CHAPTER 2

ECONOMY AND THE PLAN: AN OVERVIEW

STATE OF THE ECONOMY

The acceleration in the growth trajectory of the Indian economy achieved in the 2nd year (2003-04) of the Tenth Five Year Plan, measuring an annual growth rate of 8.2% in Gross Domestic Product (GDP), reassures India’s growth potential. This growth momentum is expected to be maintained in the current year (2004-05).  There is evidence of industrial revival and upswing in the investment climate as reflected in the growth performance of the economy in the first two quarters of the current year. The economy is expected to achieve an overall growth rate of 6.5%, which  signifies a continuing upturn of the economy.

The commitment to maintain the growth rate at 7-8% annually on a sustainable basis has been reiterated by the National Common Minimum Programme (NCMP) of the United Progressive Alliance (UPA) Government.  Other economic agenda included in the NCMP are (i) providing universal access to quality basic education and health; (ii) generating gainful employment in agriculture, manufacturing and services, and promoting investment; (iii) assuring 100 days’ employment to the breadwinner in each family at the minimum wage’; (iv) focusing on agriculture and infrastructure; (v) accelerating fiscal consolidation and reform; and (vi) ensuring higher and more efficient fiscal devolution.

            Ever since economic reforms have been initiated, achievement of a sustainable fiscal position has been a constant endeavor.  The Central Government’s effort to achieve this has resulted in the enactment of Fiscal Responsibility and Budget Management (FRBM) Act, 2003, which has been notified with effect from July 5, 2004.  The FRBM Act mandates significant improvement in the fiscal balance and revenue balance position of the Central Government within a specified time frame.  The FRBM target for the Gross Fiscal Deficit (GFD) of the Central Government has been fixed at less than 3% of GDP, to be achieved by the end of the financial year 2008-09 and corresponding Revenue balance to GDP ratio is targeted to reach zero per cent from its present deficit level of 3.5% (2003-04 BE).  

 
Similar to the Central Government’s FRBM Act, some State Governments such as, Karnataka, Kerala, Punjab, Tamil Nadu and Uttar Pradesh have also enacted the Fiscal Legislations to maintain fiscal prudence and to contain fiscal deficits.


With a view to relieve the States from the  fiscal stress, a debt swap scheme has been introduced with effect from 2002-03.  This enables the  States to prepay their high cost debt to the Centre through additional market borrowings and proceeds from Small Savings. The Union Budget for 2004-05 extended the facility of debt swap by allowing States to raise fresh loans and repay their old high-cost loans to NABARD and some other agencies.  The Union Budget for 2004-05 has also reduced the interest rate of loans from Centre to States from 10.5 per cent in 2003-04 to 9 per cent during 2004-05.
PERFORMANCE OF THE ECONOMY

(i) Growth and Sectoral Output


The Tenth Five Year Plan (2002-07) as approved by NDC targeted an average growth rate of 8% per annum for the economy as a whole.  The agriculture sector was projected to grow at 4 per cent per annum, while the industrial sector and services were targeted to grow by around 9 per cent per annum.


The overall performance of the economy during 2003-04 has been quite encouraging with an estimated annual growth rate of 8.2 percent in Gross Domestic Product (GDP) over the previous year. The growth rate in agriculture and allied sector is estimated at 9.1 percent while that in industry and services sector it is 6.7 percent and 8.7 percent respectively. As per the latest estimates on National Income, brought out by the Central Statistical Organisation, the Gross Domestic Product (GDP) is expected to grow at a rate of around 7 percent during the first half of the year 2004-05.  The estimated growth rate of agriculture, industry and services sectors during the first two quarters of the current year are 1.5 percent, 7.5 percent and 8.8 percent respectively.

(ii) Saving and Investments

        Gross Domestic Savings (GDS) were estimated to be 24.2 per cent of GDP in 2002-03 as against 23.5 per cent of GDP at market prices in 2001-02. Gross Capital Formation as a proportion of GDP increased marginally from 23.1 per cent in 2001-02 to 23.31 per cent in 2002-03.  

(iii) Fiscal Performance 

The first three years of the Tenth Five Year Plan indicate improvement in the fiscal position of the Central Government. The fiscal deficit of Central Government was 5.9 percent of GDP in 2002-03, declined to 4.5 percent in 2003-04 (Provisional Accounts). There has been further improvement in the fiscal position of the Centre, which is estimated at 4.4 per cent of GDP (BE) in 2004-05.  However, the fiscal deficit of State governments has not shown any improvement.  The fiscal deficit of States as a % of GDP was 4.2% in 2002-03, 4.7% (RE) in 2002-03 and 4.2% (BE) in 2003-04.

The revenue deficit of the Central Government has also come down drastically from 4.4% of GDP in 2002-03, to 3.5% (Provisional) of GDP in 2003-04 and 2.4% (BE) of GDP in 2004-05. The revenue balance position of States Government has not shown any improvement as well as expenditure management.

The interest payments of Central Government have declined from 4.8% of GDP in 2002-03, to 4.5% (Provisional) of GDP in 2003-04 and 4.1% (BE) of GDP in 2004-05. The decline in interest payment is due to low interest rate, which are driven by market forces.  However, the impact of low interest rate is yet to be reflected in States’ finances. State Government loans bears an average cost of borrowing of 12 per cent due to the huge debt stock accumulated in the past. The present policy of debt swapping would improve the States’ fiscal position marginally.

On the revenue receipt side, the tax-GDP ratio of Centre has improved from 8.8% in 2002-03, to 9.5%(Provisional) in 2003-04 and 10.1% (BE) in 2004-05.  The Union Budget 2004-05 has announced broadening of service tax  and  levy a education cess of 2 per cent on income tax, corporation tax, excise duties, customs duties and service tax.

(iv) Price Stability

The average inflation rate is measured by changes in Wholesale Price Index (WPI) (new series with Base Year 1993-94). In the first year of the Tenth plan (2002-03) the Indian economy experienced an average inflation rate of 3.4 percent. The realization of inflation at a reasonably low level is mostly explained by the price indices of manufacturing product, which constitutes about 64 percent of the weight assigned to various commodity groups in the WPI.  Inflation rate for the years 2003-04 was 5.5 per cent.   The inflation rate for the nine months of the financial year 2004-05 has been higher at 7.0 per cent. The price rise is mostly explained by hike in the international crude oil prices and increase in the edible oil prices.

 (v)       Balance of Payments


During 2003-04, exports amounted to $64723 million as against $ 53774 million during 2002-03, signifying a growth of 20.36%. Exports to GDP ratio were 11.82% in 2003-04 and 11.9% in 2002-03. During April-September 2004-05, exports are valued at $ 34451 million as compared to the level of $ 27960 million during April-September 2003.


During 2003-04, imports aggregated to $ 80177 million as compared to $64464 million in 2002-03 recording thereby a growth of 24.37%. Oil imports during April-November 2004-05 are valued at US $ 19944.51 million which is 55.79% higher than oil imports valued at US $ 12801.84 million in the corresponding period last year. Imports to GDP ratio have been 14.64% in 2003-04 and 14.02% in 2002-03. During April-September 2004-05, imports are valued at $ 51892 million as against $ 37319 million during April-September 2003.


During 2003-04, current account balance was $ 10561 million as compared to $ 6345 million during 2002-03. During April-September 2004, there has been a current account deficit of $ 3259 million. Current account balance to GDP ratio has been 1.9% in 2003-04 as compared to 1.4% in 2002-03.


Foreign exchange reserves have been increasing during the current year and reached $ 131015 million by December 24,2004 as compared to $ 74805 million in End-March 2003 and $ 27864 million in end December 2003. The present level of reserves consist of $ 125049 million of foreign currency assets, $ 4540 million worth of gold, $ 5 million of SDRs and $ 1421 million Reserve Position in IMF.


Foreign Investment net inflows during 2003-04 were $ 14776 million as against $ 4161 million in 2002-03 and $ 6686 million in 2001-02(RBI Bulletin, November 2004). During April-September 2004, foreign investment net inflows stand at $ 2554 million (foreign investment inflow being $ 18699 million and outflow at $ 16145 million) with $ 2042 million of FDI ($ 3341 million inflow and $ 1299 million of outflow) and $ 512 million of Portfolio Investment ($ 15357 million inflow and $ 14846 million outflow).


India’s external debt stood at $ 113590 million as on end-September 2004, and was slightly higher (by 1.6%) as compared to $ 111830 million at end-March 2004. The size of short-term debt remained modest at $ 4770 million at the end of March 2004 and $ 6485 million at the end of September 2004 constituting 4.3% and 5.7% of the total external debt. Debt stock of GDP ratio was 17.6% in March 2004 as compared to 20.2% in March 2003.  
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