
product at 
market prices 
(Rupees, crores) 

Rate of gross 
capital 
formation 
(per cent) 



STATISTICAL ANNEXURE - 4 

Ratesof Net Capital Formation (at 1970-71 prices) 

Year . . Net domestic - Net domestic . ': Rate of net - 
capital formation product at . . capital 
(Rupees, crores) market prices formation 

(Rupees. c r o ~ s )  (per cent) . 



.STATISTICAL ANNEXURE '- 5 

Rates of Saving and Capital Formation (Three-yearly Moving Averages) 

(In percentages) 

At Current Prices At 1970-71 Prices 

Year Gross Gross Consump- Net Net ' Rate of Rate of 
saving capital tion of saving capital G.D.C.F. N.D.C.F. 

formation fixed formation 
capital I 



STATISTICAL ANNEXURE - 6 

Composition of Gross Domestic Capital Formation. 
. . 

/Rupees, Crores) - 
At Current Prices At 1970-71 Prices 

GDFCF@ Chage in GDCFe 3. as % GDFCF@ . Change in GDCF@ 7 as % 
Year 

stocks o f  4 stocks of 8 . 

- 

11.9 

14.3 

(-1 3.6 

(-1 3.9 

6.3 

10.0 

13.6 

12.3 

1.4 

11.8 

16.7 

10.6 

12.8 

11.0 

10.0 

6.8 

Contd. . . 



STATISTICAL ANNEXURE - 6 (Contd.) 

Composition of Gross Domestic Capital Formation 

(Rupees, Crores) 

At Current Prices At 1970-71 Prices 

GDFCF@ Change in GDFC@ 3 as % GDFCF@ Change in GDCF@ 7 as % 
Year stocks of 4 stocks Of 8 

- 

Figures in brackets are proportions to GDP at market prices. 

@ No adjustment is made for 'Errors and Omissions' in GDFCF and GDCF both at current and 1970-71 prices. 



STATISTICAL ANNEXURE - 7 
@ - 

Gross Domestic Capital Formation-By Sectors 

(a.t current prices) 

Public Sector Private Corporate S&or Household Sector 

Year Amount Ratio to Amount Ratio to Amount Ratio to 
(Rupees. total (Rupees, total (Rupees. total 
Crores) GDCF Crores) GDCF Crores) GDCF 

1 2 3 , 4., 5 6 7 

1950-51 260 23.0 214 18.9 657 58.1 
1951-52 304 26.1 251 21.6 607 52.2 
1952-53 257 29.9 73 8.5 529 61.6 
1953-54 293 33.9 5 0.6 567 65.5 
1 954-55 437 40.2 144 13.2 508 46.6 
195556 498 35.2 2.1 9 15.4 699 49.4 
1956-57 666 35.2 341 18.0 884 46.8 
1957-58 833 42.9 390 20.1 717 37.0 . 
1958-59 815 46.9 238 13.7 684 39.4 
1959-60 90 1 42.6 297 14.1 916 43.3 
1960-61 1141 44.2 535 20.7 906 35.1 I 

1961-62 1147 42.8 738 27.5 795 29.7 
1962-63 1445 47.4 533 17.5 1073 35.1 . 
1963-64 1681 47.6 86 1 24.4 987 28.0 
1964-65 1948 47.9 898 22.1 1223 30.0 
7 965-66 2215 50.1 696 15.7 1515 34.2 
1966-67 2135 40.1 615 11.6 2566 48.3 
1967-68 . 2332 40.8 809 14.2 2567 45.0 
196&69 2168 39.1 756 13.7 2616 47.2 
196970 2259 34.9 66 1 10.2 3556 54.9 
1970-71 281 3 38.3 1030 14.0 3502 47.7 
1971-72 3212 38.2 1287 15.3 3912 46.5 
1972-73 3674 43.1 1331 15.6 3521 41.3 
1973-74 4812 42.4 1630 14.4 4910 43,2 
1974-75 5640 38.9 2707 18.6 6163 42.5 
1975-76 7746 47.2 2139 13.0 6531 39.8 
1976-77 8556 48.2 1628 9.2 7556 42.6 
1977-78 7637 41.4 2237 12.1 8565 46.5 
7978.79 10152 44.9 2475 10.9 9908 44.2 
1979-80 11850 47.2 2756 11.0 10363 41.5 

I . 
@ The data are not adiusted for l i l  'errors and ornasions' and (ii) net purchase of secondhand physical anetr. 

I 



STATISTICAL ANNEXURE - 8 

Gross Fixed Capital Formation and Change in Stocks by Sectors 

(at current prices) 

(Rupees, Croresl 

Public Sector Private Corporate Sector 

Year Change in GFCF Change in GFCF 
stocks stocks 

1 2 3 4 5 

1950-51 35.61 (0.4) 224.31 (2.3) 130.58 (1.4) 83.06 (0.9) 
1951-52 41.41 (0.4) 262.77 (2.6) . 159.98 (1.6) 91.08 (0.9) 
1952-53 24.64 ) 0 3 )  281.52 (2.9) .(-)27.49 (.)(0.3) 100.38 (1.0) 
1953-54 (-) 35.34 ( )  ( 3  327.92 (3.1) (-) 57.99 (-1 0.6 62.74 i0.6) 
1954-55 41.97 (0.4) 394.39 (4.1) 27.48 (0.3) 116.82 (1.2) 
1955-56 ' (-) 34.49 ( )  ( 3 )  532.41 (5.2) 1 16.90 (1.1) 102.17 .(l.O) 

. 1956-57 50.88 (0.4) 615.18 (5.2) 157.02 (1.3) 183.75 (1.6) 
1957-58 190.31 (1.6) 642.92 (5.4) 98.33 (0.8) 291.22 (2.4) 
1958.59 113.63 . (0.8) 701.45 (5.2) 11.97 (0.1) 225.90 (1.7) 
1959-60 16.70 (0.1) 883.82 (6.3) 75.55 (0.5) 221.83 (1.6) 
196061 86.55 (0.6) 1054.45 (7.0) 209.80 (1.4) 325.75 (2.2) 

, 196162 40.03 (0.3) ' 1106.98 (6.9) 231.98 (1.5) 506.03 . (3.2) 
1962-63 133.13 (0.8) 1311.92 (7.7) ' -132.59 (0.8) 400.03 (2.3) 
1963-64 119.29 (0.6) 1561.83 (7.9) 213.70 (1.1) 647.54 (3.3) 
1964-65 124.46 (0.5) 1823.99 (7.9) 309.527 (1.3) 588.43 (2.6) 
1965-66 169.63 (0.7) 2046.06 (8.5) 298.18 (1.2) 397.52 (1.7) 
1966-67 88.19 (0.3) 2046.73 (7.4) 151.10 (0.5) 463.73 (1.7) 
1967-68 319.39 (1.0) 2012.33 (6.2) 270.60 (0.8) 538.59 (1.7) 
1968.69 56.44 (0.2) 2111.28 (6.3) 233.26 ,. (0.7) 522.79 (1.6) 
1969-70 69.22' ' (0.2) 2189.50 (5.9) 205.02 (0.6) 456.73 (1.2) 
1970-71 378.12 (0.9) 2434.28 (6.0) 410.52 1 0  619.66 (1.5) 
1971-72 363.32 (0.8) ,2849.00 (6.6) 505.04 (1.2) 781.96 (1.8) 
1972-73 (-) 12.43 neg. 3686.23 (7.7) 507.29 (1.1) 824.01 (1.7) 
1973-74 805.58 (1.4) 4006.99 (6.8) 566.53 (1.0) 1063.28 (1.8) 
1974-75 1393.12 (2.0) 4246.83 (6.1) 1548.05 .. (2.2) 1159.11 (1.7)' 
1975-76 2077.69 (2.8) 5667.95 (7.6) 376.22 (0.5) 1762.91 (2.4j 

' 1976-77 1449.35 (1.8) 7106.55 (8.8) 337.63 (0.4) 1290.52 (1.6) 
. 1977-78 (-) 264.00 - 0.3 7901.52 (8.8) 590.40 (0.6) 1646.28 (1.8) 

1978-79 855.42 (0.9) 9296.22 (9.5) 793.58 (0.8) 1681.77 (1.7) 
1979-80 1635.67 (1.5) 10214.46 (9.4) 865.50 (0.8) 1890.22 (1.7)' 

Contd.. . 
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STATISTICAL ANNEXURE - 8 (CONTINUEDI 
- - -  

Gross Fixed Capital Formation and Change in Sfocks by Sectors 

(at current prices) 
(Rupees, Crores) 

Household Sector Total 

'(ear Change in GFCF Change in GFCF 
stocks stocks 

- 1  0 1  662.56 16.9) 160.10 (1.7) 
1neg.1 630.26 (6.1) 197.69 12.01 
(0.3) m . 0 3  15.2) (.)27.15 . I - )  (0.3) 
10.61 502.76 (1 1.8) (.)29.46 (-) (0.31 
1nes.I 510.04 (5.3) 66.69 (0.71 
(0.51 648.97 16.3) 132.56 (1.3) 
(0.5) 822.19 (7.01 269.53 (2.31 

- 0 . 3  758.31 (6.3) 247.59 (2.1) 
0 7  779.69 (5.81 29.51 (0.2) 

(1.1) 764.33 15.5) 243.96 (1.7) 
(0.9) 775.28 (5.2) 426.91 (2.8) 
(neg.) 796.94 15.0) 270.25 11.7) 
(0.71 951.75 (5.6) 287.25' (2.3) 
(0.2) 939.33 (4.8) 380.04 (1.91 

- 1  0 I 1246.13 (5.4) 410.27 ( 1.8) 
) 0 .  1687.78 (7.0) 295.06 (1.2) 

(1.7) 2090.85 (7.6) 714.87 12.6) 
(0.1 1 2533.56 (7.81 623.10 I (1.9) 

0 2742.12 (8.2) . 163.74 (0.51 
(0.81 3251.99 (8.81 578.19 (1.6) 
(0.6) 3251.02 (8.1) 1038.97 (2.6) 

, 1 . 1  3442.93 \7.91 1337.01 13.1) 
(-1 0 . 1  3555.56 (7.4) 459.72 (1.0) 

(1 $6) 3959.20 i6.7) 2323.1 0 .(3.91 
(0.9) 5524.37 17.9) 3579.56 (5.1) 
(0.9) 5833.59 67.9) 31 50.79 14.2) 
(0.71 8960.71 . (8.61 2382.18 (3.0) 
(1.0) 7639.80 (b.5) 1252.29 (1.4) 
(1.6) 8435.44 (8.6) 3210.96 . 13.3) 
10.9) 9436.01 (8.7) 3428.43 (3.2) 

Figures i n  brackets are to GDPat  market prices. 



STATISTICAL ANNEXURE - 9 

Investment and National Income Deflators 

(1970-71 = 100) 

Year Construction Machinery GDCF Change in GDCF GDPat GDPat 
& equipment stocks (unadjusted) factor ma;ket 

cost prices 



STATISTICAL ANNEXURE - 10 

Net Domestic Fixed Capital Formation and Gross Domestic Fixed Capital Formation 
as oercentaaes of NDP and GDP a t  Market Prices 

- 

(all at 1970-71 Prices1 

(Rupees, Croresl 

Year NDFCF NDP at GDFCF GDPat . 
market market , 

prices prices 
-- - 

1 2 3 4 5 

1950-51 1746 17704 2484 18442 
(9.9) (13.5) 

1951-52 1597 18169 2352 18924 
(8.8) (12.41 

1952-53 1334 18763 2118 19547 
(7.1) (10.8) 

1953-54 1294 19987 2100 20795 
(6.51 (10.1) 

1954-55 1388 20641 2250 21 503 
(6.7) (10.5) 

1955-56 1983 21419 2884 22320 . 
(9.2) (12.9) 

1956-57 2620 22578 3562 23520 
(11.6) (15.1) 

1957-58 2769 22304 3775 23310 
(12.4) (16.2) 

1958-59 2160 24140 3244 25224 

18.9) (12.9) 
1959-60 2367 24677 3493 25803 

(9.6) (13.5) 
1960-61 2649 25990 3823 27164 

(10.2) (14.1) 
1961-62 2814 27038 4068 28292 

(10.4) (14.4) 
1962-63 2965 27707 4385 29127 

(10.7) 115.1) 
1963-64 3420 29422 4884 30886 

111.6) (15.8) 
1964-65 3878 31681 5469 33272 

(12.21 (16.41 
1965-66 41 10 30235 5798 31923 

(13.6) (18.2) 
Contd.. . 

I 



STATISTICAL ANNEXURE - 1 0  (CONTD.) 
Net Domestic Fixed Capital Formation and Gross Domestic Fixed Capital Formation 

as percentages o f  NDP and GDP at Market Prices 

(all at 1970.71 Prices) 
(Rupees, Croress) 

Year NDFCF NDP at GDFCF GDP at 
market market 
prices prices 

Quick Estimates. 
1. Figures in brackets are percentages to NDP at market prices and GDP a t  market prices (at 1970-71 prices),, 

respectively. 
2. No adjustment is madle for 'errors and omissions' in NDFCF and GDFCF. 



STATISTICAL ANNEXURE - 11 

Gross Domestic Fixed Capital Formation -By Sectors & Assets 

(at current prices) 

' (Rupees, Crored " 

Construction Machinery 5. Equipment 

Year Public Private Household Totat Public Private Household Total 
sector corporate sector sector corporate sector 

sector sector 

Note: Data excludes net purchaje of secood-hand ph~sical assets 



STATISTICAL ANNEXURE-- 12 

Gross Capital Formation in Kutcha and Pucca Construction 

(at current prices) 

(Rupees, Crores) 

Public Sector Private Corporate Sector Household Sector Total 
Year 

Kutchae Pucca KutchaE Pucca IKutcha Pucca Kutcha Pucca 

@ Relates to 'forestry' sector only 

E Relates to tea, coffee, and rubber plantations only. 



STATISTICAL ANNEXURE - 13 

Composition of Gross Fixed Capital Formation: Public and Private Sectors 

(at current prices) 

Public (Rupees, Crores) Private IRupees. Crores) Public as per 
cent of total 

Year 
Cons- Machinery Total Cons- Machinery Total Cons- Machinery 
truction and truaion and truction and 

equipment equipment equipment 

1 2 3 . 4  5 6 7 8 9 



STATISTICAL ANNEXURE - 14 

Composition of Gross Fixed Capital Formation : Public and Private Sectors 

(at current prices) 

(Percentage Distribution) 

Public Private ., Total 

Year Cons- Machinery Cons- Machinery Cons- Machinery 
truction and truction and truction and 

equipment equipment equipment 



STATISTICAL ANNEXURE - 15 

Gross Domestic Capital Formation by  Industry of use 

tat current prices) 

(Rupees, Croresl 

Year Agriculture, Mining Manufac- Registered Storage, Others Total - 

forestry & and turing, elec- Manufac- transport, 
logging and quarrying tricity, gas turing cornrnuni- 
fishing and water . . cation & 

supply trade 

1 2 3 4 5 6 7 R 



STATISTICAL ANNEXURE - 16 

Gross Domestic Capital Formation by Industry of Use 

(At Current Prices) 

(Percentage Distribution) 

Year Agriculture, Mining Manufac- Registered Transport. Others Total 
forestry & and turing, gas Manufac- communi- 
logging and quarrying and water turing , cation and 
fishing supply trade 



STATISTICAL ANNEXURE - 17 

Gross Domestic Capital Formation by Industry of Use 

(at 1970-71 prices) (Rupees, Craresl 

Year Agriculture Mining Manufac- Registered Transport, Others Total 
forestry & and turing . Nlanufac- storage. 
logging and quarrying electricity, turing communi- 
f~sh~ng gas and cation and 

water trade 
supply 



STATISTICAL ANNEXURE - 18 

Gross Domestic Capital Formation by Industry of Use 

(at 1970-71 prices) 

(Percentage Distribution) 

Year Agriculture, Mining Manufac- Registered Transport, Others Total 
forestry & and turing, Manufac- communi- 
logging and quarrying electricity, turing cation and 
fishing gas and trade 

water 

SUPPlV 



STATISTICAL ANNEXURE - 19 

Gros Domeatic Fixed Capital Formation 

(At 1970-71 Prices) 

GFCF (Rupees, Crgres) Percentage Distribution Index of growth 

Year Construc- Machinery Total Construc- Machinery Constmc- Machinery Total 
tion and tion and tion and 

equipment equipment equipment . 
1 2 3 4 5 6 7 8 9 

1950-51 1630 854 2484 65.6 34.4 100.0 100.0 100.0 
1951-52 1458 894 2352 62.0 38.0 89.4 104.7 94.7 
1952-53 1321 797 2118 62.4 37.6 81.0 93.3 85.3 
1953-54 1378 722 2100 65.6 34.4 84.5 84.5 84.5 
1954-55 1526 724 2250 67.8 32.2 93.6 84.8 90.6 
1955-56 1758 1126 2884 61.0 39.0 107.9 131.9 116.1 
1956-57 2072 1490 3562 58.2 41.8 127.1 174.5 143.4 
1957-58 1869 1906 3775 49.5 50.5 114.7 223.2 152.0 
1958-59 2020 1224 3244 62.3 37.7 123.9 143.3 130.6 
1959-60 2139 1354 3493 61.2 38.8 131.2 158.5 140.6 
1960-61 2310 1513 3823 60.4 39.6 141.7 177.2 153.9 
1961-62 2396 1672 4068 58.9 41.1 147.0 195.8 163.8 
196283 245 1 1934 4385 55.9 44.1 150.4 226.5 176.5 
1963-64 2745 2139 4884 56.2 43.8 168.4 250.5 196.6 
1964-65 3012 2457 5469 55.1 44.9 184.8 287.7 220.2 
1965-66 3245 2553 5798 56.0 44.0 199.1 298.9 233.4 
1966-67 3480 2183 5663 6) .5 38.5 213.5 255.6 228.0 
1967-68 3771 2153 5924 63.7 36.3 231.3 252.1 238.5 
1968-69 3826 2230 6056 63.2 36.8 234.7 261.1 243.8 
1969-70 3915 2370 6285 62.3 37.7 240.2 277.5 253.0 
1970-7 1 3959 2346 6305 62.8 37.2 242.9 274.7 253.8 
1971-72 3975 271 1 6686 59.5 40.5 243.9 317.4 269.2 
1972-73 4072 2987 7059 57.7 42.3 249.8 349.8 284.2 
1973-74 3703 3357 7060 52.5 47.5 227.2 393.1 284.2 
1974-75 3570 3286 6856 51.1 47.9 219.0 384.8 276.0 
1975-76 4144 3385 7529 5d.0 45.0 254.2 396.4 303.1 
197677 4685 3852 8537 4 . 9  45.1 287.4 451.1 343.7 
1977-78 5209 4093 9302 5q.O 44.0 319.6 479.3 374.4 
1978-79 5265 4430 9695 54.3 45.7 323.1 518.7 390.3 
1979-80 4875 4422 9297 52.4 47.6 299.0 517.8 374.3 

I 
I 
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STATISTICAL ANNEXURE - 20 

Gross Capital Formation by Assets - Household Sector 

(at current prices) 

(Rupees, Crores) 

Construction Machinery & Change in Total 

Year Kutcha Pucca Total equipment stocks 

- - 

(1.2) (-)6 (-0.1) 
(1.6) (-)4 (neg.) 
(1.4) 25 (0.3) 
(1.5) 64 (0.6) 
(1.4) (-13 (neg.) 
(2.7) 50 (0.5) 
(2.4) 62 (0.51 
(2.8) (.)41 (-0.3) 
(2.0) (-1% (-0.7) 
(1.2) 152 (1.1) 
(1.4) 131 (0.9) 
(1.2) (-)2 (neg.) 
(2.4) 122 (0.7) 
(2.3) 47 (0.2) 
(2.6) (924 (-0.1) 
(3.4) (-) I73 (-0.7) 
(2.7) 475 (1.7) 
(2.4) 33 (0.1) 
(2.5) (-) 126 (-0.4) 
(3.2) 304 (0.8) 
(2.4) 250 (0.6) 
(2.9) 469 (1.1) 
(3.0) (.)35 (-0.1) 
(3.0) 951 (1.6) 
(3.5) 639 (0.9) 
(2.3) 697 (0.9) 
(3.0) 595 (0.7) 
(2.6) 926 (1.0) 
(3.2) 1562 (1.6) 
(3.6) 927 (0.8) 

Figures in brackets are percentage to GDP at current market prices. 
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STATISTICAL ANNEXURE - 21 

Gross Domesic Saving - By Sectors 

Public Sector Private Corporate Sector Household Sector 

Year Amount Ratio Ratio Amount Ratio Ratio Amount Ratio Ratio 
(Rupees, to gross to GDP (Rupees, to gross to GDP (Rupees, to gross to GDP 
Crores) domestic at Crores) domestic a t  Crores) domest~c a t  

saving market saving markel saving market 
prices prices prices 

1 2 3 4 5 6 7 8 9 10 



STATISTICAL ANNEXURE - 22 
Estimates of Saving of Administrative Departments (I) 

196061 to 1978-79 

Year Central State Local Total Consumption Gross saving 
Government Governments bodies (2)+13)+(4) of fixed (5) + (6) 

capital( ) 

(1) Includes departmental enterprises also. 

(2)  Relates to departmental enterprises only as no allowance for the consumption of fixed capital is made in respect 
of the Government administration. 



STATISTICAL' ANNEXURE . . - 23 i: 
i 

Estimates of Saving ofNon-Oepartmental €nterprise~(' 1 1960dlto 1978.79 4 ! . , 
j 

/&pees, Croresl 

Net saviny Consumption 

of fixed saving 
Year Financial Non-financial Total 

L2+3i 
capital 

enterprises enterprises 
(4+5) . . 

? 

1 2. 3 4 5 6 

1 

i 
( I )  Include Government companies and statutory corparatlons. 

I 



STATISTICAL ANNEXURE. - 24 

Saving and Capital Formation in Public and Private Sectors 

(at current prices) 

Year Gross Domestic Saving Gross Domestic Share of Public 

(Rupees, Crores) Capital Formation Sector in (percent) 
(Rupees, Crores) 

Public Private Public Private Gross Gross 

sector sector sector sector domestic domestic 
saviny capital 

formation 



STATlSTlCAC ANNEXURE - 25 

Saving acid Capital Formation in Private Se&tol 

(at  cirrent prick) . 
, . 

{Rupees, C r m i  

Gross Domestic Saving Gros Domestic Capital Formation 

H o u ~  Private Total Col. 2 as 'House- Private Total Col. 6 as 
Year ' hold carporate percentage hold corporate percentage 

sector sector of Col. 4 sector sector of Col. 8 

1 2 .  3 4 5 6 7 8 9 
~ ~. 

1950;51 718 89 807 89.0. 656 214 870 75.4 
1951-52 621 132 , 753 82.5 607 . .. 251 858 70.7 
1952-53 601 60 661 90.9 529 73 ,602 . 87.7 
1953-54 709 86 795 89.2 566 5 57 1 99.k 
1959-55 789 114 903 87.4 508 , . 144 652 77.9 
1955-56 1128 130 1258 89.7 699 219 , 918 76.1 
7956-57 1277 . 151 1368 89-0 884 34 1 1225 72:2 
1957-58 1008 117 1125 89.6 717 390 1107 

. . 64.8 
1958-59 1046 136 1182 88.5 684 238 : 922 74.2 
1.959-60 1349 180 1529 88.2 916 298 1214 75.5 
1960-61 1362 276 1638 83.2 906 535 i441 62.9 
1961-62 1284 315 1599 80.3. 795 738 . 1533 51.9 
1962-63 1572 338 -1910 82.3 1073 533 1606 66.8 
1963-64 1730 387 2117 81.7 987 861 :la48 53.4 
1964-65 1937 381 2318 , 83.6 1223 898 2121 57.7 
1965-66 2586 396 2982 86.7 1515 696 2211 68.5 
1966-67 3432 414 3846 89.2 2566 615 ,3181 80.7 
1967-68 3431 399 3830 89.6 ' 2567 809 3376 76.0 
1968-69 3412 427 3839 88.9 . 2616 756 3372 77.6 
1969-70 4475 536 . 5011 89.3 3556 661 4217 84.3 
1970-71 4873 657 :5530 89.i 3502 1030 4532 77.3 
1971.72 5467 753 87.9 3912 1287 5199 75.2 
1972-73 5649 788 6437 87.8 3521 :El 1331. 

4852 72.6 
1973-74 8523 1062 88.9 4910 1630 6590 '75.1 
1974-75 8536 1441 9977 85.6 6163 . 2707 8870 69.5 
1975-76 10448 1055 11503 90.8 6531 2139 8670 75.3 
1976-77 12454 1161 2361$ 91.5 7556 1628 9184 82.3 
1977.78 14025 1385 , 1541,Cl 91.0 8565 2237 ' i0802 79.3 
1978-79 17176 1544 .>f37+0 91.8 9997 2475 12473 79.4 
1979-80 17326 1714 ' "r 91.0 10363 2756 13119 79.0 

I i 6s 



STATISTICAL ANNEXURE - 26 

Structure of household saving (net) 
(at current prices) 

(Rupees, Croresl 

F I N A N C I A L  

Year . Currency Net  Shares Net Life ~ rov ident~~ota l  Physical Total 
deposits and cliams insurance & pension financial assets 

debentures on Govt. funds funds assets 

- -1 2 3 4 5 6 7 8 9 10 

1950-51 , 81 1.) 26 ' 52 (-) 84 20 19 62 422 484 
1951-52 (-)I16 - 45 49 93 13 20 14 345 '359 
1952-53 ) 17 43 23 (-122 18 27 72 236 308 
1953-54 26 21 27 . (-1 2 25 45 142 276 418 
1954-55 67 38 1 1  91 28 . , 47 282 1 84 466 

- 1955-56 203 24 41 76 31 54 429 . 388 ' 817 
19.56-57 48 ( -  19 7 1 141 30 . 62 333 544 877 
i957-58 50 76 36 19 29 8 1  291 342 633 
1958-59 1 1  1 42 34 7 1 32 72 362 : 220 482 
1959-60 133 68 61 39 46 86 433 ' 433 866 
1960-6 1 145 1 1  67 57 50 126 456 445 , 901 
1961-62 94 103 112 . (-) 12 65 . 127 489 . 294 783 
1962-63 175 70 45 (-) ?o , 82 147 499 496 ' 995 
1-963-64 21 1 118 119 4? 78 175 743 394 '1 137 
1964.65 . 135 , 253 64 (-) 32 88 206 714 593 1307 
196566 , 285 309 175. b) 9 96 216 1072 799 1871 
1966-67 118 337 114 (-1 48 104 : 239 . 864 ,1734 2598 
1967-68 145 268. 78 ' (-1 59. 122 31 1 865 1649 2514 
1968-69 263 : 72 84 (-) 84 139 321 795 ' 1617 2412 
1969-70 - .: 334 85 65 . (-1139 160 414 919 2418 3337 
1970i71 345 , 265 94 . (-1 12 189 ' 490 1371 2168 3539 
1971-72 38 1 574 61 216 566 1555 2496 4051 
1972-73 616 773 . 26 (-)I96 262 647 2128 1981, 4109 
1973-74 . 812, 1260 44 434 326 - 736 . ' 3612 : 3195 ' 6807 
1924-75 17 1017' 137 (-) 95 322 976 2374 4010 . 6384 
1975-76 32 1 1131 115 742 385 1224 3918 4030 7948 
1976-77 1134 1857 186 94 480 1148 4899 4921 9820 
1977-78 721 2684 294 (-)I14 559 1315 5459 5687 11146 
1978-79 1483 3357 236 (-)I28 646 1585 7179 6636 13815 



STATISTICAL ANNEXURE - 27 

Structure of household saving (net) 
(at current prices) 

(Percentage Distr~but~on) 

Financial Assets Physical Total . 
Year Currency Net . Shares Net Life Provident Total assets 

deposits and cla~ms insurance & pension financial 
debentures p n  Goa.  funds funds assets 

1 2 3" 4 5 6 7 8 9 10 



STATISTICAL ANNEXURE - 28 

Household financial saving by items (Gross and net) 
(at current prices) (Rupees, Crores) 

Year Total, Currency Net deposits. . Shares& Debentures Govt. Securities &Small Insurance Policies P.F. 
financial Savings - 
Saving Total ueld Les Total With Less Add Total Private Unit Co-o~era- Total Invest Less Total Life Postal State Provident - ~ 

(Net)- 
by held banks adyan. Tarde corporate . . Trust tive insti- insur- insu- insu- fund ment Net -- 
public by and ces t o  debt enter- of tutions i n  Govt. borrow- ance rance rance 

sectors private house- (net) prises India Securi- ing o f  
other corpo- holds. ties & house- 
than rate , . small holds 
house- sector savin~s from - ~ ~ - 

holds (gross) (gross) Govt. 

1 2 3 3.1 3.2 4 4.1 4.2 4.3 5 5.1 5.2 5.3 6 6.1 6.2 7 7.1 7.2 7.3 8 

1960-61 455.15 144.99 154.26 9.29 10.48 109.50 99.02 - 66.67 46.41 - 20.26 56.59 93.37 36.78 50.07 47.86 0.86 1.35 126.35 
1961-62 489.52 94.15 106.02 11.87 102.50 190.44 67.94 - 112.37 88.94 - 23.43 -11.78 24.82 36.60 64.98 62.02 0.97 1.99 127.30 
1962-63 499.47 175.40 182.29 6.89 70.56 203.43 132.87 - 44.83 17.21 - 27.62 -20.47 19.36 39.85 62.38 79.28 1.12 1.98 146.77 



STATISTICAL ANNEXURE -- 29 

Household Savings : Gross and Net (Rupees, Crores) 

Gross Saving in  Total Increase Net Saving Total Ne t  
saving in  Physical Gross in  in  Net Financial 

Year Financial Assets Saving Financial Financial Saving Assets as 
Assets Liabili- Assets ( 3 + 6 ) Percentage 

ties ( 2 - 5 )  o f  Total  
Net Saving 

1 2 3 4 5 6 7 8 

1970-71 2084.5 2168.0 4252.5 
(a) 49.0 51 .O 
(b) 5.2 5.4 

1971-72 2347.6 2496.0 4843.6 
(a) 48.5 51.5 
(b) 5.4 5.8 

1972-73 3004.2 1981 .O 4985.2 
(a) 60.3 39.7 
(b) 6.3 4.1 

1973-74 3631.5 3195.0 6826.5 
(a) 53.2 46.8 
(b) 6.2 5.4 

1974-75 3402.1 4010.0 7412.1 
(a) - 45.9- - 54.1 - 
(b) 4.9 5.8 

1975-76 4994.3 4030.0 9024.3 
(a) 55.3 44.7 
(b) 6.7 5.4 

1976-77 6905.1 4921 .O 1 1826.1 
(a) 58.4 41.6 
(b) 8.5 6.1 

1977-78 71 12.6 5687.0 12799.6 
(a) 55.6 44.4 
(b) 7.9 6.3 

1978-79 9285.9 6636.0 15921.9 
(a) 58.3 41.7 
(b) 9.5 6.8 

1979-80 9559.0 6392.0 15951 .O 
(a) 59.9 40.1 
(b) 8.8 5.9 2.5 12.2 

Note: la) Percentage to gross domestic product a t  market prices. 
(bl Percentage to total gross domestic saving 

Source: Reserve Bank of India , - . - . . . . 
4 
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STATISTICAL ANNEXURE - 30 , 
Saving of the Household Sector in the Form o f  Financial ~ssets 

(at current prices) 

(Rupees, Crored 

Instruments 1970-71 1971-72 1972-73 1973-74 1974-75 

A. Saving (gross) of the household 
sector in financial assets 

(i) to (x) 

(a) 
(i) Currency 

(a) 
(b) 

(ii) Deposits 
(a) 

' (b) 
Of which: 
Bank deposits 

(a) 
(b) 

(iii) Loans to companies 

(a) .. 

(b) 
(iv) Life insurance fund 

(a) 
(b). 

(vl Provident fund " 

(a) 
(b) 

(vi) Claims on Government 

(a) 
(b) 

(vii) Corporate (private non-financial) 
& co-operative securities 

(a) 
(b) 

(viii) Securities of term lending and ! 

other financial institutions 

(a) 
(b) 

(ix) Units of U.T.I. 

(a) 
(b). 

1.9 
neg. 
0.1 

14.4 
neg. 
0.7 

982 
2.3 

41.8 
104.4 

0.2 
4.4 

251.2 
0.6 

10.7 
474.3 

1.1 
20.2 
2.5 

neg. 
0.1 

17.8 
neg. 

0.8 

2.2 
neg. 
0.1 

12.4 
neg. 
0.5 

21.9 
neg. 
0.7 

5.3 
0.1 
0.2 

18.6 
neg. 
0.6 

6.2 4.9 
769.3 18.4 

1.3 neg. 
21.2 0.5 

1507.3 151 1.4 
2.6 2.2 

41.5 44.4 

(-15.3 58.5 
neg. 0.1 

(-10.1 1.7 

(-111.0 3.9 
neg. neg. 

(-)0.3 0.1 
23.9 (-12.8 
neg: neg. 

0.6 (-10.1 

Contd. . . . . . . 



STATISTICAL ANNEXURE - 30 (CONTD.) 
-- 

Saving of the Household Sector in the Form of Financial AsMs 
(at current prices) 

(Rupees, Crores) 

Instruments 1970-71 1971-72 1972-73 1973-74 1974-75 

(xl Other assets 32.0 
(a) 0.1 
(b) 1.5 

8. Financial liabilities of the 
household sector 597.3 

(i) to (v) 

(a) 1.5 
(i) Bank advances 504.3 

(a) 1.3 
(b) 84.4 

(ii) Loans from other financial 
institutions 40.1 
(a) 4.1 
(b) 6.7 

(i i i) Loans & advances from Government 75.1 
(a) 0.2 
(b) 12.6 

I 
(iv) 'Loans & advances from I 

co-operative noncredit societies (424.6 

(a) (-)$.I 
(b) (-)?.I 

(v) Other liabilities 2.4 
(a) 

I neg. 
I 

(b) 0.4 
I 

44.2 
0.1 
5.3 

21.4 
neg. 
2.6 

10.6 
neg. 
1.7 

21.7 
0.1 
3.4 

26.4 
0.1 
3.3 

30.8 
neg. 
3.8 

I 
C. Saving (net) of the household sector 1487.2 

in financial assets 

(A-B) 

(a) 
I 

Contd. . . . . . . . 



STATISTICAL ANNEXURE - 30 (C0NtD.I - 
Saving of the Household Sector in the Form of Financial Assets 

(at current prices) 
(Rupees, Crores) 

Instruments 1976-76 1976-77 1977-78@ 1978-79@ 1979-80@ 

A. Saving (gross) of the household 
sector in financial assets 

.(i) to (x )  

(a) 
(i) Currency 

(a) 
(b) 

(ii) Deposits 
(a) 
(b) 
Of which: 
Bank deposits 
ia) 
(b) 

(iii) Loans to companies 
(a) 
(b) 

(iv) Life insurance fund 
(a) 
(b) 

(v) Provident fund . 
(a) 
(b) 

(vi) Claims on Government 
(a) 
(b) 

(vii) Corporate (private non-financial) 
& co-operative securities 
(a) 
(b) 

(viii) Securities of term lending and 
other financial institutions 
(a) 
(b) 

(ix) Units of U.T.I. 
(a) 
(b) 

38.4 (-)13.2 199.7 242.4 21 1 .O 
0.1 neg. 0.2 0.3 0.2 
0.8 (-)0.2 2.8 2.6 2.2 

4.9 7.9 1 .o 1.2 1 .o 
neg. neg. neg. neg. neg. \ 
0.1 0.1 neg. neg. neg. 

15.9 ' ' 20.2 34.0 77.9 55.0 
neg. . . , neg. neg. 0.1 0.1 
0.3 0.3 0.5 0.8 0.6 

175 Contd. . . 



STATISTICAL ANNEXURE - 30 (CONTD.1 

,'Saving of the Household Sector in the Foim of Financial Assets 

(at current prices) ' . 

lRupees, Crores) 

Instruments 1975-76 1976-77 1977-78@ 1978-790 1979.800 

(XI  Other assets neg. 2.1 241.6 399.8 270.0 

(a) neg. neg. 0.2 0.4 0.2 

(b) ncg. neg. 3.4 4.3 2.8 

8. Financial liabilities of the 
household sector 1178.1. 1710.3 1669.5 2343.9 2762.0 

( i)  to (v) 

(a) 1.6 2.1 1 .8 2.4 2.5 
(i) Bank advances 938.5 ' 1231.9 1480.6 2094.4 2490.0 

(a) 1.3 1.5 1.6 2.1 2.3 
(b) 79.7 72.0 88.7 89.3 90.2 

( i i )  Loans from other financial 
ir~stitutions 79.9 86.8 76.9 78.8 95.0 . 
( a )  0.1 0.1 0.1 0.1 0.1 
(b) 6.8 5.1 4.6 3.4 3.4 

(i i i) Loans & advances from Government 20.4 118.1 95.3 154.8 155.0 
(a) ncg. 0.2 0.1 0.2 0.1 
(b) 1.7 6.9 5.7 6.6 5.6 

(iv) Loans & advances from 
co-operative non-credit societies 24.9 . 19.0 10.2 15.9 17.0 
(a) neg. neg. neg. neg. neg. 
(b l  2.3 1.1 0.6 0.7 0.6 

(v) Other liabilities 114!4 254.5 6.5 neg. 5.0 
(a) 0 !2 0.3 neg. neg. neg. 

(b) "t 14.9 0.4 . neg. 0.2 

C. Saving (net) of the household sector 3816. 5194.8 5443.1 6942.0 6797.0 
in financial assets 

(A-6) 

(a) 5.1 6.4 6.1 7.1 6.3 

l a )  Percentage t o  G:D.P. at market orices. 
(b) Percentage t o  finanlcial arretr/l iabilit~er 
O Provisional. 1 
Source : Reserve Bank of  lndm. 

I 



STATISTICAL ANNEXURE - 31 

Rate of Household Saving, 196061 to 1978-79 

(at current prices) 

(Rupees, Crored 

Personal Household Saving as percentage of 
Year disposable net saving personal disposable income 

income col. (3) - 
col. (2) 



STATISTICAL ANNEXURE - 32 

Inflow(+)lOutflow(-) of foreign resources 
(Rupees, Croresl 

Year a t  current prices 

Gross domestic lnflowloutflow Capital forma- 
saving of foreign tion (gross) 

capital 

1785 

1996 

2544 

2438 

2916 

3266 

3735 

4390 

5437 

5334 

Contd.. . 



STATISTICAL ANNEXURE - 32 (CONTD.) 

~nflow(+)/Outflow(-1 of foreign resources 

(Rupees, Crores) 

at current prices 

Year Gross domestic Inflow/outflow Capital forma. 
saving of foreign tion (gross) 

capital 

- - - 

Figures in brackets are proponions to GDP a current market prices 



STATISTICAL ANNEXURE - 33 

Ownership of bank deposits by type and economic sectors : 

1961 to 1978 

. , 

Sector Current Savings 
1961 1971 1976 1978 1961 1971 1976 1978 

1 2 3 4 5 6 7 8 9 

1. Government 76 366 771 1409 - - - 290 
Sector (12.4) (24.3) (27.7) (35.9) - - - (5.2) 

2. Corporate Sector 178 284 451 499 - - - 12 
(including Co-operatives) (28.9) (18.8) (16.2) (12.7) - - - (0.2) 

3. Household 361 857 1560 2017 284 1541 3605 5293 
Sector (58.7) (56.8) (56.1) (51.4) (100.0) (100.0) (100.0) (94.6) 

(a) Individuals and 146 362 771 679 276 1498 3567 4999 
professionals (23.7) (24.0) (27.7) (17.3) (97.21 (97.2) (99.0) (85.3) 

(b) Non-corporate 206 495 790 1338 - - - 294 . 
business and 
partnerships (33.5) (32.8) (28.4) '(34.1) - - - (5.3) 

(c) Non-corporate 9 - - - 8 43 38 - 

business, partnerships, (1.5) I (2.8) (2.8) (1.1) - 
temples, charitable 1 

1, foundations, educational 
institutions, etc. i 
TOTAL (1+2+3) 615 1508 2782 \ 3926 284 1541 3605 5595 

I 
Contd. . . 



STATISTICAL ANNEXURE - 33 (CONTD.) 

Ownership of bank deposits by type and economic sectors : 

1961 to 1978 

/Rupees, Crores) 

Sector Fixed Total . 
1961 1971 1976 1978 1961 1371 1976 1978 

1. Government 115 511 1314 2085 191 877 2085 3784 
Sector (14.4) (16.6) (16.5) (17.4) (11.3) (14.3) (14.5) (17.6) 

2. Corporate Sector 159 193 668 474 377 477 1118 985 
(including Co-operatives) (20.0) (6.2) (8.4) (4.0) (19.9) (7.8) (7.8) (4.6) 

3. Household 522 2371 5988 9407 1167 4769 11154 16717 
Sector (65.6) (77.1) (75.1) (78.6) (68.8) (77.9) (77.7') 177.8) 

(a) Individuals and 388 1734 5270 8261 810 3594 9608 13939 
profess~onals (48.7) (56.4) (66.1) (69.0) (47.8) (58.7) (66.9) (64.9) 

(b) Non-corporate 337 1132 
business and (16.5) (20.7) (19.9) (18.5) 
partnerships . 

(c) Non-corporate 3 20 43 545 2778 
business, partnersh~ps, (0.4) (10.8) (12.9) 
temples, charitable 
foundations, educational 
tnstitutions, etc. 

TOTAL (1+2+3) 796 3076 7969 11966 1695 6125 14357 21487 
- - 

@ Includes 'others' referring to staff security deposits, margin deposits, staff provident deposits, etc. for 1976, 
while forother years the same have been classified into current or term deposits depending on their nature. 

Figures in brackets are percentages to total 

Source : Reserve Bank of India. 



STATISTICAL ANNEXURE - 34 

Commercial Bank Deposits Pattern of Ownership (Disaggregated) 

(1976 and 1978) 

(Rupees, Croresl 

March March 1978 
1976 (Provisional) 

I. Government Sector 

II. Corporate Sector 
I 

Ill. Other Institutions 

(1) Non-credit co-operative institutions 

(2) Unincorporated Concerns 

(3) Trusts, Associations etc. 
. , 

(4) Others 

IV. Individuals including Hindu Undivided ~amilies 
I 

(1) Farmers 

(2) Wage &Salary earners 

i 
(3) Professionals & Self-employed persons 

I 

(4) Others (including unclassified) 

V. Total (I+II+III+IV) 

Figures in Brackets are percentages to total 

Source: Reserve Bank of India 
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