CHAPTER 2

ECONOMY AND THE PLAN: AN OVERVIEW

Growth and Macro Economic Parameters

1.
The Tenth Five Year Plan has been formally approved and adopted by the National Development Council (NDC) on 21st December, 2002. The NDC endorsed the ambitious growth target of  8 per cent on an average per year for the economy as a whole.  The strategy to attain the accelerated growth path rests on realization of certain macro economic parameters as estimated by the Plan model.  Critical among them are the investment rate, saving rate and current account deficit (CAD), estimated as 28.4 per cent, 26.8 percent and 1.6 per cent of GDP respectively.  Realisation of these parameters is necessary to put the economy on the desirable growth trajectory, but much would depend on improvement in the capital efficiency. The Tenth Plan envisages an Incremental Capital Output Ratio (ICOR) of 3.58 as compared to the realised ICOR of 4.53 during the Ninth Plan.

2.
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 of all states.  For this purpose, the Tenth Plan includes a State-wise break up of the National growth target along with their sectoral distribution. 

3.
The Tenth Plan emphasizes public investment as a crucial policy intervention, which would be instrumental in bringing about a revival in industrial growth, and thereby the desirable acceleration in the growth rate of the economy.  The required level of public investment estimated as 8.44 per cent of GDP has to be realized through substantial improvement in Governments’ fiscal position. The consolidated fiscal deficit of the Centre and States would be required to be reduced to 6.5 per cent of GDP by 2006-07 from the present level of 10.4 per cent in the year 2001-02. The corresponding revenue deficit would also require significant improvement in both Central and States budget.

4.
The combined Tax-GDP ratio of the Centre and States needs to be increased from 14.1 per cent of GDP to 16.5 per cent of GDP by the terminal year of Tenth Five Year Plan (2006-07). The Centre alone would require to improve its gross tax collection from the present levelof 8.6 per cent of GDP to 10.3 per cent.

Human Development Indicators

5.
The Tenth Plan recognises that economic growth is not the only objective of national planning and indeed, over the years, development objectives are being defined not just in terms of increases in GDP or per capita income but more broadly in terms of enhancement of human well being.  To reflect the importance of these dimensions in development planning, the 
Tenth Plan identifies specific and monitorable targets for a few key indicators of human development. 

Performance of the Economy

GDP Growth

6.
The performance of the economy in the year 2001-02 assumes significance because this is the terminal year of the Ninth Plan and also provides the basis for formulation of the Tenth Plan. The overall performance of the economy has improved during the year 2001-02 compared to the previous year. As per the revised estimates of National Income, brought out by the Central Statistical Organisation, the Gross Domestic Product (GDP) in 2001-02 recorded a growth of 5.4 per cent as against the growth rate of 4.0 per cent during 2000-01.  The sectors responsible for the improvement during the year 2001-02 are ‘agriculture, forestry and fishing’ (5.7%) and ‘Services’. However, the Ninth Five Year Plan failed to achieve its target growth of 6.5 per cent and could attain an average growth of  5.4 per cent. 

Savings and Investments

7.
Gross Domestic Savings (GDS) constituted 23.4 per cent of GDP at market prices in 2000-01.  This was marginally higher than the savings rate of 23.2 per cent realised in 1999-00. However, Gross Capital Formation as a proportion of GDP has decreased from 24.3 per cent in 1999-00 to 24.0 per cent in 2000-01.

Fiscal Performance

8.
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 endeavour.  But progress in this area is still limited.  The combined fiscal deficit of Centre and States has  increased from 6.8 per cent of GDP in 1996-97 to 10.0 per cent of GDP by the end of the Ninth Plan.  The combined  revenue deficit of the Centre and States has also increased from 3.6 per cent of GDP to 6.3 per cent of GDP during the same period.  The fiscal deterioration has been mostly contributed by declining  Tax to GDP ratio and significant increases in the revenue expenditure of the government. Government finances do not indicate any improvement in the year 2001-02. The provisional accounts of Central Government finances reveals deterioration in the fiscal deficit estimated at 5.9 percent of GDP compared to the actual figure of 5.7 percent in the previous year.

Price Stability

9.
The Ninth Plan envisaged 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) during the Ninth plan was 4.9 per cent. In the terminal year of the Ninth plan the Indian economy experienced an average inflation rate of 3.6 percent only. 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. 

Balance of Payments

10.
Exports in dollar terms, grew marginally by 0.05% during 2001-02 as compared to a high growth of 19.6% during 2000-01.  These formed 9.3% of GDP in 2001-02 as against 9.8% in 2000-01.  Imports declined, in US dollar terms, by 2.8% during 2001-02 as against the growth of 7.0% in the previous year.  Import to GDP  ratio has been 11.9% in 2001-02 as compared to 13.0% in 2000-01.

11.
Invisibles (net) increased from US $ 11791 million in 2000-01 to US $ 14054 million in 2001-02.  The current account balance turned positive to US $ 1351 million in 2001-02 from US $ (-) 2579 million in 2000-01 and consequently, current account balance/GDP came to be 0.3% in 2001-02 as compared to (-) 0.5% in 2000-01.

12.
India’s Foreign exchange reserves increased from US$ 42281 million at end March 2001 to US $ 54106 million at end March 2002 and further to more than US $ 69 billion by  December, 2002.  The external debt stock to GDP ratio improved to 20.8% by March 2002 as compared to 22.3% at end March 2001.

