CHAPTER  2
ECONOMY AND THE PLAN: AN OVERVIEW


The Approach Paper to the Tenth Five Year Plan, as approved by the National Development Council (NDC) on 1st September, 2001, envisages an annual average target growth target of eight  per cent for the economy as a whole. The key strategies to attain this target require realization of a very high investment rate of 32.6 per cent and saving rate of 29.8 as per cent of GDP resulting in a Current Account Deficit (CAD) of 2.8 per cent of GDP.  The acceleration in the growth as envisaged in the Approach Paper would not only require substantial increase in the gross domestic capital formation but also significant improvement in the efficiency of resource use.

2.
The fiscal correction needed to reach the target scenario would be  substantial.  The average fiscal deficit of the Centre needs to be reduced to 2.6 per cent of the GDP at current market prices from the present level of 4.7 % (BE 2001-02). The consolidated  fiscal deficit of the Centre and States  would be required to be reduced to  3.3%  of  GDP.  The  corresponding  revenue  deficit would also require significant

improvement in both Central and States budget.

3.
The feasibility of attaining the target growth rate of such a high magnitude would necessitate significant improvement in the growth rate of slow growing States.  This is also necessary for ensuring balanced development for all states. Recognizing this  requirement  a commitment has been made in the Approach Paper for breaking down of the growth target as well as other broad developmental targets State-wise.

Performance of the Economy

4.
The overall performance of the economy has deteriorated during 2000-01 compared to the previous year. As per the revised estimates of National Income, the Gross Domestic Product (GDP) in 2000-01 recorded a growth of 5.2 per cent as against the growth rate of 6.4  per cent during 1999-2000.

5.
The sectors responsible for slowdown during the year 2000-01 are 'agriculture, forestry and fishing (0.2%), manufacturing (5.6%), electricity, gas and water supply (4.7%), construction (5.5%), trade, hotels, transport & communications (6.7%), and community, social and personal services (7.8%). 

Savings and Investments  

6.
Gross Domestic Savings (GDS) constituted 22.3 per cent of GDP at market prices in 1999-00.  This was marginally higher than the savings rate of 22.0 per cent realised in 1998-99. However, Gross Domestic Investment as a proportion of GDP has marginally increased from 23.0 per cent in 1998-99 to 23.3 percent in 1999-2000.

Fiscal Development

7.
A high level of fiscal deficit continues to be an area of concern for the policy planners.  Ever since economic reforms were initiated, achievement of a sustainable fiscal position has been a constant endeavor.  But progress in this area is still limited. The fiscal deficit of the Central Government is estimated to increase from 5.1 percent of GDP in 1998-99 to 5.4 per cent in 1999-2000, reduced to 5.1 per cent in 2000-01(RE) and 4.7 per cent in 2001-02 (BE).

8.
The fiscal position of the States is under severe stress and much adjustment would be required before a sustainable fiscal position can be achieved.  The combined fiscal position of Centre and States in 1998-99 is indicated by a Gross Fiscal Deficit (GFD) of 8.86 per cent of GDP.  In the year 1999-2000, the combined GFD deteriorated to  9.7 per cent (RE).  The Budget estimates of 2000-01 envisages a combined GFD of 8.59 per cent.

9.
The main area of concern is the slow growth of tax revenues. The Ninth Plan has envisaged an increase in the Tax-GDP ratio of about 1 percentage point during the five years period.  However, the combined tax revenue of the Centre and States as per cent of GDP is yet to reach even the Base Year (1996-97) levels. Except for the year 1998-99 which realized a very low Tax-GDP ratio of 13.25, the tax revenue has remained at a level close to about 14 per cent of GDP till 1999-2000. The Budget Estimates 2000-01 envisages a higher combined tax revenue at 14.94 per cent of GDP.  

10.
On the expenditure side of the Central Government, the components, which have grown rapidly, are interest payments, defence  services and pension and other retirement benefits. With downward revision of the rate of interest on Small Savings, it is expected that the expenditure incurred on interest payment would be contained at a lower level. Total revenue expenditure has grown at an annual compound rate of more than 14 per cent since 1993-94.

Inflation

11.
The Ninth Plan envisages a reasonable degree of price stability. The average inflation rate measured by changes in Wholesale Price Index (WPI) (new series with Base Year 1993-94) was 4.4 per cent in 1997-98. The inflation rate increased to 5.95 percent in 1998-99 but declined to around 3.27 percent in 1999-2000 and increased to 7.16 per cent in 2000-01.

Balance of Payments

12.
The export to GDP ratio increased marginally from 8.2 per cent in 1998-99 to 8.3 percent in 1999-2000 and further to 9.4 % in 2000-01.  Import to GDP ratio increased from 11.4 per cent in 1998-99 to 12.3 in 1999-2000 and further to 12.4 % in 2000-01.  In US $ terms, exports declined by 5.1 per cent in 1998-99 as compared to a growth of 4.6 per cent in 1997-98.  Exports increased   by 10.8% in 1999-2000 and by 20.4 % during 2000-01.    In US $ terms, imports in 1998-99 increased by 2.2 per cent as compared to an increase of 6.0 per cent in 1997-98.  During the year 1999-2000, the imports increased by 17.4 % and during 2000-01 declined by 0.2% over the previous year.

13.
There has been an improvement in the Current Account Deficit, which as percentage of GDP declined from 1.0 per cent in 1998-99 and 1999-2000 to 0.5 per cent in 2000-01.  In tandem, India’s foreign exchange reserves at the end March 2000 increased to US$ 38036 million from US$ 32490 at end March, 1999.  The reserves further increased to US$ 42281 million by March, 2001.
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