CHATTER Six
A FRAMEWORK FOR SOCIAL ACCOUNTS FOR 1948-49.

6.1.  In chapter 5, the information at present available on the national
incomc and other elements of the national acconnts was presented in such
& way as to throw light on a number of questions of interest in the formus-
lation of policy. The purpose of this chapter is to supplement that info?-
mation, where this can be done with reliability, in such a way as to illus-
trate as far as possible the conceptual structure deseribed in previous
chapters and at the same time to bring out clearly the structure of statis-
tical data on which this report has been based and the principal items on
which ne information is available at present.

6.2. The numerical results given in this report are all derived from
three basie kinds of information. The first is an estimate of the net domes-
tic product at factor cost built up from estimates of the net value added
in each branch of activity. . These estimates were presented in Table 2 of
chapter 5. The second is a detailed classification on economic lines of the
transactions of public authorities, that is, of the central government, govern-
ment. enterprisés, State governments and municipal and other local autho-
rities._ Much of this information was used in chapter 5 bhut it was not pre-
sented systematically or in detail.  Since this information is for the most
part. highly reliable being based on aetual accounting data (therc are
exceptions in the case of certain cluss B and C States but these are not
numerically important) and of very considerable interest in itself , 1t 15 set
out systematically in Tables 9, 10 and 11 of this chapter which $how res-
pectively a current account of government administration in 1948-49, a
current ccommt of government commercial enterprises n  1948-49,
and an account of the capital transactions of government enterprises and
general government administration in 1948-49. The third type of infor-
mation relates to the transactions hetween the Indiun Union and the rest
of the world, and here again a large volume of information is available from
the estimates of India’s halance of payments published regularly by the
Reserve Bank of India. ‘Tables 18 and 14 which show the transactions
between the Indian Union' and all other countrics on current and capital
account respectively are based on this information.

6.3.  With these three types of information it is possible to go a consi-
derable way in filling in numerically the conceptual structure deseribed
briefly in previous chapters. This structure involves distinctions betweer
(a) different types of economic activity, in particular the three basic
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forms, production, consumption and adding to wealth; (b) different
classes of transactor, in particular between government and the private
scctor of the economy, and within the latter between different forms of
organization such as enterprises and households; and (c) different classes
of transaction, in particular those which involve a transfer of commodities
or scrvices and those which do not but instead take the form simply of
unilateral payments.

6.4. The first of these distinctions is important since it provides the
basic classification needed for economic analysis. Without it there could
be no distinction between costs and incomes nor between consumption and
capital expenditure. The second is important, partly because transactors
are so often the source of statistical and accounting information and partly
hecause they are the centres of economic decisions.  The third criterion is
important because it permits transactions directly involving an absorp-
tion of commodities and services to be distinguished from thase which
involve only a redistribution of purchasing power between the different
sectors of the economy,

6.5. Itis usual and convenient to distinguish between three main sec-
tors of the cconomy: enterprises, houscholds, and government; and in each
case to group the transactions together into one of three accounts, one for
each of the three basic forms of cconomic activity. This completes a
simple accounting presentation of the domestic cconomy. The rest of the
world may .be represented indifferently in such a scheme either as an addi-
tional sector or as an additional type of account. Tt will be represented in
the latter way in what follows.

6.6, The system just described contains three sectors of the economy
each with four accounts, or twelve accounts in all. Some further simpli-
fication is needed if the structure of the Indian economy is to be represented

with existing information and this may conveniently be done by consoli-
dation as follows.

entorprises housecholds  government
production (operating account) {J | 3
consumption (appropriation account) ———0 |
adding to wealth (resting account) D O a
external account d 9| (]

In this diagram solid lines (——) indicate that the accounts over
which they stretch are consolidated. Thus the original system of twelve
accounts is reducced in the manner shown te one of five.
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6.7.

T s : !
‘National Income Commuliee

The first account, the Domestic Product Account in Table 7 below,

is purely functional, that is to say it brings together in summary form all

TABLE 7: THE NA

T A— v —

TIONAL ACCOUNTS OF THE INDIAN UNION: 1948-49*

(1) (2) (3) (4)
DOMESIIC PRODUCT AGCOUNT
expenditure Tevenue
1. indirect taxes 9. current expendifure on commo-
1.1 taxes (25.1) 4.2 dities and sorvices '
1.2 miscellancous fees (24,2} 0.7 5.1 eonsumers (10) B
2, provision for dopre- 5.2 government sector {20) 6.3
ciation (33) D 6. gross domestic capital formation
3. domestic product pecruing fo 6.1 private sector (30.1) I
3.1 private scctor (14) 86.6G 6.2 government sector (30.2) 2.1
3.2 government sector (27) 0.7 7. net sxporis of commodities
und gervices (39) (—)2.1
8. subsidies (21} 0.3
4. total D+92.2 9. total E4-I+6.6
PHRIVATE APPROPRIATION ACCOUNT
expenditure revenue
10. consumer expenditure (5.1) E 14. incomo from domestic
11. direct tuxes (206} praduct (3.1) 86.6
12. private saving (34.1} 8 15. national debt interest (28) 0.5
16. net varned income froin
sbroad (44)) {(—)0.2
17. transfer payments (22) 0.3
18. net donations from
abroad (36) 0.1
13. total i+84-2.0 19. total 87.3
GOVERNMENT APPROPRIATION ACCOUNT
expenditure revenue
20. government expenditure 25, indireci taxes
on cormmodities and 25.1 taxes (1.1) 4,2
services (5.2) 6.3 25.2 miscellaneous fees (1.2) 0.7
21. subsidios {8) 0.3 26. diroct taxes (11) 2.0
22. transfer payments (17) 0.3 27. income from domestic
23, government saving (34.2) 0.2 product (3.2) 0.7
28. less nationnl dobt interost(15) (—)0.56
24, total X 7.1 29. total 7.1
CONSOTIDATIED RESTING ACCOUNT
expenditure revenue
30. gross domestic capital formation A3. provision for depreciation (2) D
30.1 private sector {6.1) I 34. saving
30.2 govornmont sector(6.2) 2.1 34.1 private sector (12) s
31. net londing abroad (37) {(—)2.2 4.2 government sector (23) 0.2
32. total L{{—)o.1 35. total D+5+0.2
REST OF THE WORLD ACCOUNT
expenditire revenue
36. net donations to India (18) 0.1 34. net exports of commaoditics
and services to India (7} 2.1
37. net lending to Indiu (31) 2.2 40. net earned income from
India {16) 0.2
38. total 2.3 41. total 2.3

* in Rs. abja=£75 million pounds sterling= $210 million U.8. dollars,
abja=100 crores=1 milliard=1 U.S. billion=10¢,
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. the transactions relating to the domestic production of the Indian Union
without any subdivision by sector. If more information were available it
would be possible to subdivide the entries in this account by type of orga-
nization (private, government, ete.) and/or by branch of activity (agriculs
ture, manufacturing, commerce, etc.). In fact the sum of entries 3.1 and
8.2 of this tablc are so subdivided in Table 2 of chapter 5 above.

6.8. Thc next two accounts, respectively the Private and the Govern:
ment Appropriation Accounts in Table 7 represent a subdivision
by sector of the second form of economic activity which above has been
called consumption. The first shows on the revenue side the various ele-
ments of private income and on the expenditure side the appropriation
of this income to consumers’ current expenditure, current transfers (in
this case direct taxes) and private saving. The second shows the same ele-
ments for public authorities. In their case the bulk of revenue comes from
taxation and this revenue is laid out either on common services for the
community (education, health, administration, defence, ete.) or translerred

to another sector or saved. The items in this account are further subdivi-
ded in Table 9.

6.9. The fourth account, the consolidated Resting Account in Table 7
“brings together the capital transactions of the Indian Union and shows
how domestic capital expenditure is financed by means of borrowing
from abroad and from the saving and depreciation provisions of I)Liblic
authorities and private individuals and institutions.

6.10. The fifth and last account, the Rest of the World Account in
Table 7 above, brings together the transactions of the Indian Union
with other countries. The items in this account are further subdivided
in Tables 13 and 14 below.

6.11. In all these accounts, we have used symbols wherever numerical
data are not available against the respective activities. Thus, the following
tvpes of activities are represented by the symbols given against them:

Provision for depreciation = D
Consumers’ current expenditure = K
Private capital formation = I

Private saving ==

It may be added that the presentation is articulated, each entry appearing
in one other place in the system. Each cntry is numbered and the number
after each item indicates the entry reciprocal to that item.

6
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6.12. Four items, D, E, I and S, arc connceted by two independent
relationships which may be written in the form

E4I—D = 85.6
E-+S = 85.3

6.13. Thus if certain pairs of items could be estimated, it would he
possible to obtain a residual estimate of each of the remaining two. In fact
if’ value could be obtained for IS; E,I; D,S; D,I; D,E; then it would be
possible to derive respectively DJE; D,S; EI; ES; T.8. A knowledge
of E,S however would not permit D,I to be derived but only the differ-
ence I—D. If all four missing items could be directly and independently
estimated then two constraints would be available with which to adjust ull
the entries in the table. The magnitude of such adjustments in any case
would depend on the reliability of the estimates and the relationships, if
any, between their errors.

6.14. In this way Table 7 brings out clearly the gaps in the present sys-
tem of estimation. Thesc gaps oceur either in the elements of private final
expenditure, F and T; orin the private sources of finance for capital expendi-
ture, D and 8. The cxistence of these gaps sets a new task in the field of
data collection which must be completed before the economic structure of
the Indian Union can be fully drawn up even in the simplified way indicated
in Table 7.

6.15. There are a limited number of income and product totals which
are found to be of recurring use in national income analysis. Many of
these have in fuct been already discussed. The following Table 8 shows
how these other aggregates are related to the basic concept of the national
jncome. The numbers in brackcts after the entries in Table 8 refer to
the entrics in Tdble 7. It will be seen that various income and product
totals commonly in use are readily obtained from the entries in the first
two accounts of Table 7. It may be mentioned here that personal income
before and after tax are other important aggregates. As no reliable
information is available on undistributed profits of corporate enterprises,
we may represcnt this by another symbol U.  Personal income before tax
can be then obtained by subtracting corporation tax and undistributed
corporate profité from private income or (87.30—0.65—U) = (86.65 —U).

Deducting 1.33 for other income taxes, personal income after tax is
© {86.65—1.33 -U)=(85.32—U),



First Reporl : April 1951 43

TABLE 8 RELATIONSHIP BETWHEEN THE NATIONAL INCOME AND THE
OTHER MAIN AGGREGATES OF INCOME AND PRODUCT
FOR THE INDIAN UNION: 1948-49

e ————————— e ———

(1) - (2)
Rs. abja*
1. net national product at factor cost =national income (3.1 +4-3.2--16) 87.1
2. indirect taxos including runiscellaneous fees (1.141.2) 4.9
3. less subsidies (—8) {(—) 0.3
4. net national product at markot pricos (4—2—8--16) EE._'?
5. provision for depreciation (2) D
6. gross national product at market prices (¢ —8--16) D+ 91.7
7. net national product at factor cost =national income (3.1+3.2--16) 87.1
8. less net earnoed incomo from abroad (—16) 0.2
9. net domestic product at factor cost (3.1-43.2) 87.3
10. less income from domestic product aceruing to government (- 3.2) {—) 0.7
11. income from domestic product accruing to private sector (3.1) 86.6
12. national debt interost (15) 0.5
13. net earned income from abroad (16) (—) 0.2
)4. transfor payments (17) 0.3
15. net donations from abroad (18) 0.1
 87.3

18. private income

* Rs. abja=£75 million pounds sterfing== $210 million U.8. dollars.
abja=100 crores=1 milliard=1 U.S. billion=10".

6.16. Accounts of public authorities summarising the activities of the
central and State governments, municipalities, district boards and port
trusts have been presented below in Tables 9, 10 and 11. These have becn
culled from budget accounts, and presented here after reclassification of
government revenuc and expenditure between current and the capital
transactions on the one hand and admlmstratwe and commercial activities
on the other, These ad;usfments are purported to bring out the current
costs of administration and its finance by different channels of revenue,
the distribution of the expenditures on administration, and on ecommercial
activities, and finally the capital transactions of public authoritics as dis-
tinet from current transactions. Expenditure on defence is, by hypothesis,
taken as an item of current cxpenditure, as capital outlay on defence is not
supposed to increasc or to maintain the pmductive resources of the
gommunity. -
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TABLY 9: CURRENT ACCOUNT OF PUBLIC AUTHORITIES:
ADMINISTRATION: 1948-49*

N , (2) (3) () (8) (6)
expenditure revenie
current expenditure on convnodiiies direct taxes on income
and services
10. corporation taxes 0.55
1. civil administration 3.26 11. other income taxes 1.33
. 2.79 . -
2. defonco ’ 12. totnl direct taxes 1.98
3. miscellaneous 0.25
4. total 6.30 Thdireel taaes
5. subsidies 0.34 13, customs 1.39
6. transfer payments to 14, excise 1.0%
individuals 0.26 15. stamps 0.20
7. total current expenditure 6.90 16. land revenue (.42
17. other taxes and dutics 1.08
saving 18. total indirect taxes 4.16
8. surplus on current account 0.20
Jees and niscelluncous receipts
19. civil administration 0.38
20. miscellaneous 0.32
21. total 0.70
22. total tax revenus .84
transfer of aperating surplus from current
accounts of commercial enierprises
23. ratlways 0.25
24. othera 0.25
25. total T 0.80
tneome from property
26. interest roceipts 9.10
27. other receipts 0.12
28. total income from property (.22
29. less national debt interest  {—)0.40
9. total 7.10 30. total 7.10

*in Bs. abja = £75 million pounds sterling = § 210 million U. S, dollars.
abja=100 crores=1 milliard=1 U.S. billion=10e.

N.B.—Figures in Tubles 9-14 are given correct to one crore (ten million) rupees, as
these are based on reliable materia],
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TABLE 10: CURRENT ACCOUNT OF PUBLIC AUTHORITIES:
ENTERPRISIES: 1048-40%

i

(N (2) @ (4 (8 (8
expenditure - ' revenue
purchase of commodities and services sale of commodities and services
from other enterprises
1. railways 0.42 17. railways 2.32
2. others ¢.10 18. others 0.84
3. total 0.52 19. total 3.18
wages and salaries
4. railways 1.19
£, others 0.38
6. total 1.57
interest payments to privale sector through
government (debt services)
7. railways 0.23
8. others ‘0.05
9. total 0.28
provision for maintenance and depreciation
10. railways 0.23
11. othors 0.06
12. total 0.29
operating surplus
13. raillways 0.25
14. others Q.25
15. total . 0.50
16. total 3.16 20, total 3.16
TABLE 11: CAPITAL ACCOUNT OF PUBLIC AUTHORITIES:
ADMINISTRATION AND ENTERPRISES COMBINED: 1948.49*%
. @ ® R
erpenditure revenue
commiercial enterprises
1. maintenance 0.23 8. gurplus on current account 0.20
' ) lav 0 07 9. maintenance provision:
2. capital outlay — commercial enterprises 0.29
3. total 1.20 10. not borrowing 1.58
administrative departmengs
4. maintenanco 0.8}
5. capital ontlay
6. net purchase of assets 0.07
7. total 2.08 11. total 2.0

*in Rs. abja=£75 million pounds sterling = $210 million U.5. dollars.
abja=100 crores=1 milliard=1 U.8. billion=10°.

6.17: Table 12 siven below brings together the different types of out-
flows of money (factor payments and other payments) of all government

activitics.



TABLE 12. NATIONAL INCOME GENERATED IN THE FUBLIC AUTHORITIES SECTOR: 1948.40%
_ = T — =" _— - —_— — T ———
factor pavments other payments
total contbri- purchase of 4
Wages bution to na- | commoditics & | mainten- | transfer purchose
& interest | surplus | tiomal product | secvices from 2% 1053 payments | of asscts | tots
snlaties st factor cost | ofher enter- | provision i
: prises :
(L) (2} (3) {4 {3) (6) (7} 8 {9 (10}
ctrrent acconid of pubilic
authorities: admintstration
1. civil admimistration &
miscellaneous 2.81 2.81 0.70 — 3.51
2. defence 1.17 .17 1.62 — 2.79
3. subsidies : — — —_ 0.34 0.34
4. transfer fo individuals — — _ o0 2h 0.26
5. total 3.98 3.98 2.32 | 0.60 6. 90
currend account of public
authorities: enterprises
8. railwiys 1.19 0.23 0.25 1.67 0.42 0.23 2.32
7. post and telegeaph 0.24 0.01 0.02 .27 0.05 .02 .34
8. forest 0.04 — 0.10 0.14 0.01 .01 0.Ll6
9. road transport 0.02 — 0.0l 0.03 0.0t 001 0.058
10. industries 0.03 0.02 0.04 0.09 0.02 0.01 .12
11, irrigation 0.04 0.02 0.08 0.14 0.01 0.01 0.1%
12. others 0.01 — — 0.01 — — 6.1
13. total 1.59 0.28 .50 2.35 0.52 Q.29 3.16
capital account of public
authorities
14, administration 0.81 0.61 0.2 — 0.81
15. enterpriscs 0,64 o .64 0.5 .07 1.27
16. total 1.25 1.25 0.74 0.07 2.08
17. grand total G. 80 .2 0.50 7.58 3.860 _ 0.2 b. 6D 0.07 12.14

* in Rs. abja=£73 million pounds sterling = §210 million U.S. doliars.

abja=100 crorez=1 millinedl=1 .3, billion=10*,

FIPIUUO]) TUOTUT POV AT
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All the totals given in this table have already appeared in Tables
9, 10 and 11. The purpose of this tahle is the delineation of the
components of the totals given carlier. Also, this table shows the details
- of government cxpenditure on capital account into wages and salaries and
other payments. These do not occur anywhere else in the report. The
net contribution of government administration to national ineome may
thus be derived from this table as the sum of wages and salaries in
government administration’s current and capital expenditures. For
capital account of government administration, 75 per cent of total
expenditure is taken to be made up of wages and salarics, on the basis
of percentages for eivil works expenditure.

6.18. Details of expenditure of government commercial enterprises
are also shown in Table 12, Mining and trading concerns have been
lumped up under item 12 as they are not important enough individually.
Breakdowns of capital cxpenditure bebween wages and salaries and
other payments are not always available in the budget accounts of
government, and hence arbitrary allocations are necessary on the basis of
available ratios for railways, post and telegraph, ete., derived from ana-
lysis of railway and postal accounts. On this basis, wuges and salarics
have been taken at 50 per cent of total expenditure for railways,"post and
telegraph, road transport, clectricity schemes, and iron and stee! and
industrial works. For forest, irrigation, industrial development and
multi-purpose river valley schemes, wages and salaries have been taken at
63 per eant of total expenditure arbitrarily. Sinee detailed information is
available in respect of current expenditure under all these heads, the
order of mugnitude of arbitrary allocations is. not significant in relation
to the total, as will he clear from Tabie 12. '

6.19.  The last set of tables outlines India’s balance of payments posi-
tion with the rest of the world. Current transactions have been shown in
Table 13 which gives the broad constituents of India’s visibic and invisible
foreign trade. Table 14 gives a surmmary of the capital movements during
the year, and outlines the finance of India’s current deficit on trading
account with the rest of the world. Errors and omissions huve been shown
under balancing short term capital movements,
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TABLE 13: INDIA'S BATANCE OF INTERNATIONAL TRANSACTIONS
ON CURRENT ACCOUNT: 1948.49*%

- — ——— — —

'F

(1) (2) (3) (4)
expenditure revenue
1. merchandise imports {c.1.{.} 5.66 7. merchandise exports (f.o.b.] 3.40
2. government (ot included 8. government {not included
elzewhera) ' ' 1.01 elsowhere) : 0.26
3. mmvestinent income 0.32 9. investment income 0.13
4. donations 0.06 19. donaetions 0.18
5. other current pavments for 11. other current recoipts for
commoidities and services .41 conunodities and services 0.73
12. adverse halance oct by
capital incomings 2.22
8. total 7.46 13. {otal 7.46

TABLE 14; ZI.NDIA’S BALANCE OF INTERNATIONAL TRANSACTIONS
ON CAPITAL ACCOUNT: 1948.40*

() (2) (3) (%)
capenditure revenue

I. private long term capital 6. privato long term capitald

(excl. banking institutions) 0.35 (excl. banking institutions) 0.18
2. other long term capital 7. other long term copital

(official and banking institu- (offiziel and banking institu-

tions) 2.11 tions) —
3. balancing short term capital 8. balunving short tarm capitsl

movomenta (indl. errors movements {incl, errors

and cinissions) .08 ai1d 01nisRioNR} 4. 60

4. financo of carrent adversa
halence by nebt capital

incamings 2.29
5. total 4.76 8. total 4.76

* in Rs. abja=£75 million pounds sterling=$210 million 'U.8. dollars.
abja=100 crores=1 milliard=1 U.8. billion=10».

6.20. There are some gaps in the above tables. There are other gans
which made it §mpossible for us to study many important breakdowns
of the national income to which we have referred in chapter 5. The statis-
tical position is not satisfactory, and yet it is not too ‘bad. The future
outlook is promising and is considered in the next chapter.



