
NIPFP Library



Effect of Domestic Government Debt on Private Consumption

and Saving in India

S e c ti o n  1 :  O b j e c t i v e  of  the Study

I n d i a  is a d e v e l o p i n g  c oun tr y  f a c i n g  i n s u f f i c i e n t  s a v i n g ,  

i nad eq ua t e  i n ve st me nt  and low income.  D i v e r t i n g  e x i s t i n g  saving  

to s o c i a l l y  d e s i r a b l e  i n v e s t m e n t s  i s  a u a j O r  p r o b l e m  in Cue

c o u n t r y .  V i e we d  from the l i m i t a t i o n s  as w e l l  as h e s i t a n c y  of

p r i v a t e  s e c t o r  to u n d e r t a k e  s o c i a l l y  d e s i r a b l e  i n v e s t m e n t s ,  

p u b l i c  s e c t o r  in I n d i a  has b e e n  a s s i g n e d  an i m p o r t a n t  role , ,  

P u b l i c  s e c t o r ,  througn p l a n n i n g  p r o c e s s ,  has been e n t r u s t e d  wit.i 

the r e s p o n s i b i l i t y  of c h a n n e l i s i n g  s av ing  to s o c i a l l y  p r o d u c t i v e  

investment  a c t i v i t i e s .  W hi le  such p u b l i c  sec tor  p a r t i c i p a t i o n  in 

i nves tment  may r e s u l t  in g r e a t e r  e x t e r n a l i t i e s ,  it may a l s o  lead 

to f i n a n c i a l  c r ow d i n g  o u t .  In that  e v e nt ,  the c h o i c e  between  

p u b l i c  and p r i v a t e  sector  i n ve s t m e n t  s hou ld  depend on r e l a t i v e  

p r o d u c t i v i t y  of the two s e c t o r s .

In I n d i a ,  d om e s t i c  p u b l i c  d e o t  is being  i n c r e a s i n g l y  used as 

an i ns tr ume nt  for m o b i l i s i n g  p r i v a t e  s a v i n g .  In t h i s  c o n t e x t ,  it

is important  to examine  the e f f e c t i v e n e s s  and d e s i r a b i l i t y  of

d o m e s t i c  p u b l i c  d e b t  as a means of m o b i l i s i n g  s a v i n g  in tne 

economy.  But so car no emp ir ica i a tte mp ts  nave been raads m  

th i s  r e g a r d .  T h e r e f o r e ,  the o o j e c t i v e  of the p r e s e n t  study l s  to 

l U ^ m ^ a t  e m p i r i c a l l y  tae e f f e c t  of  d om es t ic  government debt on 

p r i v a t e  c o n s u m p t i o n  and s av ing  in I n d i a n  economy.  In order to 

i ■-! c i  ̂ i. c ci t e a n a i y s i ^ \ s u L j ^  ̂j 6 n t s e c t i o a s ace o c j j a l s e u as 

f o l l o w s :  S e c t i o n  2 o u t l i n e s  jOr t h e o r e t i c a l  a s p e c t s .  S ec t i o n
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3 h i g h l i g h t s  the n d j o r  e . ip ir io al  s t u d i e s .  S e c t i o n  a pre se nts  t'n| 

s t r u c t u r e  of d o m e s t i c  g o v e r n m e n t  d e b t  in the c o u n t r y  ar,cj 

c o n c e p t u a l i s e s  i t .  S e c t i o n  5 d e s c r i b e s  the methodology  a d o p t ®

for  the p r e s e n t  e m p i r i c a l  a n a l y s i s .  S e c t i o n  5 p r e s e n t s  anl
i§

i n t e r p r e t s  the e m p i r i c a l  r e s u l t s .  The f i n a l  s e c t i o n  draws th| 

major  i n f e r e n c e s .

S e c t i o n  2 :  T h e o r e t i c a l  A s p e c t s .

In  i t s  l i t e r a t u r e  t h e r e  is  a c o n t i n u i n g  a e D a t e  over  tHjg 

e f f e c t  o f  government  debt  as a method o f  f i n a n c i n g  government) 

s p e n d i n g  on th e  c o n s u m p t i o n  - s a v i n g  d e c i s i o n  o f  the  p r i v a t e  

s e c t o r .  At the o u t s e t ,  it  is u s e f u l  to make t h r e e  important ;  

o b s e r v a t i o n s  in t h i s  r e g a r d .  F i r s t  the d e b a t e  on the e f f e c t  of
■

g ov er nm ent  debt  on p r i v a t e  c o ns u mp ti o n  is m a i n l y  subsumed in the;

d - s c u s s i o n  of  the r e a l  burden of  p u b l i c  d e b t .  Second the e f f e c t
:

o f  g o v e r n m e n t  d e b t  on p r i v a t e  c o n s u m p t i o n  is a n a l y s e d  in the  

d i f f e r e n t i a l  i n c i d e n c e  f r a m e w o r k  s p e c i f i c a l l y ,  as  the  issue'  

a d d r e s s e d ,  is in terms of  the e f f e c t  of  s u b s t i t u t i n g  government 

d e b t  for  taxes  to f i n a n c e  a g iv en  le ve l  of  gove rnme nt  spending on 

p r i v a t e  c o n s u m p t i o n .  T h i r d ,  t h e o r e t i c a l l y  the e f f e c t  of  

g o v e r n m e n t  d e b t  on p r i v a t e  c o n s u m p t i o n  d e t e r m i n e s  till 

e f f e c t i v e n e s s  o f  d ebt  f i n a n c i n g  as a f i s c a l  p o l i c y  i ns tr ument ,  as 

the p r i v a t e  s e c t or  consumpti on  c o n s t i t u t e s  an important  component 

of  a g g r e g a t e  demand.

The K e yn e s i a n  theory  is based on the a ss u m p ti o n  that the 

f i s c a l  p o l i c y  v a r i a b l e s  - t a x e s ,  t r a n s f e r  payments and government 

d e bt  - i f  at a l l  - can a f f e c t  p r i v a t e  c o n s u m p t i o n  only through 

t h e i r  e f f e c t  on p r i v a t e  d i s p o s a b l e  . income ( F e l d s t e i n ,  19 82)-

T a x e s  r e d u c e  d i s p o s a b l e  Income and t h e r e b y  r e d u c e  p r i v a t e  

c o n s u m p t i o n .  S i m i l a r l y ,  government t r a n s f e r  payments increase  

the l ev el  of d i s p o s a b l e  inco.ie and c o n s e q u e n t l y  i n c r ea s e  private  

c o n s u m p t i o n .  In the K e y n e s i a n  t h e o r y ,  it is as s um ed  t ha t
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g o v e r n  .r.i? n t d e b t  i s t a l l y  a 0.5 or b e d  in c u r r e n t  . 5 1 v l n g of  toe

or ivat e  s e c t o r .  In thi s  frame wor k,  when the level  of government 
i.

spending is  h e ld  c o n s t a n t ,  a s u b s t i t u t i o n  of debt for

taxes would i n c r e a s e  p e r s o n a l  d i s p o s a b l e  income ^  t.ie e x t e n t  or 

tiie tax cut  r e s u l t i n g  in the i n c r e a s e  of p r i v a t e  c^iica-ipt l -aa 

the m a g n i t u d e  of  the i n c r e a s e  w i l l  d e p e n d  on the m a r g i n a l

p r op ens i ty  to consume out of the d i s p o s a b l e  i nc o me .

The e x p a n s i o n a r y  e f f e c t  of a s u b s t i t u t i o n  of government d e bt  

for t a x e s  in t he  K e y n e s i a n  a n a l y s i s  c r u c i a l l y  d e p e n d : -  :>n the 

a s s u m p t i o n  t h a t  g o v e r n m e n t  d e b t  d o e s  not r e d u c e  p r i v a t e  

c onsumpti on  bat  t r a n s f e r s  p r i v a t e  s aving  for p u b l i c  p urpose s .  In 

t he or y,  wh eth er  gove rnme nt  d e b t  i s  ab so rb e d  in p r i v a t e  saving  or 

is absorbed  in d i s p o s a b l e  income (as in the case  of t a xa t i o n )  

d e p e n d s  on the  p r i v a t e  s e c t o r  p e r c e p t i o n  of g o v e r n m e n t  d e b t ,  

e ither  as an a d d i t i o n  to net  w e a l t h  in p r i v a t e  sector p o r t f o l i o  

or as an a d d i t i o n  to i t s  f u t u r e  tax l i a b i l i t y .  In the

l i t e r a t u r e ,  t he r e  are three  d i s t i n c t  views as to the p r i v a t e  

s e c t o r  p e r c e p t i o n  of  g o v e r n m e n t  d e b t  a t t r i b u t a b l e  to p i g o u  

(1928)  , Buc na nan  ( 19 58 )  and Bar ro  ( 19 74 )  .

P i g  ou ( 19 28)  i l l u s t r a t e s  w h a t  is p o p u l a r l y  known as the 

c l a s s i c a l  theory and h i s  e x p o s i t i o n  is very o f t e n  r e f e r r ed  to as 

the R i c a r d o  - P i g o u  t h e s i s  ( se e  Sh oup ,  1962 )  . Government d ebt  

e n t a i l s  p e r i o d i c  payment of i n t e r e s t  and a f i n a l  redemption of 

the d e bt  w hi ch  would  e s s e n t i a l l y  i n vol ve  a f ut u re  tax l i a b i l i t y .  

A c c o r d i n g  to P i g o u ,  i n d i v i d u a l s  ar e  u n a b l e  to p e r c e i v e  t h i s  

future  tax l i a b i l i t y  because  of two r e a s o n s :  ( 1 ) in a f i n i t e  l i f e

span they are u n c e r t a i n  as to th e ir  own fu tu r e  tax s hares  for the

redemption  of d e b t  and ( i i )  " .................... lar ge  s u b s c r i b e r s  have good

reason to hope that  the i n t e r e s t  on their  h o ld i ng s  w i l l  exceed  

the con t r 1 bu t ion in taxes  w hi ch  they w i l l  have to n,ake to p r ov i de

tor t i n s  i n t e r e s t "  ( P i g o u ,  1 9 2 3 ,  P.  2 44) . In th i s 1 r anewor* ut
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P j. j o V . a n ai'laiy a i. 3; j O V  2 l vl ue 11 t d Q b L
: t the e x t e n t  cue p r i v a t e  se c t o r

1 • ■ L »_ A _ 1_ ' i .

Buchanan ( 1 9 5 3 ;  assumes p e r f e c t  f i s e al  i l l u s i o n  under winch
I

i n d i v i d u a l s  are c om pl e te ly  myopic to f utu re  tax shares  i m p l i c i t  

in government d e b t .  T n e r e f o r e ,  they vol unta rily '  exchange  the i^

c ur r e n t  saving  for government de bt  in order to secure a d e s i r e d  

f u c u r e  s tream of income . Government debt  is f u l l y  p e r c e i v e d  as‘ 

net w e al t h  in the p r i v a t e  sector p o r t f o l i o .  The i m p l i c a t i o n  of 

B u c n a n a n ' s  f o r m u l a t i o n  c o u l d  be made c l e a r e r  t h r o u g h  a 

c om pa r at iv e  s t a t i c  a n a l y s i s  where in we e i t h e r  (i)  compare two 

s i t u a t i o n s ,  w i th  and W i t h o u t  government debt  or ( i i )  examine  the 

d i f f e r e n t i a l  i n c i d e n c e  of d ebt -t ax  s u b s t i t u t i o n  for a g i v e n  l evel  

of expend itur e . .  Under the former,  when a d d i t i o n a l  government 

s pe nd in g  is  f i n a n c e d  through government  d e b t ,  p r i v a t e  consumption 

r e m a i n s  u n a f f e c t e d  as  the g o v e r n m e n t  d e b t  is  met s o l e l y  from 

p r i v a t e  s a v i n g .  Un de r  the l a t t e r  m e t h o d ,  a s u b s t i t u t i o n  of 

g o v e r n m e n t  d e b t  for  t a x e s  k e e p i n g  c o n s t a n t  the l e v e l  of 

government  s p e n d in g  l ead s  to an i n c r e a s e  in d i s p o s a b l e  income bj 

t he  a m ou n t  of  the ta x  c ut  and the p r i v a t e  s e c t o r  c o n s u m p t i o n  

i n c r e a s e s  by the m ar g in a l  p r o p e n s i t y  to consume.

Barro ( 1 9 7 4 )  in h i s  ingenious  model assumes i n d i v i d u a l s  who 

would behave as though they have an . i n f i n i t e  l i f e  sp an .  In his 

mod el ,  where i n h e r i t a n c e  l in ks  g e n e r a t i o n s ,  the u t i l i t y  of the 

p r e s e n t  g e n e r a t i o n  depends  not on ly  on thei r  own c onsumpti on  but 

a l s o  on f u t u r e  c o n s u m p t i o n  of the h e i r s .  B a s i c  to the B a r  r 3 

m od el  is the a s s u m p t i o n  th a t  the f u t u r e  tax l i a b i l i t y  of & 

c u r r e n t  i n c r e a s e  in government d ebt  is f u l l y  p e r c e i v e d  by the 

p r e s e n t  g e n e r a t i o n  and their d i s c o u n t e d  value of t h i s  f utu re  tax 

l i a b i l i t y  e x a c t l y  e q u a l s  the v a l u e  of  c u r r e n t  i n c r e a s e  *■ 

g o v e r n m e n t  d e b t .  The i n d i v i d u a l s  t h e r e f o r e  f o r e g o  t h e i r

c ah s a mp t i^ n by an p . v u l e n t  a m o u n t  of  tne v a l u e  of s u r r e a l

L,1 J L 6 J 3 C 3  o L* l Vj t  ̂ COTlo t I O ||

;s government d ebt  as
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i n c r ea s e  in government debt  and pass on the r e s u l t i n g  s aving  as 

b e q u e s t  so t h a t  the d e s c e n d e n t s  c o u l d  h a v e  the same l e v e l  o f

u t i l i t y  as t h e y  would  h a v e  be en  h a v i n g  in the  a b s e n c e  o f  the

c u r r e n t  i n c r e a s e  in g o v e r n m e n t  d e b t .  I n t e r p r e t e d  in a

d i f f e r e n t i a l  i n c i d e n c e  f r a m e w o r k  w h e r e  g o v e r n m e n t  d e b t  i f  

s u b s t i t u t e d  for  taxes  would mean that p r i v a t e  consumption remains  

u n c h a n g e d ;  g o v e r n m e n t  d e b t  d o e s  n o t  h a v e  any  e x p a n s i o n a r y  

e f  f ec ts  .

T h e o r e t i c a l l y ,  a new d i m e n s i o n  to the e f f e c t  of  government 

d e b t  on p r i v a t e  c o n s u m p t i o n  has  b e e n  g i v e n  by B a i l e y  ( 1 9 6 2 ) .

A cc ord ing  to him the p r i v a t e  s ec tor  c ons ump ti on  depends a l s o  on

the p e r c e i v e d  b e n e f i t s  from government s p e n d i n g .  To the e xt en t  

the p r i v a t e  s e c to r  p e r c e i v e s  government spending  as p r o v i d i n g  

c u r r e n t  u t i l i t y  by the p r o v i s i o n  of  c u r r e n t  consumption g ood s ,  

the p r i v a t e  s e c t o r  would s u b s t i t u t e  government  spending  for its  

own p r i v a t e  consumption  s p e n d i n g .  T hi s  s u b s t i t u t i v e  e f f e c t  of  

government sp en di n g  on p r i v a t e  c onsumpti on  s pe nding  would be less  

to the e x t e n t  to w h i c h  the p r i v a t e  s e c t o r  p e r c e i v e s  the 

government s p e n di n g  as p r o v i d i n g  f u t u r e  u t i l i t y  by the p r o v i s i o n  

of  i n v e s t m e n t  g o o d s .  The m a j o r  a s p e c t  to note  h e r e  is the 

t h e o r e t i c a l  a r g u m e n t  t h a t  o n c e  t he  b e n e f i t  from g o v e r n m e n t  

s p e n d i n g  is f u l l y  p e r c e i v e d  by the p r i v a t e  s e c t o r ,  what is  

i m p o r t a n t  f o r  p r i v a t e  c o n s u m p t i o n  i s  t he  g o v e r n m e n t  s p e n d i n g  

v a r i a b l e ,  the mode of  f i n a n c i n g ,  w h e t h e r  g o v e r n m e n t  d e b t  or 

t a x e s ,  is not r e l e v a n t .

S e c t i o n  3- E x i s t i n g  Major  E m p i r i c a l  s t u d i e s

S i n c e  the e f f e c t  of  g overnment  debt on p r i v a t e  consumption 

is cl oud ed  in t h e o r e t i c a l  c o n t r o v e r s i e s ,  the issue  was attempted 

to be solved e m p i r i c a l l y  by s e v e r a l  e c o n o m i s t s .  Before  o u t l i n i n g  

the major s t u d i e s  in t h i s  r e g a r d ,  it is wor th whil e  to make the 

f o l l o w i n g  o b s e r v a t i o n s .  F i r s t ,  a l l  t h e  e x i s t i n g  e m p i r i c a l



s t u d i e s  on the e f f e c t  of government de bt  on p r iv a t e  consumption
n

are done  in the c ont ext  of d e v e l o p e d  e c o n o m i e s ,  p a r t i c u l a r l y  igj

t he  c o n t e x t  o f  tne U n i t e d  S t a t e s .  S e c o n d ,  t h e s e  e m p i r i c a l
m

s t u d i e s  have m a i n l y  t ake n two d i r e c t i o n s :  ( i )  the net w e a 1 tif

e f f e c t  of government debt is t e s t e d  by d i r e c t l y  e s t i m a t i n g  the

c o e f f i c i e n t  of p u b l i c  d e b t  v a r i a b l e  in a p r i v a t e  c o n s u m p t i o n

f u n c t i o n  and on t h i s  b a s i s ,  the e f f e c t  of  g o v e r n m e n t  d e b t  cfj

p r i v a t e  c o n s u m P F E Q i - O i a P P i ^ W ^ i ^ Y S ^ ^ S ^ i S ^ n  ter p re  ted , ( i i )  the
ON PRIVATE CONSUMPTION 

t e s t i n g  for  the iN r n rae n ' d e b t  on P r i vat§j

c o n s u m ^ t i o n - s a v i n g s  d e c i s i o n  is  c a r r i e d  out by t e s t i n g  foe
S GOPALAKRISHNAN' 1

c e r t a i n  c o e f f i c i e n t  r e s t r i c t i o n s  in a c o n s u m p t i o n  f u n c t i o n

i m p l i e d  by the W8t2wealth  e f f e c t  of Af§Wel8%fent d e b t .

I n  the US c o n t e x t ^  K o c n i n  ( 1 9 7 4  ) e s t i m a t e d  a c o n s u m p t i o n  

f u n c t i o n  and i n t e r p r e t e d  the n e g a t i v e  c o e f f i c i e n t  of the 

g ov er nm en t  d e f i c i t  v a r i a b l e  as e v i d e n c e  a g a i n s t  the net  wealth 

e f f e c t  of government  bonds.  Y a w i t z  and Meyer (1976 )  reported 

e m p i r i c a l  e v i d e n c e  in f a v o u r  o f  the n e t  w e a l t h  e f f e c t  of 

g o v e r n n e n t  s e c u r i t i e s  in the US as in t h e i r  e s t i m a t e d  consumption; 

f u n c t i o n  the c o e f f i c i e n t s  of the v a r i a b l e s ;  stock of governmehf 

s e c u r i t i e s  ana p c i v a x e  w e a l t h  are p o s i t i v e  and not s i g n i f i c a n t l y  

Gi t t 'ereat.  Tanner vi 97 9 ,  c o n t r a d i c t e d  the net  wealth  e f f e c t  of
- fjj

g o v e r n n e n t  s e c u r i t i e s  in the US c o n t e x t  s i n c e  in the consumption 

e q u a t i o n  ne e s t i m a t e d  the c o e f f i c i e n t  of  the stock of government 

s e c u r i t y  v a r i a b l e  was not s i g n i f i c a n t l y  d i f f e r e n t  from zero; ,  

Hoo-combe,  J a c k s o n  and Z a r d k o o h i  ( 1 9 8 1 )  e s t i m a t e d  a saving  

f u n c t i o n  for the US and i n t e r p r e t e d  the p o s i t i v e  c o e f f i c i e n t  of 

tne  f l o w  of  g o v e r n m e n t  d e b t  v a r i a b l e  as  e v i d e n c e  of  p a r t i a l  

c a p i t a l i s a t i o n  of future  tax l i a b i l i t y  i m p l i c i t  in government 

s e c u r i t i e s  into  p r i v a t e  s a v i n g .  Hol combe ,  J a c k s o n  and Zardkconf 

( 1 9 8 2 )  e x p l i c i t l y  included tax v a r i a b l e  in the saving  f u n ct i on  irt

r e s p o n s e  to a c r i t i c i s m  from C a r m i c h a e l  ( 1 9 8 1 )  and a c c o r d in g ! !
-S

i n t e r p r e t e d  the d i f f e r e n c e  between the c o e f f i c i e n t s  of the tax 

and d e ot  v a r i a b l e s  in tne e s t i m a t e d  e q u a t i o n  as the d i f f e r e n t i a l
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e f f e c t  of  s u b s t i t u t i n g  d e b t  f i n a n c e  foe t a x e s .  Agai. i ,  L i e u  

e m p i r i c a l  f i n d i n g  s up por t ed  p a r t i a l  c a p i t a l i s a t i o n  of i m p l i c i t  

t a x e s  of  g o v e r n m e n t  d e b t  i n t o  p r i v a t e  s a v i n g .  Sea  ter ( 1 9 8 2 )  

e s t i ma t ed  t o t a l  cons umpti on  f u n c t i o n ,  non-durable  cons umpti on  

f u n c t i o n  and a s s e t  der.iand f u n c t i o n  making use of the US d a t a ;  the 

net  w e a l t h  e f f e c t  is  s u p p o r t e d  o n l y  by h i s  n o n - d u r a b l e  

consumption f u n c t i o n  e s t i m a t i o n  w he r ei n  the c o e f f i c i e n t  of the 

government d ebt  v a r i a b l e  turned  cut s i g n i f i c a n t l y  p o s i t i v e .

B u i t e r  and T o b i n  ( 1 9 7 9 )  p o i n t e d  o u t  t h a t  p r i v a t e  s e c t o r  

p e r c e p t i o n  of g overnment  d e f i c i t  as  ta xe s  when t r a n s l a t e d  i nto  

e m p i r i c a l  t e r m s  w o u l d  i m p l y  t h a t  in the e s t i m a t e d  p r i v a t e  

c onsumpti on  f u n c t i o n  va lue s  of the c o e f f i c i e n t s  of d e f i c i t  and 

tax v a r i a b l e s  s n o u l d  oe the sane and their  absolute  v a l u e  would 

equal  the c o e f f i c i e n t  of  income v a r i a b l e .  Their  e m p i r i c a l  test  

for the US i s  i n c o n c l u s i v e .  C a r m i c h a e l  and Hawtrey (1981)  in the 

A u s t r a l i a n  c o n t e x t  p r o v i d e d  e v i d e n c e  a g a i n s t  the d e b t - t a x  

e q u i v a l e n c e  in th e ir  e f f e c t  on p r i v a t e  c onsumpti on  by e s t i m a t i n g  

a p a r t i a l  a d j u s t m e n t  model of c on su mp ti o n  f u n c t i o n .  In f a c t ,  

tney t es te d  for the r e s t r i c t i o n  that the sum of the c o e f f i c i e n t s  

of d i s p o s a b l e  income v a r i a b l e  and the f l o w  of government s e c u r i t y  

v a r i a b l e  are  n o t  s i g n i f i c a n t l y  d i f f e r e n t  from z e r o .  T h e i r  

e m p i r i c a l  e v i d e n c e  s up p or t ed  the i r r e l e v a n c e  of f i n a n c i n g  mix - 

t a x e s ,  d e b t ,  and  money - on p r i v a t e  c o n s u m p t i o n .  F e l d s t e m  

( 1 9 8 2 )  p o i n t e d  out  t h a t  the d e b t - t a x  e q u i v a l e n c e  can  be 

e m p i r i c a l l y  s u p p o r t e d  o n l y  i f  in the e s t i m a t e d  c o n s u m p t i o n  

f u n c t i o n ,  the sum of  the c o e f f i c i e n t s  of the government debt  and 

p r i v at e  w e a lt h  v a r i a b l e s  are not s i g n i f i c a n t l y  d i f f e r e n t  from 

z e r o .  F e l d s t e i n ' s  c o n s u m p t i o n  f u n c t i o n  e s t i m a t i o n  in the US 

c o n t e x t  s h o w e d  no c o n c l u s i v e  e v i d e n c e  of  t h i s  c o e f f i c i e n t  

r e s t r i c t i o n .  K os k e l a  and V i r e n  ( 19 83 )  by e s ti m a t i n g  a p r i v a t e  

c on su m pt i on  f u n c t i o n  for the OiiCD c o u n t r i e s  r e j e c t e d  debt -t ax
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e q u i v a l e n c e  by r e j e c t i n g  the c o e f f i c i e n t  r e s t r i c t i o n  that the? 

c o e f f i c i e n t s  of the tax and debt v a r i a b l e s  are the same and the ij|
m

a b s o l u t e  val ue  e q ua l  the c o e f f i c i e n t  of tne income v a r i a b l e .

IS

K o r m e n d i  ( 1 9 8 3 )  in the US c o n t e x t  p r o v i d e d  e v i d e n c e  iff

fav our  of the de bt -t a x  i r r e l e v a n c e  for p r i v a t e  sector consumption
Jl

and the s u b s t i t u t i v e  e f f e c t  of government  s pending  v a r i a b l e  on 

p r i v a t e  c o n s u m p t i o n .  A l s o ,  A s h a u e r  ( 1 9 8 5 )  t h r o u g h  hif!

c o n s u m p t i o n  f u n c t i o n  e s t i m a t i o n  for the US ,  s u p p o r t e d  the 

s u b s t i t u t i v e  e f f e c t  of  g o v e r n m e n t  s p e n d i n g  v a r i a b l e  and tnif 

i r r e l e v a n c e  of d e f i c i t  and tax v a r i a b l e s  for p r i v a t e  cons ump ti on ;  

H i s  major e m p i r i c a l  r e s u l t  was that even though d e f i c i t  and tax 

v a r i a b l e s  are  i r r e l e v a n t  for p r i v a t e  c o n s u m p t i o n ,  they  are 

i m p o r t a n t  for t-heir i n f o r m a t i o n a l  c o n t e n t s  as to the expected  

g ove rnm ent  s p e n d i n g .

S e c t i o n  4 :  S t r u c t u r e  o f  D o m e s t i c  G o v e r n m e n t  De bt  and

C o n c e p t u a l i s a t i o n

In order  to a n a ly s e  the e f f e c t  of d omes tic  government debt 

on p r i v a t e  c ons u mp ti o n  and sav ing  in I n d i a ,  it  is n ec e ss ar y  to
'•

o u t l i n e  the s t r u c t u r e  and c o m p o n e n t s  of  d o m e s t i c  d e b t  in the 

c o u n t r y .  In t h i s  r e g a r d ,  it  is  u s e f u l  to note  the f o l l o w i n g  

t h r e e  m a j o r  a s p e c t s :  ( i ) d e b t  of  the C e n t r a l  . an d  S t a t e

g o v er nm e nt s  in I n d i a  c o n s i s t s  of  not o n l y  the stock of market 

bor r ow in g  but a l s o  d i v e r s e  kinds of government  l i a b i l i t i e s ,  ( i i )  

g o v e r n m e n t ' s  market borrowing in the c o u n t r y  is  l a r g e l y  c onf i ned  

to a c a p t i v e  m ar ke t ,  the c o n s t i t u e n t s  of wnicn are s t a t u t o r i l y  

r e q u i r e d  to i n v e s t  in g o v e r n m e n t  s e c u r i t i e s  and ( i i i ) ^

s u b s t a n t i a l  p o r t i o n ,  of  the t o t a l  m a r k e t a b l e  d e b t  of  the 

gov er nm en t  i s  m o n e t i s e d .
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For tne p ur pos e  oi; the j r e s e n t  s t u d y ,  f ol lo w in g  mainly tne 

Report of the Committee to Revi ew  the working  of the Monetary 

S y s t e m  ^ 1 9 8 j ) , tne  d o m e s t i c  d e b t  on tne C e n t r a l  and S t a t e  

governnients i s  combined and c l a s s i f i e d  into  (1) Marketable  d ebt ,  

(2; Small  s av i ng s  (3) P r o v i d e n t  funds and (4) Other l i a b i l i t i e s .  

T h i s  c l a s s i f i c a t i o n  e x c l u d e s  the item ' L o a n s  and advances from 

C e n t r a l  G o v e r n m e n t '  , w h i c h  i s  p a r t  or the S t a t e  g o v e r n m e n t s '  

d e b t ,  as it i s  an i n t e r - g o ve r nm e nt a l  d e b t .  In the new scheme of 

c l a s s i f i c a t i o n ,  m a r k e t a b l e  d ebt  i n c l u d e s  (i)  Market loans and 

bonds of C e n t r a l  and St at e  g ove rn me nt s  and ( i i )  T re asury  b i l l s  of 

the C e n t r a l  g o v e r n m e n t .  Small  s a v i n g  e x c l u s i v e l y  belong to the 

C e n t r e ' s  d e b t .  P r o v i d e n t  f u n d s  of  the  C e n t r a l  and S t a t e  

governments  are p ut  t o g e t h e r .  A l l  other  domest ic  d ebts  of the 

C e nt re  and S t a t e  g ove rn me nt s  are put  in the r e s i d u a l  c ategory ,  

other l i a b i l i t i e s .  Components  of other  l i a b i l i t i e s  are (i)  Other 

un fund ed  d e b t s ,  ( i i )  R es er ve  f u n d s  and d e p o s i t s ,  ( i i i )  Sp ec ial  

f l o a t i n g  loans ( j. v ) S p e c i a l  s e c u r i t i e s  i s s u e d  to Reserve Bank of 

I n d i a  (v) Ways  and means a d v a n c e s  from R e s e r v e  Bank and (vi )  

Loans from banks and other  i n s t i t u t i o n s  ( items  (l) through ( iv)  

form p ar t  of C e n t r a l  g o v e r n m e n t s '  d e b t  and items (v) and (vi) 

form part  of St at e  g o v e r n m e n t s '  d e b t ) .  T ab le  1 shows combined 

d o m e s t i c  g o v e r n m e n t  d e b t  of  C e n t r a l  and S t a t e  g o v e r n m e n t s  

a c c o r d i n g  to the c l a s s i f i c a t i o n  a d o pt e d  in the pr es e nt  study.

The i n s t i t u t i o n a l  a s p e c t  of m a r ke ta b le  d e bt  in the country  

i s  t h a t  the g o v e r n m e n t  b o r r o w s  f r o m  a c a p t i v e  m a r k e t  the 

c o n s t i t u e n t s  of  w h i c h  are  r e q u i r e d  to i n v e s t  in g o v e r n m e n t  

s e c u r i t i e s  by mandatory p r o v i s i o n s .  Major c o n s t i t u e n t s  of th i s  

c a p t i v e  market are R es er ve  Bank of  I n d i a ,  Commercial  Banks ,  L i f e  

I n s u r a n c e  C o r p o r a t i o n  of  I n d i a ,  and v a r i o u s  P r o v i d e n t  Fund 

S c h e m e s .  A b r i e f  d e s c r i p t i o n  of  the c a p t i v e  market  foe 

government  s e c u r i t i e s  is p r e s e n t e d  in A n n e x t u r e  I .
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Vac i o u s  c o n s t i t u e n t s  of the c a p t i v e  market m o b i l i s e  funds 

from the p r i v a t e  sector and the government  through its market 

borrowing  proyramma m o b i l i s e s  a p o r t i o n  of such fun ds .  In t h i m  

c a s e ,  it  may be noted that p r i v a t e  sector  d oe s  not d i r e c t l y  nol4  

g o v e r n m e n t  s e c u r i t i e s .  but  in a way they  h o i d  g o v e r n m e n t  

s e c u r i t i e s  i n d i r e c t l y  as the c o n s t i t u e n t s  of the c a p t i v e  markei  

a r e  m a i n l y  f i n a n c i a l  i n t e r m e d i a r i e s .  Y e t  a n o t h e r  important!  

a s p e c t  to note about  the mar ke ta ble  government  d ebt  is  that 

p o r t i o n  of t h i s  debt is m o n e t i s e d .  T h e r e f o r e ,  in a n a l y s i n g  tn 

e f f e c t  of marketable  government d e b t  on p r i v a t e  consumption it ii 

n e c e s s a r y  to decompose the m a r k e t a b l e  debt  into  its  monetised  ant 

non-mone ti sed components .

B r i e f l y ,  the f o l l o w i n g  may be s a i d  a b o u t  the r e m a i n i n g  

components  of domest ic  government d e b t .  Small  saving  m ob il i se d  

by C e n t r a l  government through the post  o f f i c e  net-work in the 

c o u n t r y  c l o s e l y  resembles  d i r e c t  market b or r ow in g  from p rivate  

s e c t o r .  I t  may a l s o  be n o t e d  t h a t  t r a d i t i o n a l l y  f i s c a l  

i n c e n t i v e s  are given  to the i n v e s t i n g  p u b l i c  in small  saving .  

P r o v i d e n t  f u n d  is a m a n d a t o r y  c o n t r  l o u t i o n  by e m p l o y e e s  as a 

s o c i a l  s e c u r i t y  measure which is  to be r e p a i d  by government tc 

the employees  normally  at the time of their  r e t i r e m e n t .  As noted 

e a r l i e r  other  l i a b i l i t i e s  in the p r e s e n t  scheme of c l a s s i f i c a t i o n  

of  government debt s  are r e s i d u a l  i tems .

B e f o r e  the e m p i r i c a l  i n v e s t i g a t i o n ,  it  is u s e f u l  ffl 

c o n c e p t u a l i s e  the e f f e c t  of i n d i v i d u a l  components of domestics
.

government  d e b t  on p r i v a t e  c o n s u m p t i o n  and saving  in the c ou n tr y .  

The i dea  here  i s  to t h e o r i s e  the e f f e c t  on p r i v a t e  consumption 

and saving  when government d e b t  components  are s u b s t i t u t e d  fof| 

t a x a t i o n ,  k ee p in g  the l e ve l  of government  e x p e n d i t u r e  c o n s t a n t .

10



Moneti sed  p ar t  o£ m ar ke ta ble  government  debt  i nc rea se s  the 

stock of money s u p p l y  and the e x t e n t  of th i s  increase  in money 

supply  depends on the value  of money m u l t i p l i e r .  When monetised 

marketable  d e b t  is  s u b s t i t u t e d  for t a x a t i o n ,  it is e vi d e n t  that 

d i s p o s a b l e  i nc ome  of  the p r i v a t e  s e c t o r  w i l l  i n c r e a s e  by an 

amount of the tax r e d u c t i o n .  T h i s  i n c r e a s e  in d i s p o s a b l e  income 

i s  d i v i d e d  b etween  c u r r e n t  c on su mp ti o n  and s a v i n g ,  depending  on 

the m a r g i n a l  p r o p e n s i t y  to c o n s u m e .  B u t  t h e o r e t i c a l l y ,  the  

e x t e n t  of  tne  i n c r e a s e  in c u r r e n t  c o n s u m p t i o n  d e p e n d s  on the 

p r i v a t e  s e c t o r  p e r c e p t i o n  of the i n c r e a s e  in money s u p p l y  on 

a c c o u n t  of  the  m o n e t i s e d  m a r k e t a b l e  d e b t .  I f  p r i v a t e  s e c t o r  

p e r c e i v e s  the i n c r e a s e d  money s u p p l y  as an a d d i t i o n  to p r i v a t e  

n e t  w e a l t h ,  the  i n c r e a s e d  money s u p p l y  w o u l d  be a b s o r b e d  in 

p r i v a t e  s a v i n g .  On the c o n t r a r y  i f  the i n cr e a s e  in money supply 

i s  p e r c e i v e d  as f u t u r e  tax l i a b i l i t i e s ,  tne monetised debt would 

have  a t a x - l i k e  e f f e c t  on p r i v a t e  c o n s u m p t i o n  and s a v i n g .  

T h e r e f o r e ,  a s u b s t i t u t i o n  of  m o n e t i s e d  g o v e r n m e n t  d e b t  f or  

t a x a t i o n  d o e s  not g e n e r a t e  any chan ge  in p r i v a t e  consumption and 

s av ing  d e c i s i o n .

C o n c e p t u a l l y ,  non-monet 1 sed m a r k e t a b l e  debt  is lL ke ly  to 

h a v e  the same e f f e c t  as t a x a t i o n  on p r i v a t e  c o n s u m p t i o n  and 

saving  in tne I n d i a n  c o n t e x t .  T rus  i s  for two re as ons .  F i r s t ,  

by and l arge  p r i v a t e  sector  in the c o u n t r y  d oes  not hold d i r e c t l y  

n o n -raonetised m a r k e t a b l e  d e b t .  T h e r e f o r e ,  there may not take 

p l a c e ,  a net w e a l t h  e f f e c t  on p r i v a t e  consumption on account  of 

non m o n e t i s e d  m a r k e t a b l e  d e b t .  S e c o n d ,  p r i v a t e  s e c t o r  mi g a t  

r a t i o n a l l y  p e r c e i v e  the f u t u r e  tax l i a b i l i t i e s  i m p l i c i t  in the 

c u r r e n t  non-monetised  m a r k e t a b l e  d e bt  for the reason that even 

though it is the c a p t i v e  market whi ch  h ol ds  thi s  d ebt ,  the f ut u re  

tax l i a b i l i t y  i n v o l v e d  in s e r v i c i n g  the d ebt  f i n a l l y  rests  with 

the p r i v a t e  s e c t o r .  These  a s p e c t s  s u g g e s t  that an increase  in 

n o n - m o n e t i s e d  g o v e r n m e n t  d e b t  f or  f i n a n c i n g  g o v e r n m e n t  

e x p e n d i t u r e  would r educe  p r i v a t e  c on su mp ti o n  and saving just  as
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t a x a t i o n  does- A l t e r n a t e l y ,  g i v e n  the  l e v e l  o f  gove rnme nt ,  

e x p e n d i t u r e ,  a s u b s t i t u t i o n  of  n o n - m o n e t i s e d  m a r k e t a b l e

g o v e r n m e n t  d e b t  f o r  t a x e s  w o u l d  not c a u s e  any  c h a n g e  in th|| 

p r i v a t e  consumpti on  and s a v i n g .

S m a l l  s a v i n g  and  p r o v i d e n t  f u n d s  a r e  c o m p o n e n t s  of  

government  debt held  d i r e c t l y  by p r i v a t e  s e c t o r .  The e f f e c t  of a 

s u b s t i t u t i o n  of these components for t a x a t i o n  on c urr ent  p riv ate  

c o n s u m p t i o n  and s a v i n g  d e c i s i o n  d e p e n d s  on p r i v a t e  sec  td|f 

p e r c e p t i o n  of these forms o f  debt as net w e al t h  or f ut u re  tax 

l i a b i l i t i e s .  As noted b e f o r e ,  other  l i a b i l i t i e s  in the pr es ent  

scheme of  c l a s s i f i c a t i o n  of  government debt  are of a residual!  

c a t e g o r y  and a g a i n  t h e i r  e f f e c t s  on p r i v a t e  c o n s u m p t i o n  and 

' s a vi n g  depend on the p r i v a t e  s ector  p e r c e p t i o n  of t hi s  form of

de bt  as net  w eal th  or f u t u r e  tax l i a b i l i t i e s .

S e c t i o n  5 :  Me thodology  Adopted

F o l l o w i n g  some of  the e x i s t i n g  e m p i r i c a l  s t u d i e s  outl ined

e a r l i e r ,  the p r e s e n t  study  is attempted to h i g h l i g h t  the e f f e ct  

o f  g o v e r n m e n t  d e b t  on p r i v a t e  c o n s u m p t i o n - s a v i n g  d e c i s i o n  by 

t e s t i n g  the c o e f f i c i e n t  e q u i v a l e n c e  of debt and tax v a r i a b l e s  in 

a p r i v a t e  c o n s u m p t i o n  f u n c t i o n .  - F r e e  as  w e l l  as r e s t r i c t e d  

c o ns u m p t i o n  f u n c t i o n  e s t i m a t e s  are attempted  and an F-test is 

pe rf or me d to test  the n ull  h y p o t h e s i s  that the c o e f f i c i e n t s  of 

the debt-and tax v a r i a b l e s  are  not s i g n i f i c a n t l y  d i f f e r e n t  in the 

e s t i m a t e d  e q u a t i o n .  I f ' t h e  c o mp u t e d  F - s t a t i s t i c  e x c e e d s  the 

a p p r o p r i a t e  F -d i s t r i b u 1 1  on t a b l e  v a l u e ,  the c o e f f i c i e n t

e q u i v a l e n c e  i.s r e j e c t e d  and i f  the computed F - s t a t i s t i c  is lesj 

than the t a b l e  v a l u e ,  the c o e f f i c i e n t  e q u i v a l e n c e  is not rejected  

( s e e  for i n s t a n c e  Rao and .Mi l l e r  ( 1 972 ) ) .

S p e c i f i c a l l y ,  the study e s t i m a t e s  the f o l l o w i n g  consumptior 

func t i o n :
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C = i ;Y G T D:)

Where C = per c a p i t a  r eal  p r i v a t e  consumption

Y = per c a p i t a  r e a l  net n a ti o n a l  product 

G = per c a p i t a  r e al  government spending  on 

goods and s e r v i c e s  

T = per c a p i t a  r e al  ta x es  net of t r a n s f e r  

payments

D^= per c a p i t a  r e a l  government domestic debt

( s u b s c r i p t  i s t a n d s  for the components of the 

debt)

A nne xure  I I  shows the d e t a i l s  of  the v a r i a b l e s  u s e d -

The c o n c e p t  o f  income used  in the consumption f u n c t i o n  is

the net n a t i o n a l  p roduct  r a t h e r  than d i s p o s a b l e  income.  T hi s  is 

b e c a u s e  of  two r e a s o n s .  F i r s t ,  it  is a r g u e d  t h a t  in a

c o n s u m p t i o n  f u n c t i o n  w h e r e i n  it  is  a s s u m e d  t h a t  i n d i v i d u a l s  

r a t i o n a l l y  p e r c e i v e  both the b e n e f i t s  from government e x p e n d i t u r e  

as well  as the futu re  tax l i a b i l i t i e s  i m p l i c i t  in governments  

f i s c a l  p o l i c y  i n s t r u m e n t s ,  it is the t otal  income g e ne r a t e d  in 

the economy th at  is r e l e v a n t  for p r i v a t e  consumption r at h er  than 

d i s p o s a b l e  i n c o m e  [ s e e  K o r m e n d i  ( 1 9 8 3 ) ] .  S e c o n d ,  more

i m p o r t a n t l y  t h e  c o n s u m p t i o n  f u n c t i o n  a d o p t e d  for  the  p r e s e n t  

study  shoul d  n e c e s s a r i l y  i n c l u d e  tax v a r i a b l e  in order to t es t  

for the c o e f f i c i e n t  e q u i v a l e n c e  of  debt and tax v a r i a b l e s  so as 

to c a p t u r e  the  e f f e c t  of  a s u b s t i t u t i o n  of g o v e r n m e n t  d e b t  

v a r i a b l e  for  t a x a t i o n .  Tax v a r i a b l e  is c o n c e p t u a l l y  a d e c r e a s e  

in d i s p o s a b l e  i nc o me  and the v a r i a b l e  p r o v i d e s  the same 

i n f o r m a t i o n  as d i s p o s a b l e  income but for the a l g e b r i c  s ig n  of

i t s  c o e f f i c i e n t ,  in a c o n s u m p t i o n  f u n c t i o n .  In t h i s  way 

c o n c e p t u a l l y  the e f f e c t  of  d i s p o s a b l e  income could be subsumed in 

the tax v a r i a b l e  even w i t h o u t  e x p l i c i t l y  i n c l u d i n g  a d i s p o s a b l e
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income v a r i a b l e  in the e s t i  r a t e d  c o n s u m p t i o n  f u n c t i o n . !  

G o v e r n m e n t - s p e n d 1 ng v a r i a b l e  is i n c l u d e d  in the c o n s u m p t i o n !  

f u n c t i o n  i ; 1 o r d e r  to c a p t u r e  the c o n s t a n c y  or government-! 

s p e n d i n g ,  when t a x a t i o n  is  s u b s t i t u t e d  by government  d ebt .

S e c t i o n  6 :  R e s u l t s

Tab le  2 snows e st ima t es  o£ free  and r e s t r i c t e d  consumptio 

f u n c t i o n  au gmented  for the components of d o m e s t i c  government debtjj 

as w e l l  as the t otal  domestic  d e b t .  A l l  e q u a t i o n s  are esti mat ed  

in f i r s t  d i f f e r e n c e  in l i n e a r  form and c o r r e c t e d  for f i r s t  order,  

a u t o c o r r e 1 at  i o n . E q u a t i o n  (1 ;  s h ow s  the e s t i m a t e s  of the:  

c o n s u m p t i o n  f u n c t i o n  w i t h o u t  i n c l u d i n g  a d e b t  v a r i a b l e .  As,  

s u g g e s t e d  by the test  s t a t i s t i c s ,  the e q u a t i o n  seems to explain.;  

f a i r l y  w e l l  the p r i v a t e  c o ns u m p t i o n .  B e f o r e  i n t e r p r e t i n g  the? 

m a m  r e s u l t s ,  a b r i e f  comment on e q u a t i o n s  (2a) and (2b) is i n 

o r d e r .  E q u a t i o n s  (2a)  and (2b) are f re e  and r e s t r i c t e d  estimates.;  

of c o n s u mp ti o n  f u n c t i o n  wherein m one ti se d  mar ke ta b le  debt is the! 

r e l e v a n t  d e b t  v a r i a b l e .  I d e a l l y  t h e s e  e q u a t i o n s  were  to b e ; 

augmented tor the i n cr ea se  in money s up p ly  that  r e s u l t e d  from the-; 

m o n e t i s a t i o n  of d e b t .  In the a b s e n c e  of s u c h  p r e c i s e  d a t a , |  

m o n e t i s e d  m a r ke ta b le  debt  is used as a proxy v a r i a b l e .

E q u a t i o n s  ( 2 b ) ,  ( 3 b ) ,  ( 4b )  and ( 6b )  are r e s t r i c t e d ,

c o n s u m p t i o n  f u n c t i o n  esti mat es  augmented for moneti sed  marketable  

d e b t ,  non ;uo;.e ti  sed m a r k e t a b l e  d e b t ,  sn .all  s a v i n g  and o t h e r  

l i a b i l i t i e s ,  r e s p e c t i v e l y .  In tnese e q u a t i o n s  F-test performed 

r e j e c t s  the n u l l  h ypothes is  of the c o e f f i c i e n t  e q u i v a l e n c e  of the 

r e l e v a n t  components of the debt  v a r i a b l e  and tne tax v a r ia bl e  

B u t  it is  i m p o r t a n t  to note  t h a t  the r e j e c t i o n  of the a b o v e ;  

h y p o t h e s i s  does  not au toi.a 1 1 ca 1 ly e n s u r e  net  wealtn  e f f e c t  of 

these  components  of domestic  d e bt  in the e sti ma t ed  e q u a t i o n s .  

Tn i s is o ec aus e  j.n a l l  tne e s t i m a t e d  e q u a t i o n s  mentioned above^ 

the r e s t r i c t e d  e st i ma t e  of the c o e f f i c i e n t  is not s t a t i s t i c a l l y
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s i 0 n i f i e a n t . The i n f e r e n c e  that  can be drawn in th i s  regard  is 

that  b e h a v  i o u r l y  p r i v a t e  s e c t o r  d oe s  not p e r c e i v e  t h e s e  

components of  domestic  government  debt - monetised  mar ke ta bl e  

d e b t ,  non m o n e t i s e d  m a r k e t a b l e  d e b t ,  s ma l l  s a v i n g  and o t h e r  

l i a b i l i t i e s  - e i t h e r  as an a d d i t i o n  to p r i v a t e  net we alt h  

future  tax l i a b i l i t i e s .  T h e r e f o r e ,  these  forms of  debt do not 

have any e f f e c t  on c u r r e nt  p r i v a t e  consumption  and s a v i n g .  The 

i n t e r p r e t a t i o n  in t h i s  c o n t e x t  is that  at any g iv en  l e v e l  of  r e al  

income,  k e e p i n g  c o n s t a n t  government  e x p e n d i t u r e  a s u b s t i t u t i o n  of 

t a x a t i o n  f o r  t h e s e  forms of  g o v e r n m e n t  d e b t  r e d u c e s  p r i v a t e  

consumption  and s a v i n g ,  d e p e n d i n g  on the m a r g in a l  p r o p e n s i t y  to 

consume and on t he  c o n t r a r y ,  i f  any  of  t h e s e  c o m p o n e n t s  of  

domestic d e b t  is s u b s t i t u t e d  for t a x a t i o n ,  p r i v a t e  cons umpti on  

and s av i ng  r e m a in  u n a f f e c t e d .

E q u a t i o n  ( 5 b )  is  t h e  r e s t r i c t e d  c o n s u m p t i o n  f u n c t i o n

estimate  au gmented  for p r o v i d e n t  f u n d s .  In t h i s  e q u a t io n  F-test 

d o e s  n o t  r e j e c t  the  n u l l  h y p o t h e s i s  o f  the  c o e f f i c i e n t

r e s t r i c t i o n  t ha t  the c o e f f i c i e n t s  of  ta xe s  and p r o v i d e n t  funds  

are not s i g n i f i c a n t l y  d i f f e r e n t .  In t h i s  case  the r e s t r i c t e d  

e sti mat e  of  the c o e f f i c i e n t  is s t a t i s t i c a l l y  s i g n i f i c a n t  at 5 

percent l e v e l  of  s i g n i f i c a n c e  and has a ne6 a t i v e  a l g e b r i c  s i g n .  

T h i s  e m p i r i c a l  e v i d e n c e  is s u g g e s t i v e  of  p r i v a t e  s e c t o r  

p e r c e p t i o n  of  p r o v i d e n t  funds  as tax l i a b i l i t i e s  and t h e r e f o r e

p r o v i d e n t  f u n d s  h a v e  a tax l i k e  e f f e c t  of  r e d u c i n g  c u r r e n t  

p r i v a t e  c o n s u m p t i o n  and s a v i n g .  In  a d i f f e r e n t i a l  i n c i d e n c e  

framework the i n t e r p r e t a t i o n  is that  when p ro vi d en t  funds are  

s u b s t i t u t e d  f o r  t a x a t i o n  p r i v a t e  c o n s u m p t i o n  and s a v i n g  is 

reduced in the  same way as t a x a t  ion does .

E q u a t i o n  ( 7 b )  Is  t h e  r e s t r i c t e d  c o n s u m p t i o n  f u n c t i o n

a u g m e n t e d  f o r  t o t a l  d o m e s t i c  g o v e r n m e n t  d e b t .  In t h i s  c a s e  

F-test r e j e c t s  the null  h y p o t h e s i s  that  the c o e f f i c i e n t s  of taxes  

and t o t a l  d o m e s t i c  g o v e r n m e n t  d e b t  a r e  not s t a t i s t i c a l l y
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d j. L'tecent;  . .ioreover the estimated  r e s t r i c t e d  coef  t i c i e n t  i s als<j| 

not s t a t i s t i c a l l y  s i g n i f i c a n t .  T hi s  e v i d e n c e  s u g g e s t s  that wherfl
Jl

t o t a l  d o m e s t i c  d e o t  is c o n s i d e r e d  as  a w h o l e ,  p r i v a t e  sec tori 

p e r c e i v e s  the d e b t  n e i t h e r  as f u t u r e  tax l i a b i l i t i e s  nor as 

p r i v a t e  net w e a l t h  and t h e re f or e  c u r r e n t  p r i v a t e  consumption- 

s av i ng  d e c i s i o n  i s  u n i n f l u e n c e d  by the d e b t .

S e c t i o n  7 :  I n f e r e n c e s

B a s e d  on tne a o o v e  e m p i r i c a l  e x e r c i s e  the f o l l o w ^ n j

f
i n f e r e n c e s  may be rtade. F i r s t ,  when t o t a l  d om es ti c  government! 

d e bt  as a wnole is  take n as a means of m o b i l i s i n g  r e a l  resources!  

f rom p r i v a t e  s e c t o r ,  the p r e s e n t  s t u d y  shows  t h a t  it nei th er l  

m o b i l i s e s  r e a l  r e s o u r c e s  from c u r r e n t  p r i v a t e  c onsumpti on  norj 

d o e s  it d raw r e s o u r c e s  from c ur re nt  p r i v a t e  s a v i n g .  Second ,  a! 

component w i s e  a n a l y s i s  of domestic  government  debt  shows that: !  

(a) m o n e t i s e d  m a r k e t a b l e  d e b t ,  non -mone ti sed marketable  debt,*  

s ma l l  s av ing  and ot her  l i a b i l i t i e s  do not m o b i l i s e  r eal  resources? 

e i t h e r  from c u r r e n t  p r i v a t e  consu mpti on  or from cur rent , pr i vate? 

s a v i n g ,  and (b) p r o v i d e n t  funds draw r eal  r e s o ur c e s  by i nduc ing  al 

r e d u c t i o n  in c u r r e n t  p r i v a t e  c onsumpti on  and s aving  as taxation';  

d o e s .  T h i r d ,  f o l l o w i n g  from the above two i n f e r e n c e s ,  domestic;  

g ove rnme nt  d e b t  ( e x c e p t  tor its  p r o v i d e n t  funa component)  as a 

f i s c a l  p o l i c y  i n s t r u m e n t  d o e s  not  f u l f i l  the o b j e c t i v e s  of 

m o b i l i s i n g  r e a l  p r i v a t e  saving and r e d u c i n g  i n e q u a l i t i e s  through 

c u r t a i l m e n t  of p r i v a t e  real c ons ump ti o n .  F o u r tn ,  s i n c e  the debt 

^ e x c e p t  for p r o v i d e n t  f u n d s )  d o e s  not d r a w  r e a l  r e s o u r c e s  cy 

a f f e c t i n g  c u r r e n t  cons  umpt ion-sa v m g  d e c i s i o n  of p r i v a t e  s ec to r ,  

i ts  i m p l i c a t i o n  is that  the d ebt  d raws  r e s o u r c e s  e i t h e r  from 

p r i v a t e  i n v e s t m e n t  or t hr oug h i n f l a t i o n ;  t h e s e  a s p e c t s  need 

f u r t h e r  i n v e s t i g a t i o n  for any c o n c l u s i v e  e v i d e n c e .
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One o i cne ;ni _,ot: u ! i , . t a t i o n 3  of tne p r e s e n t  2 n.p i r i o a i

excerci .se  ls that  the study is not based on any t h e o r e t i c a l l y  

dec j. vau consumnt ion 1 uno t ion 1..0 J1 appt 0 0 1 1  a te t o e  the j o j n t r y  . 

Firm consumption f u n c t i o n  e s t i m a t i o n  and a l s o  more L' icjourous 

cOiU ep t uu 1 sa 1 10 n r>_i y l*il jw i„jl9 1 1  ^ 1 i on tne i ssues  ddd r e o oeu 

t h i s  p r e l i m i n a r y  a n a l y s i s .
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liable 1

Tttal Domestic RJalic Debt of Central <ni State CtvemiEnts in India

(R3- (JtXiCtijj

Year 

(as on 

end 

i-'arui)

Muxec-

aoie

3=Jt

j.fixx ?t\A’i.jait JQ13T 

JuVi.V̂  PjUS

ToLil
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TLPC 
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TP at
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.TlL‘.-<££
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Tfible 2
Private ttm m tim  Rnrtion Estimates (1960-61 to 139&-6T7)

[)\xnL’/£ VUndblif : Pn'-uto FiruL Q ru -irptu n  li b e  iDrrcsstic fterket

S.Mj.ut fsLntiiC ol M*t M itiauL M-t Q.v jl i>- 'ILi>u; i*»l oL’ Miuti.-jal ttn LJiulL P ix v id a it Obier Tbtul R~- i>6
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(1.8021) (11.5710) (2.50/'), (-3.221J)
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(1.7467) (U.J38 5) (2.40)4) (-3.0766) (-0.1118)
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(1.8 355) (10.7757) (2. ;;.io (-2.f)u 98/ (-2.6690)

(to) 3 5.137-12 U.5fitti 0 .7 i l l -0.6921 0.1912 0.86® 2.0356
(1.7249) (11.4069) (1.1 ii j) (-2.70)5) (2.0470)

m 2 r>.9 UiO 0.5)0/ -0. 1)5) O.lOU 0.164H 0.7919 i.. 9488
(1.3 )5 1 (9.2942) (-0.50^1) (1.4)14) (1.4314;

(7a) J 7.01.1x3 O .oiai 1.51/u -0.910) -0.0672 0.8 38 3 1.9216
(1.1343 (10. 7517) (2.5-11)) (-3.14*)) (-0.0435)

l7l3) J . 6.3895 0.551 1 0.35)1 -0.043.) -0.0486 0.76313 L.8610
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A n n e x u r e - I

Captive Macket for Government Securities in India

I n  I n d i a ,  G o v e r n m e n t  b o r r o w s  f r o m  a  c a p t i v e  m a r k e t ,  till 

m a j o r ,  c o n s t i t u e n t s  o f  w h i c h  a r e  t h e  R e s e r v e  B a n k  o f  I n d i a !  

C o  mine c o i a i  3 a n s  , l 6  i n o  j  r aiic e  C o r p o r a t i o n  o f  x n d  i a  a n d  v a c  1 0  
p r o v i d e n t  f u n d  s c h e m e s .  A p a r t  f r o m  t h e s e  m a j o r  i n v e s t o r s , !  

i n v e s t m e n t  i n  g o v e r n m e n t  s e c u r i t i e s  i s  a l s o  m a d e  o y  t h e  f o l l o w i n g  

i n s t i t u t i o n s :

( i ; i n d u s t r i a l  F i na n ce  and St ate  F i n a n c i a l  C o r p o r a t i o n s ;

( i i )  I n d u s t r i a l  Development Ban* of I n d i a ;

( i i i ) U n i t  T r u s  t o f  I n d i a ;

( i v )  A y r i c j l t u r a l  R e f i n a n c e  a n d  D e v e l o p m e n t  C o r p o r a t i o n  

I n d i a ;

I
(v) I n d u s t r i a l  C r e d i t  and Investment  C o r p or a t i o n  o£ I n d i a ;  I

(vi)  J o i n t  Stock  Compani es ;

( v i i )  Loc al  A u t h o r i t i e s ;

( v i i i )  T r u s t s  and

( ix)  Post  T r u s t s .

T h e s e  i n s t i t u t i o n s  h o l d  a n e g l i g i b l e  p e r c e n t a g e  -of t o t a l  

government  s e c u r i t i e s  o u t s t a n d i n g .  A State  government  who ha| 

s u r p l u s  f u n d s  may i n v e s t  in C e n t r a l  g o v e r n m e n t  s e c u r i t i e s  or 

other  St ate  g ove r nme nt s '  s e c u r i t i e s .  Such investment  by State 

g o v e r n m e n t s  ar e  a l s o  very n e g l i g i b l e .  T a b l e  A . l  shows  t hi 

o w n e r s n i u  p a t t e r n  of government  s e c u r i t i e s  in tne Country .

Reserve  Bank of India  ( R B I ) ,  u n de r t a ke s  market borrowing orS 

b e h a l f  of gove r nme nt .  RBI makes a v a i l a b l e  to the i nvestors  % 
s p e c t r u m  of  g o v e r n m e n t  s e c u r i t i e s  of  v a r i o u s  m a t u r i t i e s  and 

a b s o r b s  the u n a b s o r b e d  p a r t  of tne s e c u r i t i e s  i s s u e d  to t:i6 

m a r k e t .  I t  n e e d s  m e n t i o n  t h a t  RBI  a b s o r b s  o n l y  C e n t r a l  

g o v e r n m e n t  s e c u r i t i e s  in i ts  i s s u e  d e p a r t m e n t  (by v i r t u e  oe 

s e c t i o n  33 ■ v 3; of  cue Reserve Ban*  of I n d i a  Ace of 19 3 4} .

;

I n v e s t m e n t  of coma.ercial banks in government  s e c u r i t i e s  i| 

r e g u l a t e d  by the requirement  of S t a t u t o r y  L i q u i d i t y  Ratio'  v SLR, 

l a i d  down m  s e c t i o n  24 of the B an ki ng  R e g u l a t i o n  Act of 1949| 

S L R  i.s a ratio*  of  s t a t u t o r y  l i q u i d  a s s e t s  of  a bank to i £ | 

a g g r e g a t e  demand and time l i a b i l i t i e s .  S t a t u t o r y  l i q u i d  assets 
consist:  of c as h  on n a n d , g o ld ,  unencumbered  approved s e c j r i t i e s J
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e xc es s  casn r e s e r v e s  wi tn RBi over tne s tatutory  ;iiiru n.um s.iu 

b al anc es  main t ai n ed  with the S t a t e  Bank of: In di a  or any other

not 1 1  ied ban i< . proved s e c u r i t i e s  are tnose »v n 1 c n are issueo Oj 

the C e n t r a l  g ove rnm ent ,  a u t h o r i z e d  l oc a l  b od ie s  and s e c u r i t i e s  

g uaranteed  by C e n t r a l  Government .  SLR a p p l i c a b l e  to s c he du led  

commercial  banks was r e v i se d  over  the years  inorder to support  

tne government b o r r o w i n g .  SLR r e v i s i o n s  e f f e c t e d  over the years  

are p re se nt ed  in T ab l e  A . 2.

L i f e  I n s u r an c e  C o r p o r a t i o n  of I n d i a  was e s t a b l i s h e d  in 1956  

and according  to the i nvestment  p o l i c y  adopted  by the Corporat i on  

it  is m a n d a t o r y  to i n v e s t  25 p e r c e n t  of  c o n t r o l l e d  funds  ui 

Ce ntr al  government s e c u r i t i e s  and another  amount of not less  than 

25 p e r c e n t  of  the  c o n t r o l l e d  f u n d s  in C e n t r a l  g o v e r n m e n t  

s e c u r i t i e s  or government  g u a r a n t e e d  s e c u r i t i e s .

P r o v i d e n t  fund schemes were to i nve st  the whole a c c r ua l s  in 

C e n t r a l  government  s e c u r i t i e s  u n t i l  September 1 9 6 7 .  S i nc e  then 

s u b s t a n t i a l  r e l a x a t i o n  was e f f e c t e d  in p r o v i de n t  fund i nvestment  

in C e n t r a l  government  s e c u r i t i e s  w it h  a view to d i v e r s i f y  its  

i n v e s t m e n t  p o r t f o l i o .  The i n v e s t m e n t  p o l i c y  ciianges in t h i s  

regard  are o u t l i n e d  m  T ab le  A . 3.



Table A . 1

(1961 TO 1986)
Rs Crurcs

Category of Holders l 96 1 1966 1971 1976 1979 1980 1981 1982 1983 1984 1986 1 986

I otate Gove rnmen ts 2 6 4 3 48 262 232 233 243 244 216 225 253 2 34 244
(iJ.fi) (0. 8) ( 4. 9) ( 2. 6) ( 1. 7) ( 1. 6) ( 1. 3) ( 1.0) ( 0. 9) ( 0. 3) ( 0 . 7 ) ( 0. 6)

I I RBI own Account 7(17 1 2 1 a 1486 2267 2213 2629 3868 5126 6334 7 7 9 1 98 1 9 1 04 23
(26 4 ) ( 3(1 . 8 ) (28. 0) ( 24. 5) ( 16. 2) ( 16 7)( 20.6) ( 23. 3) ( 24. 2) ( 26. 3) ( 27.6 ) ( 26. 2)

III Commercial Banks m ;3 804 ! 3 38 3192 603 3 7320 8523 9688 11021 1 26-16 16366 1 9 9 1 8
(::(). 2 ) ( 21). 3 ) (26 2 ) ( 34. 7) ( 44 3 ) ( 46. 6) ( 45. 6) ( 44. 1) ( 42. 2) ( 4 1 !) ( 43. 1) ( 48. 1)

(a) Scheduled Commercl al 662 7 99 1332 3187 6032 7318 8522 9606 11019 12642 1 6 3 6 2 19914
Banks (19 8) (20 . 2 ) (26 . 1 ) ( 34. 6) ( 44. 3) ( 46. 5) ( 45. 6 ) ( 44. 1) ( 42. 0) ( 41. 1) ( 43. 1) ( 48, 1)

(b) Non -Gchedu1ed 1 1 6 4 1 n 1 2 n 3 4 4
Commercial Banks ( 0. 4) ( 0. 1) ( 0. 1) ( 0. 0) ( 0. 0) ( 0. 0) (0 . 0) ( 0. 0) (o.rn ( 0 . 0) ( 0. 0) ( 0. 0)

IV LIC of India 3 67 625 748 1309 1820 201 9 2250 2478 291 1 3 37 3 37 9 4 4 396
( i ; : .8) ( 13. 3) ( 14. 1) ( 14. 2) ( 13. 4) ( 12. 8) ( 12. 0) ( 11. 3) ( l i . i ) ( 11. 0) ( 10. 6) ( 10. 6)

V Employees’ Provident HI 218 412 878 774 862 856 860 890 962 97 7 10 36
Fund (2. 9) ( 5 6 ) ( 7. 8) (9. 6) ( 5. 7) (5. 5) ( 4. 6) ( 3.9) ( 3. 4) ( 3. 1) ( 2. 7) (2. 6)

VI Provident Fund of 1 1 4 269 608 919 1484 1719 1918 2217 2493 2728 2998 3 317
Exempted Establishment s ( 4. 1) ( 6 . 8) ( 9. 6) ( 10. 0) ( 10. 9) ( 10. 9) ( 10. 3) ( 10. 1) ( 9. 5) (8 . 9) ( 8. 4) ( 8 . 0 )

VII Coal Mines Provident 2 2 44 44 48 131 168 200 236 279 302 294 31 1
Fund ( (1 . M ) ( 1. 1) ( 0. 0) ( 0. 6) ( 1. 0) ( 1. 1) ( 1. 1) ( 1. 1) ( 1. 1) ( 1. 0) ( 0.8) (0. 8)

VII I Assam Tea Plan la t.i ons (Covered under Vi ) 14 12 11 11 11 12 12 1 2 1 2 1 3
Provident Fund ( 0. 3) ( 0. 1) ( 0. 1) ( 0. 1) ( 0. 1) ( 0. 1) (0. 0) ( 0 . 0) ( 0. 0) ( 0. 0)

IX Others 6 7 6 6 2 7 494 .366 928 769 823 1 1 30 2061 2366 2 4 6 0 2 n 9 6
( ::-i. 31 ( 13. 3) (9 . 3) ( 3.9) (6 . 8) ( 4. 9) ( 4. 4) ( 5. 1) ( 7. 9) (9-3) ( 6 . 9) ( 5. 6)

TOTAL 27 8 4 3963 6 3 06 9201 13628 16739 18684 21962 26139 3 07 66 36628 ■1 1-113

Not e l . F I tin res re I a te to stuck ,.f securities  US at the end March of So ur ce : Reserve Bank of India

each year. Report on Currency ami Finan-

2. Figures in pa re utheses ar e percentages of t o t a l . (relevant Iss lies ) .

3. Figures given are face va lues of interest bearing rupee
s f t c u r l t i e s  e x c l u d i n g  T r e a s u r y  b i l l s ,  e x p i r e d  l o a n s ,  s p e c i a l  

s eou r i t i tis , lipeoial  H e a r e r  Ooiuis P r i z e  B o n d s  a n d  N a t i o n a l  

[lural D e v e l o p m e n t  III.mis 

4 . T o t a l  f o r  the  y«.nrs l 9 ft 3 to 19 8 6  e x c l u d e s  the  g o v e r n m e n t  

g u a r a n t e e d  sn. ’-uri t.it-s h e l d  liy tlie P r o v i d e n t  F u n d  o f  

E x e m p t e d  Es t,ab I j ,s hmen t.s .



With

1 9 4 9

1 9 6 4

1 9 7 0

1 9 7 0

1 9 7 0

1 9 7 2

1 9 7 2

1 9 7 3

1 9 7 4

1 9 7 8

1 9 8 1

1 9 8 1

1 9 8 4

1 9 8 4

1 9 8 5

1 9 8 7

1 9 8 8

* As

T able  A . 2

STATUTORY L IQ U ID IT Y  RATIO APPLICABLE  TO SCHEDULED

COMMERCIAL BANKS

(1 9 4 9  TO 1 9 8 8 )

e f f e c t  f rom S t a t u t o r y  L i q u i d i t y  

R a t i o  ( i n  P e r c e n t ) *

20 . 0

S e p t e m b e r 2 5 . 0

F e b r u a r y 2 6 . 0

A p r i l 2 7 . 0

Augu  st 2 8 . 0

A u g u s t 2 9 . 0

N o v e m b e r 3 0 . 0

D e c e m b e r 3 2 . 0

J u n e / J u l y 33 . 0

D e c e m b e r 3 4 . 0

S e p t e m b e r 3 4 . 0

O c t o b e r 3 5. 0

J u l y 3 5. 5

S e p t e m b e r 3 6 . 0

J u l y 3 7. 0

A p r i l 3 7 . 5

J a n u a r y 3 8. 0

p e r c e n t  o f  t o t a l  t i m e  and d e a a n d  l i a b i l i t i e s

S o u r c e :  R e s e r v e  Ba n k  o f  I n d i a ,  

R e s e r v e  Ba n k  of  I n d i a  

B i l l e t  i ns ( r e l e v a n t

i s s u e s )  -



Table A . 3

^TATFITORY INVKnTHKNT RKQIITRFMENTS FOB P R O V IH E HT FDSDS 

(As Percen tage  o f  a c c r u a l s )

W i th e f f e c t  from Central  

Govern - 

ment

tie s

State

Govern

ment

S e c u r i 

ties

Others

Before

1967 Septembe r 100

1967 September 80 i

1968 August 65

1969 Ap ri l 50

1971 A p r i l 45

1972 October Nil

1973 March 45

1973 Oct ober Nil

1974 March 45

1975 ■July 25 25 3 0  p e r c e n t  i n  s e c u r i t i e s  o r  b o n d s

g u a r a n t e e d  by t h e  C e n t r a l  Go ve rn men t  or 
any S t a t e  G o v e r n m e n t .  7 - Y e a r  N a t i o n a l  

S a v i n g s  Ce  r t i f i c a t e s ( Se c on d  and  t h i r d  

i s s u e s )  or  P ost  O f f i c e  Time D e p o s i t s .  20 
p e r c e n t  i n  t h e  S p e c i a l  D e p o s i t  Sc he me  

i n tr o d u c e d  in  June  30 ,  1975 .

1976 -77 25 252 30 p e r c e n t  i n  7 - Y e a r  N a t i o n a l  S a v i n g s
C e r t i f i c a t e s ( S e c o n d  and third i s s u e s )  or 

P ost  O f f i c e  Time D e p o s i t s .  20 perce nt  in 

S p e c i a l  D e p o s i t  Scheme.

1979 January 403 -do-

1981 January 303

Notes :  1 . Du ri n g  1967 September to 1975  July So u r c e :  Reserve Bank of I n d i a ,

' the remaining  c o l l e c t i o n s  may be i n v e s t e d  Reserve Bank o f l n d i a

in  St at e  government s e c u r i t i e s .  Ce n t r a l  &  B u l le t in  (relevant.

St ate  government guaranteed s e c u r i t i e s .  i s s u e s ' .

Post  O f f i c e  Time Deposits  3nd Small S a v i n g s .

2 . I n c l u s i v e  of  investments  in s e c u r i t i e s ,  or 

bends gu aranteed  by t^e Ce n tr al  and ^tat,e 

G ov e r n m e n ts .
3 . R ef ers  to the minimum pr e s c r ib e d  in C e n t r a l  

-irA St ate  Government S e c u r i t i e s  c-.nd 
Government Gua ranteed  S e c u r i t i e s .
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A n n e x u r e - I I

(ii)

( ii i)

(iv)

(v)

(VI)

(vi 1 ) 

(v 1 I 1 )

Notes on Variables

Re o i jl i va consLiiii j l  ^oii oar j  a. s  oDtd insci i r o iu lj i  l vu cs

f i n a l  consurribtion e x p e n d i t u r e s  in the domestic  market 

(19 8 0 - 8 1 = 1 0 0 ; .  C ons ump ti on  e x p e n d i t u r e s  on non-durables  

c oul d  not be s e p a r a t e d  from the c onsumpti on  e x p e n d i t u r e  

f i g u r e s  aa cue d at a  are not a v a i l a b l e  s e p a r a t e ! /  in t n i s  

r e g a r d .  D a t a  s o u r c e  is N a t i o n a l  A c c o u n t s  S t a t i s t i c s  

(NAS/ , C e n t r a l  S t a t i s t i c a l  O r g a n i z a t i o n  (CSC) . Government 

of Ind i a .

Ne t  n a t i o n a l  p r o d u c t  at f a c t o r  c o s t  ^ 1 9 8 0 - 8 1 = 1 0 0 )  is 

o b t a i n e d  from NAS,  C S O ,  Government  of  I n d i a .

Government e x p e n d i t u r e  oa goods and s e r v i c e s  is d e f l a t e d  

by ne t  n a t i o n a l  p r o d u c t  (at f a c t o r  c o s t )  i m p l i c i t  

d e f l a t o r s  ( 19  8 0 - 8 1 = 1 0 0 ) .  D a t a  s o u r c e  is NAS,  C S O ,  

Government  of  I n d i a .

Taxes  net of t r a n s f e r s  is d e r i v e d  as f o l l o w s .  D i re ct  and 

i n d i r e c t  taxes  are take n t o ge th e r  and the two items (i)  

s u b s i d i e s  and ( i i )  t r a n s f e r  payments are d e du c t e d .  The 

s e r i e s  is  d e f l a t e d  by i m p l i c i t  p r i c e  d e f l a t o r  

( 1 9 8 0 - 8 1 = 1 0 0 )  d e r i v e d  from net  n a t i o n a l  p roduct  at fac tor  

c o s t .  Data  Source  i s  NAS,  CSO,  Government of I n d i a .

M o n e t i s e d  g o v e r n m e n t  d e b t  is R e s e r v e  Bank of I n d i a ' s  

(RBI)  net c r e d i t  to Government  l e s s  the ways and means 

a d v a nc e s  s a n c t i o n e d  to State  Governments  by RSI .  The 

s e r i e s  is d e f l a t e d  by i m p l i c i t  p r i c e  d e f l a t o r  

( 1 9 8 0 - 8 1 = 1 0 0 )  d e r i v e d  from n e t  n a t i o n a l  p r o d u c t  -at 

f a c t o r  c o s t ; . D a t a  S o u r c e  is  R e p o r t  on C u r r e n c y  and 

F i n a n c e ,  R B I .

N o n - m o n e t i s e d  g o v e r n m e n t  d e b t  is d e r i v e  a as tne 

d i f f e r e n c e  oetween t o t a l  mar ke ta b le  d ebt  (see Table 1) 

and m o n e ti s ed  g overnment  d e b t .  Tne s e r i e s  is u e f l a t ^ d  by 

i m p l i c i t  p r i c e  d e f l a t o r  (1980-8 I =100 )  d e r i v e d  from Gross 

Dome sti c  C a p i t a l  Formati.cn pGDCF; . Data source . s Report 

on C ur r e n c y  and F i n a n c e ,  RBI .

Small  sav'c.ijs,  P r o v i d e n t  funds and ocner l i a b i l i t i e s  are 

c o m p u t e d  as in T a b l e  1 .  The time s e r i e s  on t h e s e  

v i r  l a b L e s  are  d e f l a t e d  by i mp 1 1 c i t p r i c e  d e f l a t o r s  

( 1 9  8 0 - 8 1 = 1 0 0 )  d e r i v e d  f rom G D C F .  S o u r c e  of Data  is 

Report  on Currency  and F i n a n c e ,  RBI .

A l l  deou vjl laoies are in f iow ter .us.
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