CHAPTER 2

ECONOMY AND THE PLAN: AN OVERVIEW

STATE OF THE ECONOMY


The Indian economy has completed two years of the Tenth Five Year Plan (2002-07), which is not only ambitious in its target fixing, but also optimistic about exploiting the development potential of the economy to its fullest with all the eagerness to place India amongst one of the fastest growing economy in the world.  Enhancement of human well being in terms of all socio-economic indicators has been central to the objectives of the Tenth Plan. Fulfillment of these objectives rests on achievement of the NDC mandated target growth rate of 8% on average per annum. Transformation of the Indian economy from a historical growth path of about 5.5% to an accelerated growth trajectory of 8% would technically depend on the achievement of the crucial macro economic parameters, such as savings rate and investment rate estimated at 26.84% and 28.41 % of GDP, respectively. The Tenth Plan puts emphasis on enhancement of capital efficiency as the guiding principle of all policy intervention for making the growth target feasible.

2.       The economy has suffered serious set back in terms of growth, estimated at 4.0% in real term in the first year (2002-03) of the Tenth Plan. However, growth performance of the economy in the second year of the Tenth Plan (2003-04) as released by the Central Statistical Organisation in its Advance Estimates of National Income, reveals that the economic growth would accelerate to more than 8 per cent.  Since this accelerated growth would be geared by significantly good performance in agriculture sector, it is possible to maintain the growth momentum in the medium term through demand generating impact of agriculture growth. 

3.     Even distribution of the benefits of growth across all regions has been one of the primary objectives of all development planning. In order to emphasize the importance of ensuring balanced development for all States, the Tenth Plan includes State-wise break-up of growth targets, which are consistent with national targets. This is also necessary, because the traditionally slow growing States have to realize acceleration in their growth performance if national target has to be realized. State specific targets take into account the needs, potentialities and constraints present in each State and the scope for improvement in their performance, given these constraints. It is hoped that the presentation of State-wise targets in the National Plan will serve as a catalyst to reinvigorate planning at the State level. 

4.      During the Ninth Plan, the economy as a whole grew at 5.5 per cent per annum.  Among 15 major States, only five States, namely, West Bengal, Karnataka, Orissa, Tamil Nadu and Kerala have achieved higher growth compared to national growth rate while the states of Andhra Pradesh, Bihar, Assam, Haryana, Gujarat, Madhya Pradesh, Maharashtra, Punjab, Rajasthan and Uttar Pradesh have progressed at a rate lower than the national average.

Performance of the Economy

(i)         GDP growth

5.  The overall performance of the economy during 2002-03 suffered further deceleration in the economic growth compared to the previous year. As per the latest estimates on National Income, brought out by the CSO, the Gross Domestic Product (GDP) grew at a rate of around 4.0 % during 2002-03 as compared to 5.8 per cent in 2001-02. This slow growth was on account of poor monsoon that resulted in negative growth rate for the agriculture sector (-5.2%) and a consequent decline in the overall growth rate.   As per the Advance Estimates, the overall growth in real Gross Domestic Product is expected to be 8.1 per cent in 2003-04. This assumes growth rates of 9.1 per cent in agriculture and allied sector, 6.5 per cent in industry and 8.4 per cent in the service sector.

(ii)     Saving and Investments

6      Gross Domestic Savings (GDS) were estimated to be 24.2 per cent in 2002-03 as against 23.5 per cent of GDP at market prices in 2001-02. This was marginally higher than the savings rate of 23.4 per cent realized in 2000-01.During the Ninth Plan, the Gross Domestic Savings (GDS) as a percentage of GDP was 23.1%.  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.  During the Ninth Plan, the Gross Capital Formation as a proportion of GDP was 23.9%.

(iii)     Fiscal Performance 

7.   Ever since economic reforms have been initiated, achievement of a sustainable fiscal position has been a constant endeavor.  The first two years of the Tenth Five Year Plan indicate improvement in the fiscal position of the Central Government. The combined fiscal deficit of Centre and States increased from 6.8 per cent of GDP in 1996-97 to 10.8 per cent of GDP by the end of the Ninth Plan.  The combined revenue deficit of the Centre and States also increased from 3.6 per cent of GDP to 7.0 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 improvement in the fiscal deficit estimated at 5.3 percent of GDP in 2002-03 compared to the actual figure of 6.2 percent in the previous year. There has been further improvement in the fiscal position of the Centre in the year 2003-04, the fiscal deficit of Centre is estimated to be around 4.6% of GDP.

8.     On the revenue receipt side, the tax revenue of Centre and States improved from 13.8% of GDP in 2001-02, to 14.7% in 2002-03 and further to 15.1% during 2003-04. The average tax revenue collection of Centre and the States together, during the Ninth Plan, was 14.0% and for the Tenth Plan, it is targeted to achieve 16.1% 

9.    On the expenditure side, the plan expenditure of the Centre and the States together (inclusive of inter-governmental plan transfers) increased from 8.0% of GDP in 2001-02 to 8.8% in 2002-03 and 8.7% in 2003-04. The average plan expenditure of the Centre and the States during the Ninth Plan was 7.8% and for the Tenth Plan, it is targeted to achieve 9.0%. The non-plan expenditure of Centre and States increased from 24.5% of GDP in 2001-02 to 25.4% in 2002-03 and 26.1% in 2003-04. The average non-plan expenditure of Centre and States during the Ninth Plan was around 23.8% and during the Tenth Plan it is envisaged to reduce the ratio to 23.1%. 
(iv) Price Stability

10       The Ninth Five Year Plan (1997-2002) experienced 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 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.  The estimated  rate of inflation for 2003-04 was 5.5 per cent.

(v)       Balance of Payments

11.    During 2003-04, exports (DGCI&S) amounted to $ 61845.10 million as against $ 52741.99 million during 2002-03, signifying a growth of 17.26%.  Exports to GDP ratio have been 11.08% in 2003-04 and 10.4% in 2002-03. 

12.    Imports (DGCI&S) aggregated to $ 75209.06 million during 2003-04 as compared to $ 60188.53 million in 2002-03 recording thereby a growth of 24.96%.  Oil imports grew by 14.29% from $ 17648.12 million to $ 20170.25 million during the current year.  Imports to GDP ratio have been 13.47% in 2003-04 and 12.8% in 2002-03.

13.      During 2002-03, current account balance was $ 4137 million as compared to $ 782 million during 2001-02.  During April-December 2003, current account balance has been $ 3226 million.  Current account balance to GDP ratio has been 0.7% in 2002-03 as compared to 0.2% in 2001-02 and (-) 0.8% in 2000-01.

14.    Foreign exchange reserves have been increasing at a fast rate during the current year.  These were  $ 75428 million in 2002-03 which increased to $ 110317 million by end March 2004.  These reserves consist of $ 106125 million of foreign currency assets, $ 4190 million worth of gold and $ 2 million of SDRs.

15.    Foreign investment net inflows during 2002-03 were $ 4555 million as against $ 6692 million in 2001-02 and $ 5862 million in 2000-01 (RBI Bulletin, March 2004).  During April-December 2003, foreign investment has increased substantially and aggregated to $ 10134 million, with $ 2513 million of foreign direct investment and $ 7621 million of portfolio investment.

16.       India’s external debt at $ 109578 million as on end-June 2003 increased by $ 5027 million (i.e. by 4.8%) from $ 104551 million at end-March 2003.  The size of short-term debt remained modest at $ 4569 million at end-March 2003 and $ 5834 million by June 2003 constituting 4.4% and 5.3% respectively of the total external debt.  Debt stock to GDP ratio has been 20% in 2002-03 as compared to 21.0% in 2001-02.   
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