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CHAPTER XXI
PUBLIC SECTOR

Coverage

2i.1, Public sector comprises government
administrative depariments as well as govern-
mient departmental and non-departmental enter-
prises, Government administrative departments
include all offices and other bodies engaged in
administration, defence and regulation of the
public order. Deparimental enterprises are un-
incorporated enterprises, owned and controlled
by the public authorities like railways, posts and
telegraphs, mavigation, drainage and power pro-
jects. Non-departmental enterprises cover gov-
ernment companies, wholly or maily owned and/
ot controlled by the public authorities and public
corporations excluding port trusts, housing
boards, municipzl corporations, and improvement
trusts.

21.2. The NAS presents domestic product,
capital formation, and final consumption expenh-
diture both at current and constant (1970-71)
prices, saving, ccondric and pufpose classifica-
{ion of expenditure of the govérnment admini-
strative departments and accounts of public
authorities (administrative departments and
departmental enterprises) and non-departmental
enterprises. Government departmental and non-
departmental énterprises are classified into vari-
ous industrial categories according to the nature
of their activities and the net/gross domestic pro-
duct of these enterprises are included in the res-
pective industrial categories.

Methodology and Source Material
Domestic prodact at current prices

21.3. The domestic product from government
administrative departmenis and defence, compri-
ses compensation of employees. In the case of
departmental and non-departmental enterprises
net domestic product at current prices is obtained
as the sum of compensation of employees and
operating surplus. This is also equivalent to
gross output less inputs in the form of purchases
of goods and services, consumption of fixed capi-
tal and indirect taxes. The methodology and the
source material uscd in the estimation at current
prices have already been prescnted under respec-
tive industrial categories of national product.

21.4. The estimates relating to government
admipistration and departmental esiterpriscs are
obtained by analysing the budget documents and
the anmial accounts of the central and State Gov-
ernments, union territories and local authorities.
The estimates in the case of non-departmental
enterprises are obtained by analysing the annual
accounts contained in their reports,
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Domestic predect at constant prices

21.5.1. The estimates of gross domestic
product for individual industrial categories at
1970-71 prices are prepared using either
the method of deflation by relevant price index
numbers or quantum jndices of volume of activity.

21.5.2. The price indices implicit in the total
domestic production in agricultural and forestry
sector are used for the purpose of deflation of
such activilies in the public sector. The current
price estimates of mining and manufacturing are
deflated by the price indices which are based on
the daia on quantity and valve of output/sales
in the public sector culled out from the annual
reports of the corresponding enterprises. The
price index for mining industry is based on the
output of six important public sector enterprises,
covering the output of coal, gold, manganese ore,
crude-petroleum, natural gas and zinc. Similarly,
for manufacturing industry the price index is
based on the dala of sales of more important of
the enterprises such as: Bharat Earth Movers
Limited; Bharat Heavy Electricals ILimited;
Heavy Engineering Corporation Limited; Hindu-
stan  Antibiotics Limited; Hindustan Cables
Limited; Hindustan Machine Tools Limited;
Hindustan Teleprinters Limited; Hindustan Stecls
Limited; Visveswaraya Iron & Steel Limited;
Indian Oil Corporation Limited; Madras Refi-
neries Limited; Cochin Refineries Limited; Ferti-
lizer & Chemicals (Travancore) Limited: and
Fertilizer Corporation of Tndia Limited. In case
of electricity the base year (1970-71) estimates

of pgross walue added are carried for-
ward to other vyears with the help of
quantum index prepared from the data

on quantity of energy sold by the public
sector as available annually in Public Sector
Electricity Supply—All India Statistics (CEA,
Commercial Directorate of Ministry of Energy).
For water supply the base year estimates are
moved to other years with the help of index of
employment in public sector water supply servi-
ces. In respect of trade, hotels and restaurants,
base year estimates of gross value added are pro-
jected by using the indicators of volume of goods
handled in Food Corporation of India, State
Trading Corporation, Minerals and Metals Trad-
ding Corporation of India, and Indian Dairy
Corporation. 'Value added in public sector acti-
vitizs fn construction and other services compri-
ses mainly compensation of employess. The
current price estimates for these sectors are ad-
justed by the deflator implicit in the estimatcs
of value added in public administration and
defence. For non-departmental construction
enterprises, however, the averzll implicit price
index for construction sector is used. For trans-
port (rail, road, air. water, port frusts, ports



and pilotages etc.), communication and banking
and insurance the methodology for constant price
estima'es is discussed in the respective chapters.

Final consumption expenditure of administra-
tive departments at current prices

21.6. Final consumption expenditure of admi-
nistrative deparlments is equivalent to the com-
pensation of employees and the items of inputs
or intermediate consumption, net of sales. The
sources of data are budget documents and annual
accounts of central and State Governments, union
territories and local authorities. The economic
analysis of the budgets and identification of the
transactions according to their nature enables the
measurement of the relevant items of expendi-
ture.

Final consumption expenditure of administrative
departments at constant prices

21.7.1. Estimates of government final con-
sumption expenditure at 1970-71 prices are pre-
pared separately for compensation of employees
and net purchase of commodities and services.
The constant price estimates of compensation of
employees for central and State Governments and
local authorities are already prepared as a compo-
nent of gross domestic product (i.c. domestic
product of government administration at 1970-
71 prices). Estimates of purchases of commo-
dities and services, net of sales, are obtained
by deflating the current price figures by weighted
average price indices of items of expenditure. For
commodities, price data arc obtained from Jndex
Number of Purchase Prices (DGS&D). Price
indices for services are the same as used for
preparation of constant price estimates of value
added/output of the respective sectors/sub-sec-
tors for the economy as a whole.

21.7.2. The price indices of different com-
modities and services are combined to obtain
overall indices separately for central and State
Government expenditures. The commeodity com-
position of central and State Government expen-
diturc in the base year, which is determined from
the detailed analysis of budget documents is used

as weight. Direct data on patterns of office
expenditure are also obtained from different
administrative  departments/ministries. In the

absence of detailed data on commodity composi-
tion of expenditure of local authorities, the cor-
responding index prepared for State Government
expenditure is used.

Capital formation at current prices

21.8. For cstimating the capital formation of
the public sector at current prices sources of
data are the budget documents of cenfral gov-
ernment, State Government, local bodies and
annual reports of public sector enterprises. Esti-
mates are obtained by analysing the budgets in
the case of public authorities and annual reports
in case of non-departmental enterprises. The
capital formation estimates are prepared separa-
tely in respect of gross fixed capital formation,
¢hange in stocks, and purchase and sale of second
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hand physical assets. These are determined
from the details giving the actual expenditures
incurred under each of the items.

Capital formation at constant prices

21.9.1. The estimates of gross capital.forma-
tion at 1970-71 prices in the public sector are
compiled separately:for (i) - construction; (if)
machinery and equipment; (iii) net purchase of
second hand physical assefs; and (iv) change in
stocks, for each industry group. The method
consists of deflation of current price estimates by
relevant price indices.. ‘

21.9.2. The estimates of capital formation in
construction at current prices in all the industry
groups are deflated by the index of cost of pucca
construction prepared by using prices of different
building materials and wage rates of rural and
urban construction workers. Data on price indi-
ces of public. sector purchases in  respect of
cement, steel, paints,and varnishes, glass, and
electrical goods as available from Index Number
of Purchases Prices (DGS&D) are used. Data on-
prices of bricks and timber and wages of urban
construction ,workers as available from Prices of
Building Material and Wage Rate of Building
Labour (NBO) and for lime, the Index of Whole-
sale Prices (Ministry of Industry) are used. Data
on wages of rural construction workers available
from the DESAg Ministry of Agriculture & Irri-
gation are used, The input structure for. public
sector construction is assumed to be the same as
for general pucca construction for the econcmy
as a whole. , .

21.9.3. For deflation of ' capital formation in
machinery and equipment two sets of indices are
prepared. The first is an overall price index of
purchases of machinery items by the public sector
and the second, pertains, to, purchase , prices of
road and water transport equipments. Both the
indices are based on*the purchase price data
contained in Index Number of Purchase Prices
(DGS&D), weights being the value of purchases
in the base year. In the case of electricity, gas
and water supply industry, however, price index
implicit in the global estimates of capital forma-
tion in- machinery and' equipment used by this
industry is used. o

219.4. The current prices estimates of net
purchases of second hand physical assets in all
the industry groups are deflated by the average
implict cost of "investment index prepared from
the public sector figures at current and constant
prices of construction and machinery and equip-
ment of respective industry groups.
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21.9.5. The current:price estimates of change
in stock :in respect:fof imining and quarrying,
manufacturing, construction, road and water
transport and banking and:insurance are deflated
by the indcx number of purchase prices of
DGS&D. For agriculture, implicit price indices
of value of output of items other than foodgrains,
for electricity, gas and water supply, EA’s index
number of wholesale prices of electrical goods,



and for air transport, trade hotels and restau-
rants, public admiristration and defence and
other services, indices of wholesale prices of zll
commodities are used to deflate the current price
estimates.

Saving at current prices

21.10. The saving of Government administra-
tive departments is obtained by deducting the
current expenditures from the cuorrent receipts,
The items of expenditure include (i} consump-
tion expenditure; (ii) interest on public debt;
{iil) subsidies; and (iv) current transfers, while
the items of receipts are (i) direct taxes; (i)
indirect taxzes; (iii) income from entrepreneus-
ship and property; and (iv) miscellancous
receipts.

21.11. The net saving of government compa-
ries and statutory corporations including the
RBI and LIC, arc estimated using the results of
thc analysis of the annual accounts of these com-
panies and corporation. The net saving is obtained
as an aggregate of net transfers to balance sheet
and net transfers to reserve. Expenditure/income
relating to previous year and capital gains/Josses
are cxcluded. The net saving of the Banking
Department of the RBI is estimated as the sum
of the annual changes in (i) National Agricul-
tural Credit (Long Term Operations} Fund; {ii}
National Agricultural Credit (Stabilisation) Fund,
and (iit) National Industria! Credit (Long Term
Cperations) Fund. In the case of LIC, only the
saving arising out of its general insurance busi-
ness is considercd,

Economic accounts of the public sector at cur-
rent prices

21.12. In addifion to the estimation of value
added, final current consumption expenditure,
capital formation and saving from public admi-
nistration and defence and domestic produef,
capital formation and saving from departmental
amdd non-departmental enterprises, the economic
accounts of the public sector for the different
sub-sectors arc also prepared annually.’®  The
economic accounts of government administration
and departmental enterprisés are somewhat differ-
ent from those of non-departmental enterprises
because of the differences in the sefup and
characters of these activities/enterprises.

21.13. The economic accounts of government
administration and departmental 2nterpriscs com-
prisc (i) income and outlay account of govern-
mear admbmistration; (ii) operating acccumt of
Jdepartmental enterprises; and (i) capital financ:
account of general government (administralion
and deparcmental ertorprisesy.  The ‘recsipts’
in the income and owtlay zocount are classified
into calegorizs like ditect taxes, indicect taxes,
fees and miscellansous receipts, ard income frem
cnterpreneurship and property while cutlays give
consumption expendilure {separaicd into com-
pensation of employees and purchase of com-
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moditics and services, net of sales), interest on
public debt, subsidies and current iransfers to
other sectors of the cconomy., Saving in this
account reprcsents the difference between receipts
and cxpenditures. The operating account of
departmenty) enterpriscs shows the current ope-
rations of the enterprises L.e., reccipts from saics
o commodities and services and expenditures on
intermediate consumption, compensation of em-
ployces, interest, profit and consumption of fixed
capital. The reccipts of capital finance account
include saving, transterred from income and outlay
account of government administrative depart-
ments, consumpiion of fised capital, transferred
from operating account of deparimental cntex-
priscs, capital transfers from the rest of the world,
net borrowings at home and abroad and other
liabilities. The cxpenditure side shews change in
stocks, gross fixed capital formation, net purchase
of physical assets and capital transfers.

21.14. Non-departmental  cnterprises  are
classified into two bread groups of financial and
pon-financial esterprises for the prepartion of
the accounts. For each group, a sct of three
accounts, namely, production, income and out-
lay and capitad finance arc presented.

21.15. For compiling the economic accounts
varipus items of lransactions, which appear in
the budget documents and ananual reports are
classified into different economic categories. In
this process, it is necessary to classiiy these tran-
sactions into current and capital expenditures,
segregate administrative services from entrepre-
neurial activities and separate the transactions
relating to current consumption from financial
transactions,

21.16. The annual rcports of non-departmen-
tal cnterprises present the data in the form of
trading/contract/manufacturing account, profit
and loss account, appropriation account, expendi-
turc during construction account and the balance
sheet. The data from accounts other than ap-
propriation account and the balance sheet are
used for construction of the production account
of the enterprises. Appropriation account along
with the profit and loss account provide the data
for income and outlay account and balancc sheet
the information for thc preparation of capital
finance account.

Porpose classification of expenditure of govern-
ment administrative  departments ot corrent
prices
21.17. Furher tc the =conomic classificet an

ol expenditures of covernment  administiafive

departrients, a aurposewise classification of the

expenditure is also wnderiaken, crosx classiving
them according to the economic character of the
cxpeeditures.  Thus the dassification in lerms
of consnmption expenditure, eapital formation,
current and capital iransizrs and loons apd ad-
¥ances cic. are cross classified according to the
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purpose of the expenditure. The more impor-
tant of the purposewise categories are general
public services, defence, education, health, hous-
ing and community amenities and economic
services,’®

Reliability, Objectivity and Current Status of
Data

21.18. The budget documents are the main
source of information on the activities of govern-
ment administrative departments and departmen-
tal enterprises. These details generally give the
necessary information for the preparation of ihe
estimates of value added, capital formation and
saving and construction of the accounts. Expen-
diture shown in the detailed ‘demand’ does not
always tally with that shown in the annual finan-
cial statement of budget. Tn such cases the
financial statement data are accepted and neces-
sary adjustments are made. Also in a number
of cases inter-account transfers do not agree and
render reconciliation difficult. Details of expendi-
ture do not always correspond to the summary
figures and adjustments are made on the basis
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of the available details. The lack of details re-
garding expenditure on ‘plan schemes’ also makes
the task of economic classification difficult.

21.19. The report Augmentation of Financial
Resources of Urban Local Bodies (Central Coun-
cil of Local Self Government, 1963) contains
consolidated information on income and expendi-
ture of municipalities and notified town area
commiitees for the year 1960-61, but the cover-
age is not complete. Municipal Year Books
containing information in respect of municipal
bodies are available for some of the State govern-
ments. The consolidated accounts of pancha-
yati raj institutions are aiso available for some
states. However, the information available for
local bodies is not adequate for economic classi-
fication of various items.

21.20. There is a considerable non-response
in the case of non-departmental enterprises. Most
of these enterprises finalise their accounts after
a considerable time lag. In a mumber of cases,
use is made of provisional accounis. Further, the
details available in many cases are aiso not ade-
quate for the purpose of economic classification,
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78 Dztails of concepts, Scope and coverage are available in the Final Report of the Committee on Regional

Accounts, (CS0, 1976).



