Chapter II
FINANCIAL DEVELCPMENT OF INDIA,
1951=52 to 1970-71

Section I

Introduct ory

Fingnecial gevelopment means changes in the financial
structure of a cgzmtry. yAs.We have élready outlined in '
Chapter I, the process of financial development goes hand in
hand with the process of real development. Financizl accumula~
tion means accumlation of primsry securities i.e. issues of
debt by the non-financial spending units. Thus, financial

accumulation means accumalation of fingneial azssets snd debt .

Financial Development and Economic Growth:

During the process of economic development a country's

financial structure becomes increasingly rich in financial

1

agsets, institutioné and merkets. During the process of

[N

economic development generally financial assets grow at a

faster rate than the national income and wealth of a country.2

Tonn G. Gurley and Zaward S. Shaw., "Financisl Structure
and Bconomic Development", Economic Development and Cultural
change, Vol. 15, April 1967, p. 257.
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Ibides o 257
See also, Raymond W. Goldsmith, Financial Structure and

Fconomic Development, Yale University Press, 1969, p. 44.
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It mesns that the ratio of financial assets o national income
will have a tendency to ;c*ise with the incxtease in national
income. Thus, Gurley and Sﬁaw rightly obslerved that "Financial
growth in excess of real growth is apparently a common

Phenomenon around the World."3

It would be fallacious 0 think that the pattern of
financial development would be similar in all respects in all
the countries, The differences in the pattern of i‘inancial
accumlation and finencial development may be on account of
differing rates of growth of output, diffgring sectoral dls—
tribvution of saving and investment and due to alj:ernajbive
techmigues adopted for mobilising the economic surplus t0
finance ecomomic development A e countries may exhibit
differences in the pattern of financial accumlation gnd
financisl development as the governing economic forces and
evolution of financial insti;:utions would not be similar in
all the countries. However, some common and broad features
of pattern of financizl development have bee;n observed.5 For

example, during the process of economic development financial

350hn G. Curley ond Eaward S. Shaw., Op.Cit., p. 258.
41pid., pp. 260-B61.
5See,’ Compsrison of American and Japanese financial

development made by David J. Ott, in "Financial Development
of Japan", The Journsl of Political Fconomy, April 1961.P {31-34,
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ratios tend t0 rise, As Raymond W, Goldsmith writes, "the
evidence now available is more in favour of the hypotheses

that there exists only one major pa‘éh of financial development,
a path morked by certain regularibties in the course of financial
interrelation ratio, in the share of financial Insbitutions in
the total finencisl assets, in the position of the banking
system, .... 2 path along whieh they havé travelled at

different speed; aganin in the sense of both calender time and
of phases of economic development, end a path from which they

have deviated only t0 a minor exbent."6

Togic of Tinancial Developnent:

Rapid growth cof the economy Teguires sgpending of resources
in the mosgt productive channels and productive spending
oppnortunities are t© be exploited. If such opportunities
sre t0 be seized then some spending units must spend in
excess of their current incomes, while othexs spend less
then their current incomes. Typicelly economic opportunities
are unevenly perceived and exploited by the economic uﬁits.
Some units are guick to realize these ' gpportunities. This
connot be done with balanced tudgets. This requires budget

imbalances. This can be doune onlfy by issuing primgey

6Ray.mond W, Goldsmith.y, OpLitks, pe 40,



securities by the deficit spending units and accumlation of
financial assets by the surplus spending units. Thus, it is
ressonable t0 believe thabt high growth rate of income requires
budget imbalances. It would be indeed surprising if high
growth rate can be achieved by ubiquitibus Bélanced ﬁudgéts,
and it would be equélly,surprisjng if reai growth requires
large budget imbalances. Because spending in most productive
channels would result in increases In current incomes snd
that would narrow down the gap between current expenditures
and current incomes. Thus, We can ressonsbly believe that
though the reai growth demands budget imbalances, it does not
demand exbreme budget imbalances . Thus, it is suggested that
the financial assets would accumulsate moderately.? During the
process of economic development, thus there takes place
accumilat ion of financial assets, that is, gquantitative
changes in the financisgl structure of a country. Along with
the quantitative changes there also take place qualitative
changes in the financial structure of a country; such as the
increase in the variety of financial sssets and an increase
in the share of financisl intermediaries in the holding of

primary securities.

Tpavid J. Ott., Op.Cit., 135-156.



Goncem:_s ond Definitions:

Financial assets aré c:éeated by the non-finsncial spending
units of the economy. The non—-:ﬁ‘inanciél s;aén@ing ‘units are
defined as those units which are engaged in production aﬁd
purchase of output and not in buying one tyﬁe of securities and
issuing enother. The financiél assets which are created by the

non-finsncial spending units are called "primery securities".

Primary securities comprise of all debt znd eguities of
the non~financial spending units. The non-financial spending
units are grouped into three sectorss the government sector,
the corporate sector (i.e. organised business sector) and the
household sector. The household sector comprises of un-
incorporated productive units including trade’'and sgricunltural
farws. It also includes consumers households. The non-
financial spending sectors issue primary securities of
different forms. The primery securities can take forus of
government debt, corporate stock, corporate bonds, trade and

business debt, consumer debt and agricultural debt etc.

At any time during the growth process, accumilabed
primary securities valued at issue prices, are equal to the
sum of the primgry securities issues in each year of the
growth iarocess plus the initial stock of the primary securities

issues.

1A%
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Sechion IT

Sources and Nature of Data

~ In order to understend the nature of Financial Develop~
ment we have to build up the data relating t0 issues of |
primary securities. This has not been an easy task. A wide
variety of sources of data had to be used. Even then, the
coverage was not ¢ omplete. Estimates had to be made for
several items. Finally, for some of the items even estimétes

were.not possible.

Three Secﬁ; 0rs

We cen appreciate the relative limitations of the data
if we divide the economy into three sectors, namely,the
government sector, the corporate sector and the household
sector, The availability of the financial ‘data in regard to
these three sectors differs significantly. .'Bﬁt before we
go into this, we should agppreciate the fact that a
preponderant part of the Indian economy is still omganized
on household unincorporated small-scal e enterprises basis,
unlike the developed countries. In the developed countries
the government sector and the corporate sector account for
the bulklof economic activities. The household sector in
developed countries is a residual sector in true sense of

the ward. The importence of the household sector in the



ta%e’
el

Indian economy is brought out by the following figuPes
relating to the year 1960-61.

NDP at Fachor Percent

cost 0
1960~61 prices  Total
Sector : (Rs. in crores)
Public Administration and
Defence. - | : ) 5,38 4.0
Public Enterprises 8,84 6.6
Private enbterprises in organized
sectors 19,87 14 .9
Unorganised sector. 99,26 T4 4
Total 133,35 100.0

Source: National Accounts Statistics 1960-61 to
1974-75, October 1976, Central Statistical
Organizetion, Goverament of India,

Tables 8 and 9.

NOP2 Net Domrmestde FPaoelucks

Nearly three~fourth of the domestic product oviginated
in the household sector. The data in regard t0 the financial

1

transactions of this sector are incomplete and of uneven
quality.

Government Sector

Data in regard to the govemmenti sector are comprehensive,

most readily available and completely reliable. The Reserve
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Bank of India publications Report on Currency and Finance

published annually and the Reserve Bank of India Bulletin a

monthly publicat ion (some of the issues) give data relating
t0 the central and state governments' debvt and the debt

position of the local governments.

For each year, net issues of government debt, are the
difference between government sector debt issues out standing
at the béginning and at the end of the yeaif. Government |
debt issues include the central govemment "debt issues, the
state govemment debt issues and the local government debt
issues. The cenbtral govemment deblt issues include 2ll the
domestic or internal debt issues including‘ the loans given
by the Reserve Bank of India and foreign ‘ﬁebt or em‘;ernai
debt issues. State governments debt issues are net of
borrowings from the central government. Similarly local
government debt issues are net of borrowings from the central

and state governments, so0 as t0 avoid double counting.
<«

The data relating to the govemment sector net issues
“of debt are presented in Appendix Tables II-A-1 and II-A-2.
Careful attention is invited t0 the notes to the tables.
One more point which may be noted is that in the Appendix
Table II-A-1, the outstanding e;&ternal debt jumps from
Re. 2,59,062 lakhs in 1965;66 %f’qu%;ff,”"?iﬁf?k?ﬂijx?Qﬁﬂm€6

to Rs. 4,63,338 lakhs in 1966-67. This is not due 0 any
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sudden increase in the net issues of the external debt butb

due to devaluation of the Rupee in 1966.Y

Corporate Sector

Data relating to the corporate sector are COmprehens:Lve
in regard to the paid-nup ca'oital but have to be ec'tlmated in
regard to other types of debts. Even in regard to the pald-
up capital, considerable procejssmg had to be doae. The
corporate stock issues i.e. the paid—up—capital, could be
directly obtained from the publication Jo.:i.nt Stock C ompaaies
in Indis published by the M:Lnlstry o:f;‘ Commerce and Industry,
governmem: of India. '.I‘he publlcat ion gives the paid-up ‘
capital Of all the aoin'b sbock companies. From this total,
we deduct the paid=-up Oapl‘Lal of the 1nsurance companies and
baﬂkmg and loan compames, in order to arrive @ the out—
standing stockof the non-—fmancial corporate sector. These
are shown in Appendlx TPable II-A~3. Data relatively to
government and non—goverﬁment ndn-financ:i.ai joint stock

companies stocks are separately shown.

The corporate sector hOWever borrows from ext ernil
\sources also. While daba relating to0 carporate :tocks is
camlete, such is not the case 'in refard to borrowings from
banks sbatubory financial corporations, other financials
institubion,and tfade dues and borrowings from others.
Fortunately the Reserve Bank of India has undertaken

studies on finances of joint stock company and these
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studies have been compiled in two volumes published under the

title of Pinancial statistics of joint stock companies in India.

Combined Balance sheets of the sample joint stock campanies-
are presented therein. They cover the sample studies of non=-
financial, non-government and government companies., With regard
t 0 non-government companies they cover the sample studies of
various segments of the non-government companies which are as
follows:

(1) Medium =nd large public limited companies, avail-
able from 1950-51 onwards.

(2) Medium and large private limited companies,
available from 1955-56 onwards.

(3) Small public limited companies, available from
1960~61 onwards.

(4) Small private limited companies, available from
196%-64 onwards.

(5) Brarmhes of foreign ¢ ompanies, available from
1960~-61 onwards.

It is possible 1o use these sample studies for blowing
up the data for the entire corporate sector., This is done
separately for the non-goverument non-financial companies and
the government non-financial companies. Appendix Tables
II-B-% and II-B-8 show the paid-up capital of the sample

non~government non-financlal companies and the paid-up
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capital of the sample government non—~:"ina:ncia1 ccnpanies
res;gectively. The paid-—up oapltal of the sample companles

is expressed as a percentave of total pald-up ca"oz.tal in

each year and thls is used for blowing up the samole es‘clmates
of debt to obtain the total debt issues as also the types

of debts for the eut j.z‘e non-iinancml non~government corporate
rsecit or f‘o,r (each of the year and for the government non-
financial corporabe sector .f"or each of the‘ year; Though
small iw.bl-ic limited companies and‘ small private limibted
cozrxpanigs_l, sample data for which became available from 1960-61
and 1963-64 onwards resﬁec'bively, are more numerous, they
account for only a small p'rolaorti'on of the paid-up capital of
the entire non-government ﬁon—-financial corporate sector.
Thus the sample coverage availablé from-the Reserve Bank
studieé is reasonably good particularly from 1955-56 onwards
Wwhen the data relating to large and medinm private limited
companies became available. The estimates of various debt
igsues of all the non-govermment non-finsncial joint stock
companies are presented in Appendix Tables II-B-2,3,4,5 and 6.
Here it should be trought to the notice that upbo. 1965-66

the borrowing of joint-stock companies was classified

accord ing to the type and forms of borrowing, whereas from

1966-67 onwards it was classified according to the credit .agencies.

81‘1nanc:.al Statistics of Joint Stock Companies in Indig,
1960-61 to 1978-78, Reserve Bank Of indis, Bombay, 1995, € 34,
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As a result we .f:i:nd that borrowing in the form of mortgages
in th.e balancg sheet of the sample companies is shown ﬁpto
1965-66, whereas borrowing from other finenmcial: inst itutions
is shown from 1966-67 onwarde. . Generally, fineancial institu-
'l;ions lend credit %o the joint stock companies on the basis
of mortgages of pro;pert:y and crbher tanglble assets. There-
forg, borrow:mg in the form of mortgages :Ls treat ed as
borrowing from "other financial institutions or ag¢ncies."
Here it should be pointed out that "borrowing from others"
which is presented in Appendix Table IT-B=5, is a res:.dual
category, which mcludes bcrrowmg frcm others and also from
government , debentures, miscellaneous and non—cur:?emf |

liabilities.

We could easily estima;f:e the debt issues of non—financial
government joint-stock companies fazt'tﬁe period '1959-:6"0 to
1970-71 by blowing uptﬁe f‘igu:ces given in the balance sheets
of fhe sémple governmen;; joint-stock companies. The sém;ple
studies of government companies are available from 1959-60
onwards separately for the central and state government
companies in Fingncial Statistics of Joint-stock Companies

I 9n-31

in India, 1960-61 to 1970—7] The Appendix Table II-B-8,

column 4 gives the total‘pald-up capital of sample govern-—
ment companies (i.e. cen’crél and state government companies)
and column 6 of the Arféndix Table 1I-B-8 gives the
percentage of the paid-up capital of the sample government

compenies to the total paid-up capital of all government
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companies. With the figures given in columm 6, Appendix

Table II-B-8, we have blown up the figures given in the balance
sheet of sample government companies, to get the estimates for
all the government companies for the period 1959-60 to 1970-71.
These est imates are presented in Appendix Tables II-B-9, 10,

11, 12 and 13.

In the estimation of government debt issues for the
earlier period/from 1950~51 to 1958~59, we faced the difficulty
due to non-availability of the>sample studies of the government
companies. We have therefore based our estimates on the debt
issues in the year 1959-60 the first year for which the sample
data are available for the government companieg. On the basis
of government debt issues in this year, we derived the ratios
for each debt issues in relation to the paid-up capital in the
year 1959-60. By .applying these ratios to the given paid-up
- ... capital for each year, we have obtained the series of
government debt issues for the period from 1950-51 to 1958-59.
These estimates of govemment debt issues for the years
1950-51 to 1958~59 are presented in Appendix Table II-B-T.

In connection with the estimation of gqvemmerﬁ; debt
issues, there came up another difficulty about the non- ‘
availability of figures of paid-up capital for the period from
1950-51 to 1954-55. The paid-up qapital of government companies



were Rs.66,00 lakhs and Rs.72,60 lakhs in the year 1955-56

and 1956-57. Thus, the pald-up capital in the year 1956-57
increased by more than Rs,600 lakhs., On this basis we
assumed that the paid=-up cepital of the government companies
increased by Re.600 lakhs in each year during the.period
1950-51-t0 1954-55. On the basis of this assumption we
arrived at the figures. of paid-up cepital for the period
1950-51 to 1954~55. (For instance, by deducting Rs.600 lakhs
from the figure of paid-up capital (i.e. Re.66,00 lakhs) for
the year 1955-56, we arrived at the figure of paid-up capital
for the year 1954-55). Arriving at the paid-up capital of the
government companies by making the arbitrary assumption would
not significantly affect ocur analysis. First of all, the
basis of estimation (l.e. paid-up cgpital for the year 1955-56
and 1956-57) end the rate of increase in the paid-up capital
(i.e. Rs. 600 lakhs in a year) eare themselves small in
magnitude, the est imeted paid-up cepital is relatively smaller
in magnitude compared to that in the year 1955-56 =nd 1956~57,
and 0 also other debt issues as they are some fraction of

paid-up cagpital.

By summing up debt issues of non-government and govern-
ment .. companies we prepared the series of

corporate sector debt issues which are présented in Appendix

Tables II-B-14, 15, 16, 17 and 18.



Fore eaqh year, net issy.es of corporate sector debt
represent the diffe:;‘ence between outstanding corporate sector

debt issues at the beginning and at the end of a year.

Hosehold Sector

Household sector comprises of rural cultivating smd non-
cultivet ing familié;s in the rurzl areas =na unincerporafed
business units in tﬁe urban éreas. ‘Unlike in the developed
countries, the household. sector occupies the most important
place from the’poim of view of contribubtion to net na'bionaly
product. A;oouiz three~fourths of the nafional product in
India oz'.ig,inates in the household sector. Unfortunately the
data are the weakest in respect of this sector. This is
becausge the household sector borrows 1"1:'6:11 friends, relatives,
money lendersw:d’inaigenous bankers to a larger extent. That
is the borrowings from the unorganized financial sector are
the most important source of externzl finance for the house-
hold sector. However, data relating to tﬁe operations of the
unorganized financial sector are scanty. The household sector
does borrow from the oPganized financisl sector, that is,
from the banks, co-operabive societies and the government and
recently from the special financial institutions. To that
extent we are able t0 gauge the dimensiony of external

finsncing by the household sector. Thus the borrowings of

36
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the agriculturists from the co~operative credit socleties

and the borrowings of the tradefrs and other business units in urba
urban areas from the banks can be assessed from the published
statistice relating to co-operative credit societies and

commercial banks.

At first sight it would appesr that the picture relat ing
t0 the housechold sector will be incomplete and lacking in
information relating to the mosh ;’.mportant aspect namely
borrowings from the unorganized sector. However, there are
certain relieving features. In the first place, the house=~
hold sector in the Indian economy comprises of such tiny
units that for many of them probably external finemcing is in-
significent relatively as well as absolutely. In fact, in
the rursl areas, many units gre in the self-succifiency stage
~or the barter stage. Secondly, affer Independence, various
legislative measures and institutional developments such as
opening of the co-operative credit societlies and branches of
commercisl banks in smaller towns, have underminel the
position of the unorganized financial sector. The unorganized
financial sectof is therefore, a relatively declining source
of finance. Thirdly, for three bench mark years, namely,
1951-52, 1961-62 and 1971~72, we have data relating to the
debt incurred by the cultivat mg: ;he non~cultivating house-

holds in the rural areas. For 1951-52, the data are avallable
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from the All India Rursl Credit Survey Reports; for 1961-62

the data are available from All India Rural Debt and Investment

Survey, 1961-62; and for 1971-72, data are availsble from the
A1l India Debt and Investment Survey, 1971-72. 411 the

three studies were undertaken and published by the Reserve

Bank of Indis.

In order to construct the time series of rural debt
issues, we have first to estimabte the rural debt issues for
the three bench mark yesrs, namely, 1951-52, 196162 and
1971-72., According to the All-India Rural Oredit Survey, the
amount of average outstanding debt per culbtivating family
was Rs.367.7 and per non~cultivating family was Rs.129.4
in the year 1951-—52.9 Next we have to find out the number of
cultivating and non-cultivat ing households in the rural areas
in order to obtain the total volume of rural debt in 1951-52.
According to the population Census of 1951, the toftal rural
population was 2950 lakhs and the average mral household
gize was 4 .91 perscns.w Thus thg total number of rural
households in 1951 was 600.8 lakhs. Our next problem is to find

out, how many of these are cﬂtivatiﬂg familles and non-

9A11 India Rurgl Credit Survey, Vol. I, The Su.rvey
Report, Part II, Reserve Bank Of india. Mg‘}

10census of _of India, 1951, Vol I Part-A, Report,
Government OFf india, P e 49.




cultivating families. For this, we take the help of another
Regerve Bank of India Studies; nameély, the Report of the All

India Rural Credit Review Committee. According to0 this

Report the aggregate amount of borrowing by the cultivating
families was Rs.750,00 lakhs and the borrowing per cultivating

11 It can therefore be

family was Rs.2,10 lakhs in 1951-52.
inferred that the number & cultivating rural families in
1951-52 would be 357.1 lakhs. Deduct ing this figure from the
total rural families (600.8 lakhs), we obtain 243.7 lakhs as
the figure for non-cultivating rural families. Multiplying
the rural cultivating families (357.1 lakhs) by the amount of
out standing debt per cultivating family (Rs.367.7 lakhs)

ment ioned earlier, we obtain Rs.1,313%3,06 lakhs as the total
outstanding debt of rural cultivating households in 1951-52.
In the same manner, we obtain the figure of Rs.315,35 lakhs

for the rursl non~cultivating families for 1951-52.

For the year 1961-62, the outstanding debt of rural
cultivating and non-cultivating households is given gt
Rs.2,379,94 lakhs and Rg.408,98 lakhs in the Reserve Bank
study.'? For the year 1971-72, A1l India Debt end Investment

“Regcrt of the A11 India Bural Credit Review Committee,
Reserve Bank of Indla, Bombay, 19 €9, ».52.

12011 India fural Debt and Investment Survey, 1961-62",
Reserve Bank of India Bulletin, Sepbember 1965.-
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survey, 1971-72 has given the estlmated n gumber of rural
cultivat ing and non-cultivating households and the average .
value of cash 1iability per household. The number of
cultivating and non-cultlvating households is given at
Rs.563.59 lakhs and Rs 215,80 lakhs resPectlvely and thelr |
average liabilities at Rs'.596.92 lakns and Rs.213.24 lakhs

5 the outstanding debt of cultivating end non-

respectively.
cultivat ing rural households thus came to Rs.3,364 18 lakhs

and Rs .460 17 lakhs respectlvely.

The estimates for the three bench mark years are.

summarized belows

Estimated Outstanding Debt Rural Areas
" (Re. in lakhs)

' Cultivator THWon-cultivator '
Year households hougeholds

1951=52 1,313,06 315,35
196162 2,379,% 408,98
1962-63% | . 3,364 ,18 460,17

15411 Tndis Debt and Investment Survey, 1971=72, Reserve
Bank of India, Bombay, 1975, pp» 11=21, in the survey (a11
Tndia Mables) Table 2 has given the estimated nmumber of rural
households. ' In this table category of "nil" given under the
"land operated in acres" according to the definntion gives
total number of non~cultivator households. A household with-
out having an o;perats.onal holding of land and having less
than 0.005 acrés and land wholly pubt 0 non~agriculbiral uses
was defined as non-cultivator household.




Having made the estimates of outstending debt for the bench-
merk years, we have t0 estimate the outstandiﬁg debt lssues
between the bench-mark year. This we have ‘clion‘e in the following
manner, The oqtstgnding debt issues of cultivator households
between 1951-52 t9 1961-62 increased from Rs'.1,31‘3,06‘ lakhs to
Rs.2,579,94 lakhs i.e. iz}creased by 81 per cgn{c 6;’ at the
annual compound rate of 6.1 per cent during the period. Thus ,
at the compound rate of growth of 6 1 per cent we estimated
the outstanding debt of cultivator household between 1951-52
t0 1961-62., And between 1961-62 to 1971-72 their outstanding
debt issues increased from Rs.2,379,94 lakhs to Rs.3,364,18
lakhs i.e. it increased by 41 per cent or at the annual
compound rate of 3.5 per cent du.x"ing the period. In this way,
we prepared the series of outstanding debt of cultivator
households for the.period 1951=52 t6 1970-71. (And outstanding
debt of cultivator households for the year 1950-51 estimated
by spplying 6.1 growth ré:te).‘ In the same: menner, we
estimated the outstanding debs of non-cultivator households.
Their outstandmgzbbeét;:gecgaﬂ951-—52 to 1961-—62 increased from
R8.315,35 lakhs t0 Rs.408,98 lakhs i.e. increased by 30 per
cent or at the amrmel compoiund rate of growth of 2.6 per cent
By epplying compound growth rate of 2.6 per'cent per year we
estimated the outstending debt of non-cultivator households

5emveer1 1951=-52 t0o 1961-62. Their debt issues between



1261~62 t0 1971-72 increased fr om Rs.408,98 lakhs t0 Rs.460,17
lakhs i.e. increased by 12 per cent or at the anmual compound
rate of 1.01 per cent. At the snnual compound rate of 1.0}
per cent we estimated the outstanding non-cultivator households

in each year between 1961-62 to 1971~72.

The financial series of outstamling rursl debt issues
prepared by estimating separately the outstanding debt of
cultivator smd non~cultivator households for the period

1850-51 0 1971-72 is presented in Appendix Table II-C;-‘I.»

Urban Household Sector's Borrowings from Financial

Institutions:

Having estimated the rural households borrowings, we
proceed t0 estimate the urban households borrowings, Here,
we have no surveys similar to those available for the three
bench-mark years for the rural areas. However, we.can
derive a partial picture relating to the borrowings of the
urban households from the organized finsncial institutions
such as banks, insurance companies aﬁd other financial
institutions. The figures of borrowings of the urban house-
hold sector are obtained from the "Uses" side of the flow
of funds of commercial banks, insurance companies and other
financigl institutions, under the heading of "advances". It

is assumed that rural households do not borrow from these'



ins’citu‘l;ionmm Colums 2, 3 and 4 of Appendix Table II-C-2
present the data relating to borrowings from these ins"f;itu-: |
tions. In colum 6 total outstanding b:or:t;'cwin‘gs are presented.
The figures for 1950-51 are obtained from Dr. M.S. Joshi'é

study, 15

in which he has cmstructed the balance sheet for
financial :‘gntermediaries and the non-financial sector for
1950-51 and 1961-62. Outstanding borrowing of Rs.152,00 lakhs
(i.e. receivable fzjom the household sector) is obté;hied from
the assets side of the balaizce gheet of the financial
intermediaries for the year 1950-51. TFrom this we deduct

. Rg.70,10 lakhs, the arinoun‘k of borrowing of the household
sector from the co-Operative banks which has already been
taken into accoﬁnt in the rural sector's estimates. We thus
obtain Rs.81,90 lakhs as the tobtal outstanding borrowing .

of the urban household sector in 1950-51, which is shown

in colum 6 of table II-C-2.

14Thua figures are obbained from the "Financial Flows
in the Indian Economy", Reserve Bank of Indig Bulletin,
issues of March, 1967, July 1969 and August 1975.

154.5. Joshi., The National Balance Sheet of India.
University of Bombay, 1966,0. 17. See (i.e. recelvable
from household sector) in the balance sheet of fencisal
intermediaries.
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Section III

Growth of Primary Securities
in Indig

Having discussed the s awrces and nature of data, we now
proceed to examine the finencial development in India. In
this section we will discuss the growth and compogition of
primary securities in India during 1951-71. The period
covers the developments during the first three plans 1951-56,
1956~61, 1961-66 and three Annuel plans during 1966-69 and

the first two years of the Fourth Five year plan of 1969-T4.

Changeg in the Xconomy

The financial developments have tobe understeod. in the
context of the changes that have come over the economy.

Recently, National Accounts Statistics of January 1975 and

October 1976 have become gva ilable which make it possible té
build up continuous series of data for the period 1951-71 in
a manner which Wa);?/> not possible earlier. Table 1Il-1,

presents some of the salient features of the growth of the
Indian economy. The first thing to be noted is that during
the period under review, the natiocnal income of India grew at
an annual compound Tate Of 3.7 per cent 1f we take the average
of triennium 1968-71 over the triennium 1951~54. This rate

of growth may be compared with the rates of growth of GNP
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Obtained for some of the developed countries during their

eerlier phases of development. These figures are obbained

from Economic Growth and Structure by Simon Kuznets (p. 307).

Great Britain 1841~-81 . 2.5%
France 134 1-50— - 2.2%
L 1861-~70
Germany 185155~ = 1.6%
1871~75 ‘ '
Sweden 1861~65—. 0 2.9 %
. 1881-85
Russia 1860-191% 2.7%
Japan 1878-82=1. .  4.1%
191822

UOSQAO ) 1&;-0-80 . 4-0%

Except Japan, and U.5.A. the Indian growth rate is
faster. This would imply theat the issue-income ratio to be
observed in India should be higher than that obbtained else-~
where at a comparable stage. This would however be temp%ce.d- e
by the fact thet India starts from a much lower 1level of
development as compared t0 even the earliest period for which
we have the dats for the already developed countries. Thus for
instance the share of agriculture in NDP at current prices

was as high s 50 per cent in 1951-52 and remained around

47 to 48 per cent till 1970-71. Agriculture being largely
subsistence, self-employing sector, the external financing

is less important therein as compared to the corporate sector

and the government sector. This however gets offset by the



particular strategy of develo@ment adopted ‘in India, namely,
the prominence given to the public sector investument Whicl’; is
more heavily dependent on external ‘finanoving. Thus high
rates of growth end public éect or investments tend t0 push up
the issue income ratio, v&hilé a higher share of agriculture

tends to push down the issue inc ome ratio.



Table IT-1: Wet Wational Product, India, 1951-52 to
1970-71 at current and constant prices.
Vet Vet % Share of Agricul-
Hational  National ture dn WDP at
product product Current  Constant

Year at Factor at Factor prices prices

cogt of cost st .
current 1960-61
prices prices
(Rs. in (Rs.in
crores) crores)

1 2 3 4 5
1651=-52 91,46 92,79 50,2 539
1952“‘53 89 135 95 190 4801 55 00
1953=54 95,63 102,01 5% .1 55 .9
1954 =55 86,79 104 ,8% 48.5 54 4
1955-56 61,76 108,60 45 .2 52 .4
1857-58 105,52 112,54 52.8 50.3
1058~59 117,96 121,65 62 .4 51.7
1959~-60 121,47 123,99 62.5 49.7
1960~61 132,63 132,63 49.3% 49.3
1961-62 139,87 137 429 48.1 47 .9
1962~63% 147,95 139,93 46.3 45.7
196364 169,77 147 471 46.9 44 4
1964.~65 200,01 158,85 48,9 45 .1
196566 206 437 150,82 45 .8 4044
196667 238,48 152 4,17 47 .4 39 .4
1967-68 280,54 164,653 50,2 42,2
1068-69 286,07 169,39 47 .8 41.3
1969-70 316,06 180,16 47 5 4144
1970~71 344,62 190,96 46 .9 42.3
Source: Nabibnal Accounts Statistics, January 1975 and

Octover 1976, Central Stabtistical Organisation,
Government of India.

Dholakia, BRakal H,
e e ...
o India, Geod QOMDGW)SGV\ Bqayec{q

~NDP2 Nt Poynestde
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of EConmomiC Eiowwh,

C Ivdve )4 Ty, 7,93



Table II-2: Wet Issues of Primary Securities in India,

1951-52 to 1970-71.
, o (Rs, in lakhs)

LN
s

-
o]

Total net Government  Corporate Household
Year issues of gsector gsechor sector
primary issues issues issues
gsecurities
1 2 3 4 5
(3+445) '
1851-52 568,03 214,79 240,06 113,18
1952~53 219,82 78.53 45,79 95,50
1953-54 . 189,34 24 424 52,81 111,29
1954 =55 620,59- 350,19 141,90 128,50
1955-56 845,97 311,31 248,24 186,42
1956-57 972,18 505 ,44 305.,86 160,88
1657-58 1,44%,74 698,23 624,50 121,01
1958-59 1,.357,28 773,05 425,71 158,52
1659-60 1,300,47 803,47 270,96 176,
1960~61 1,180,72 621,05 389,97 169,70
1961-62 1,626,63 840,67 604,71 181,25
1962-63% 1,829,19 812,21 876,28 140,70
1663~64 24357 ,51 1,089,82 1,047,23 . 200,46
1964 ~85 - 1,9%31,84 1,042,16 T54.,55 135,13
1665-66 2,344 ,03 1,416,26 788,47 139,30
1966-07 3,616,506 2,001,45 1,%66,03% 249,08
1968=69 2,404 ,59 1,217 ,18 877 455 309,86
1969~70 2,170,30 1,158,18 491,88 520,24
1970-71 928,42 1,317,70 424 ,20

2,670,532

Source: Col. 2: Colums % + 4 + 5.

Col. 3: From 1951-52 to 1965-66, sum o f the
colums 7 and 9, Appendix Table II-A-1 and
colum 5, Appendix Table II-A-2, and from
1966-6T7 t0 1970=7T1, sum o f the columns 7
and 11, Appendix Table II-A~-Z and column 5,
Appendix Table II-A-2.

Col., 4: Colum 9, Appendix Table II-A-4.
Col, 5: Colum 5, Appendix Table II~A-5.



Pable 1I-3: Outstanding Stock of Primery Securities .in
Indis, 1950-51 o0 1970-71.
(Rs. in lakhs)
Total Goverument Corporate Household
outetanding scchor sector sector
Year stock of debt debt debb
primary issues igsues isoues
gsecurlities
1 2 3 4 5
(3+4+5)
1850-51 5,659,91 2,660,05 1,373,035 1,626,83
195152 6,227 ,% 2,874 ,84 1,613,09 1,740,01
- 1952-5% 64447 ,76 2,953,37 1,658,88 19835,51
- 195354 6,637 ,10 2,977 ,61 1,712,69 1,946,80
195455 T 4257 ,69 3,327 ,80 1,854 ,59 2,075,30
. 1955-56 8,103,606 3,6%9,11 2,202,83 2,261,72
' 1956"57 . 9’075 ,84 4 3154 ;95 29508’69 2!422)60
195758 10,519,58 4,802,78 3,133,19 2,54%,61
1958“‘59 119876 786 99615 385 3:558’90 29702’13
1959-60 13,377 ,33 6,469,30 3,829,806 2,878,17
" 1960~61 14 ,358,05 7,090’35 4,219,83 33047,’87
1961-62 15,984 ,68 74931,02 4,824 ,54 %,229,12
1962-6% 17 ,813,87 8,743,23 5,700,82 3,369,82
1963-064 20,151,388 . 9,833,05 6,748,05 5,570,28
" 1964 -65 22,083,22 . 10,875,21 T7,502,60 3%,705,41
1965-66 24 ,427,25 . 12,291,47 8,291,07 3,844 ,71
1966~67 28,04%,81 . 14,202,92 9,657,10 4,093,79
1967-68 30,573 ,41 15,%98,93 10,9%5,68 4,238,80
1968-69 %2,978,00 16,616,11 11,81%,2% 4,548,606
196970 %5 ,148930 17,774 ,29 12,305,11 5!068390
197071 37,818,62 18,702,71 1%,622,81 5,493,10
Source: Col, 2: Columms 3+4+5.

from 1951-52 t0 1965-66, sum of the columns
6 and 8, Appendix Table II-A-1 and colum 4,
Appendix Table II-A-2. And from 1966-68 to
1970 sum o f the columns 6 and 10, Appendix
Table II-A-1 aand column 4, Appendix Table
IT-p-2. ‘

Col. 4: Colum 8, Appendix Table I1I-A~4.
Col. 5: Colum 4, Appendix Table II-A-5.

Col. 3:



Issue~Income Ratio

~Table 1I-2 presents data relating t0 net issues of

primary securities during 1951-71.

outstanding stock of primery securities.

Table 11-3 showsg the

These two tables

have been prepared on the basis of the Appendix tables

presented at the end of this chapter.

In order to tring out

the salient :features) we summerize the relevant figures here

below:

o

g

Table II=4:

Net Issues of Primary Securities and National
Income in India, 1951-71. |

Vet Issues Net % Issue:
- of Primary + National - Income
degiod securities product Ratio
Pevto (Rs. in at -Current (%)
1lakhs) wrices °
(RS 'y in
‘1akhg)
1 2 3 4 -
' (2%3)%)00
1951-56 2,443,715 . 45 ,499 ,00 5.4
1956-61 6,254 ,39 58,288,00 10.7
196166 10,069,20 . 86,397,00 117
1966-71 13,,391,37 . 146,577 ;00 9.16

Source: Col. 23
Col. 33

Colum 2, Table Ii-2.

Column 2, Table II-1.

cale Hz(co(ummﬂ,% Colamm ‘3)%!0:’,.
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Issue-income ratio is the most important reiatlon m

" Ku»"‘-/%

analysing the financial structure and develOpmemtﬁln the
country. For the period as a whole the. 1ssue—1ncemf ratlo«;wfﬁ
was 9.6 per cent. It increased from 5.4 per cent dﬁrixguﬂw
1951-56, to 10.7 per cent in 1956-61 and 11.7 per cent in
1961-66 and dropped to 9.16per cent during 1966-71. Thus
over all, the ratio shows the upward trend during the period.
This leads support to our hypo%hesgs of rising issue-income
ratio in the early period of economic development. The
increase in the issue-income ratio from 5.4 per cent during
1951=56 t0 10.7 per cent during the next quin-quinniuu is
easily explained by the sharp increase in the rste of capital
formation as shown below. The rate of investment increased
from 8.8 per cent during 1951-56 0 14 .2 per cent during
1956-61.

Table II-5: Net Demestio Capital Formation in India.
(Rs. in lakhs)

Average Average NDCF as
Annual Apmual percentage
Pested, NDCF : Nop of Nbp
- at 1960-61  ab 1960-61
prices - prices
1 2 3 . 4
1951~56 888,00 10,104,00 8.3
1956-61, 1,722,00 12,150,00 14 .2
196166 2,025 ,00 14,814 ,00 1% .7
1066~T71 - 2,62%,00 17 ,321,00 1541

Nobte:~ NIDCF - Net Domestic Capital Formstion.
NP - Net Domestic Product.
Source: Growth and Emoloyment in Imdia, by V.N. Kothari,

Presidential sddréss, 9th Cujarat Economic Conference,
October 1977.
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Next we need an explanation of the drop in the ratio
from 11.7 per cent during 19'61-66 t0 9. 16'per cent during
1966~71 eventhough the rate of J.nvestment m 1966-71 was
15.1 per cent as compared to 13.7 per cent during 1961-—66
Te explamation is to be found in the decl:me in the share
~ of the public sector mvestment during 1966»71 due to
plan holding during 1966-—69. '

Table II-6: Shere or Public Sector in Net Domestic

Capital Formation. (Rs. in lakhs)
. Total NDCF Public Column 3
Pewiod at current sechor as % of
prices ‘ NDCF ‘ Columm 2
1 2 3 4
1961--66 11,659 ,00 7,526,00 64 .6
1966~71 20,501,00 9,854 ,00 48.1

Wote: WDCFR = Net Domestio Capital Formation.

Source: WNational Accounts Statistics, October 1976. The

The share ¢ public sector in NDCF was 64 per cent during

1961-66., It declined to 48 per cent during 1966-T71.
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How does this ratioof 9.6 per cent obtained for India,
compare with those observed for the other countries during

their earlier stages of development? Financial Structure and

Development by R.W. Goldsmith provide the following data

(Table 3~1 pp.115=~116) for 1861-1913 (adjusted

New Issue -

countres GNP ratilo
France 7.8% |
Germany 10467
Britajn 6-270
U.5e4. 9.8/
Total 4 countries. B.87%
Austria-Hungary 5.2%
Italy 5.1%
Japan 9.1%
Russia 5.5%
Potal 4 countries 4.7%

If we compare the bottom four countries, the Indian ‘ratio is
decidedly on the higher side. But this wolild not necessarily
imply better financial development because this higher ratio
is associated with public sector which relies heavily on
captive fundse. For instance, the commercizl banks are
statutorily required to iﬁvest sizable amounts in govern-
ment securities. The provident fund money also statutorily

flowé to the government.
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Externsl Fi;ﬁancing' Ratio:

External financing ratlo is one of the most important
relations in analyging the financial structure and. developme;nt
in the country. The external financing ratio is the ratio
of net issues of primary securities to grc;ss domestic capital
formation. The external financing ratio shows the extent ’c-o
which capital expenditures in the country are financed by the
internal and external financing. There will be a tendency
for the external ﬁina;lcing t0o rise in o growing economy, as
the productive opportunities camnot be exploited withthe
balanced budgets i.e. without resorting to the external
finance. Thus, the non~financial spending uhits will have to
resort t0 external finance i.e. issue of pr.imary securities
by the deficit spending units, In the early stage of
country's economic development the extermal financing ratio
is likely to increase as the spending units are required
to resort more to the external financing as campared to
later stages. In the later stage increase in the profits of
the deficit spending units render resorting to exbernal
financing less important as compared t0 the earlier one,
assuming that the increase in the profits tends t0 reduce

the external finance.

Table II-7 provides information about the extérnal

financing ratio in India. External financing ratio increased



from 47 .8 per cent during 1951;-56 t0 65.1 per cent during
1956-61 preqisely ‘the period during which there was a big
step up in the fai;e c;f investment. From table II-8, it can
be seen that the Grossl])omestic Capital Formation (GDCF) as
a persentage of Gross National froduc‘b (GN?) incréased :from
10.1 per cent during 1951-56 t0 14 .6 per cent dui'iﬁé‘1956-v-6;l,
& step up in the rate by more than 40 per cent. Since 1961,
the external finemcing ratio has declined to 56.7 per centl
during 1961-66 and to 44.1 per cent during 1966-71, even
though rate of @ross( Domestic Cépital Formation increased *t::o
17.9 per cent during 1961-66 and remained at 17.9 _‘ééI‘ cent
during 1966-71. This is because during 1961-71 depreéiation
constituted a larger fraction of the GDCF as compared to the
earlier period and depreciation is an internal source of |
finance. Secondly, since 1961, the share of public sector
(i.e. gé)vemment sector plus government company) in the GDCF
has been declining. It has declined from 48 per cent during
1956-61 t0 38.6 per cent‘during 1966~71, and as can be seen
from columns 9 and 10, the proportion of external financing
is much higher for the public sector as compafed to0 the
private sector. However, itmay be noted that the external
financing rat ios for both the public sector and the private
sector have declined. For the public sector, the ratio
declined from 94.2 per cent in 1956-61 t0 81.4 per cent in
1966-71. The decline in the external financing ratio of the
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private sector is persistent. It has declined from 43.5 per
cent to 20.8 per-cent between 1951-56 and 1966~71. This
decline is worth understanding. It is érobably due to a
decline in the burden of indebtedness among the rura;f;,
particularly the cultivatbt ing households due to favoixrable ‘ |
movement in agricultural prices during almo st the en‘ti‘;'e
period except 1952-55. For mstance, the overall Wholesale
price index increased from 89 in 1950-51 to 100 in 1960—61
and 188 in 1970-71, whlle the wholesale price mdex i‘or food
articles increased from 94 +to 100 and 210 during: ﬁhe same

period.



1

: TOT 38MI0] LETTasn
,w OT4S9WOF S80IDH

'

. . JO sonsSs. 98y

t

: RS

4

G. LS) ?.mﬁ (0°004) : A (
_oo GoL¢o¢ 3¥9°92 00°L08°29  6L‘BLL‘0L 26'6L6°LZ LL‘BSLYZC LL-1S6)
(r19) nm ac) (9°00t) :
00‘98Ligl L0LfLE 00° YEcfog wialste  cL61ste Lefiegetat LL=9961
mm.mmw mm.bi 8 00t )
| .00°615%6 Lev‘8  00°9GLf Li evige6‘e LL*Glo*L  02°690°01L 99196
| (0r28) mo 87)  (9°00t) o
ﬁ 00°266¢7 00'0L9°%  00°209°6 CO'0L6CL  9Lfciett  6gfPGetg L9-9561
w Ao.mwv mo 5 8 ooS . S
_ oo‘tzzte 8L oo0‘aliig 6o‘zo¥‘L  90'ttoCL  aliavvie 96-166 1
Ll 9 g ¥ < 2 )
“: J0 3099 T09008 109098 I0 300¢
| 99BATIY oETang Te30y 99BATI] 2T TANJ 8307 poTIdd
| - §3TTaN00g AXGWE I8

"

!
:
W
w
!

!

\,

s

*LL=1G61 *BTDPUI UT SUTOUBULy TEUIS IXF

$L-1I °TqBg




Table II-8: Gross Domestic Gan:d;al Formatlon as Proportion
of Gross Nat ional Product , 1951-71, at Current

Prices. (Rs.m 1ekhs)
‘ GDCF as
Per iod GNP ~ GDCF % of GNP
- 5 3 3

1951-56 T50,578,00 5,115 ,00 10.1
1956-61 65,807,00  -9,602,00 14 .6
1961=66 99,259,00 ~ 17,756,00 "17.9
1966=T71 17 .S

169,16%,00 30,334 ,00

Source: Col. 2:

Data upto 1959-60 from Table VI.2, Basic
Statistics Relating to the Indisn Ecomomy,

Commerce Research Bureau, Uctober 1975 and
from 1960-61 from Table 2, Netional Accounts
Statisties, 196061 to 1974~75, October 1976,

Central Statistical Organisation, Government

of India,

Col. 3: Table II-7.

Further, inspite of phenomenal increase in prices, land

revenue tax was not generally revised upwards.

The internal

sources of savings of the cultivators probably improved

during this period.

How does the Indian experience compare with other

countries? TFor the twenty year period, 1951-71, the Indien

external financing ratio came to 51.2 per cent.

This may

be compared with the external finsncing ratios for some of

the countries presented below.



External Financing

cowmivles Ratio 1901-13
France .o cee " 0.64
Germany ... e 0.80
Gregt Britain- ces 0.67
Japan - oo bae 1.00
U.S.A. Leee  Cews 0.52

Average ' 0.72

Source: TFinancial Structure and Development, by
RW. Goldsmith, p.137.

A

Before we moke comparison;it is tobe noted that the above
ratio shows thewupward bias as the capital formation ratio
excludes the consumer durables. .If the consumers durables
are included in the cap:f‘.t'al formation ratio, then the aversge
ratio would be between 50 per cent to 60 per cent as pointed
out by Raymond W. Goldsmith while making the indirect
estimation of external financing ratio for these countries
during the period 1901-13. In that case, the ext ernal
finencing rabtio observed in India dur’izl\,g the period 1951-T71,
is very close to the ratio of above countries during the
period 1901-13. By the way, it should be pointed out the
ratio for Japan aﬁd Germany came out 0 be I}ig_her than other
countries due to war expenditures in these countriés. Hence,
the average ratio turned out to be higher than it otherwise
would have been. Secondly, if the figures prior to 1901-13

would beave been available in that case the average for the
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longer period would have been likély to be less the average
ratio of 50 per cent to 60 per cent durlng 1901-13. Perhaps,
_in that case the exbernal finsncing ratio in India, would have
‘been very mch close to thabt of these countries in their

earlier period.’

Outstanding Stock Issue Rabio:

We may round off the discussion with a review of the
movement of the ratio of the outstanding stockof primayy
securities to net national product. Ideally we should also
discuss the ratio o:f‘ stock of pr:{mary securities to national
weal%h. However, in the absence of any reliasble series for
national wealth, we have t0 rest content with the ratio of
stock t0 national product: On the basis of Table II-1
which presented the data relating to0 national product and
Table II-3 which showed figures relating to the stock of

outstanding securities, we present the following ratios.

Ratio of outstanding pr imary
.securities (st issue prices

Year t0 net national ;produtt.
1950-31 0.62
1955~-56 0.88
1960~61 1.08
1965-66 1.18

1970-71 1.10



Gl

Except for the last year; the movement of the ratio ig
in upward direction and conferms the hypothesis that during )
the earlier phase of development stock ratio would be moving
upwards. Stock~income ratio in Japan prior to 1901 was less
than 1 and it reached the peak of 3.70 in 1931. U,S.A. also
had a similar movement,16 It would thus appesr that there is

still much scope for stock ratio to move wp in India.

Section IV

Composition of Primary Securities

Hav ing of djiscussed the trends in issugs of primary
securities, we may now discuss the composition of p;’imamy
securities. This would throw added light on the financial
development. The composition is best studied in terms of
stock of outstanding primary securities. Pirst we discuss
the composition in terms of the three sectors, namely,

Government sector, Corporate sector and Household sector.

Three Sechors:

Table II-9 presents data relating to the stock of

primary securities issued by the three sectors. It will be

16David J. Ott, "The Financial Development of Japan,
1878-1958", Journal ofPolitical Economy, April 1961,
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seen that the shares of the government sector and the corporate

gsector have tended t0 increase, while the share of the
household sector has declined, a development Which is in line
with the increasing importance of the govemment and the ¢
corporate sectors in actual produchion. It ought to be
reninded however, thabt the data relating +to the household -
sector are incomplete, in as much as reliance on the un-
organized financlal intermediaries such as money lenders

and indigenous bankers is not capbured in the data. It is

of significance that the government sector accozints for

avout half of the tobtal stock of primary. securities in India.
This reflects the lead :ing' role of the goverﬁment sectpr in
investn;e;l‘c in the development strategy that India has adppj:ed.

The government sector needs further discuésion.



Table II~-9: Composition of Outstanding Primary Securities .

in Indis, /950-57 70 /9%0-%,
. (Rs . in lakhs)

Government Corporate Household

Year Sector Sector Sector Total
1 2 3 4 ‘ 5

1950-51 2,660,05 1,373,035 1,626,8% 5,659,91
(47+0) (24 .3) (28.7) (100.0)

195556 3,639,11 2,202,83 2,261,712 8,103 ,66
. (44.9) (27.2) (27.9) (100.0)

1960-61 7,090,%5 4,218,835 3,047,87 14 4358,05
(49.4) (29.4), (21.2) (100.0)

1965=66 12,291,47 8,291,07 3,84,71 24,427 ,25
{50.3) (33.9) (15.7) (100.0)

1970-71 18,702,71 13,622,81 5,49%,10 37 ,818,62
‘ (49.5) (36.0) (14.5) (100.0

Note: 1) Government sector includes central, state snd local
governments., Inbter-government loans are excluded
to0 avoid doubl e counting:

2) Figures in the brackets shows percentages.

Source: CGol.: 2: Colum 3, Table II-3.
Col. 3: Colum 4, Table II-3.
Col. 4: Column 5, Tgble II-3.
Col. 5: Colum 2 + Colum 3 + Column 4.

Government Sector:

What is the importance of public debt? We cen measure
this as a ratio of outstanding primesry securities issued by
the govemuent sect\or to the net nationel product. Here

we show the ratio of govemment sector's outstanding primary
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securities to net national product of each year at current

prices.

Ratio of public

ﬁuu‘r)t'arlfés’ debt to NN}_P
1950-51 0.28
1955-56 0.36
1960-61 0.53%
1965-66 © 0.60
1970-71 0,54

NNPz Nk Nz Ronal ﬁvdﬂucf‘
The ratio of Publlc debt has tended to increase and seems

to be settling down near 0.55 to 0.60., This may be compared
with the following ratios ofCentral government debts to
National Product observed in case of some of the developed

countries during 1913 prior to the magjor war.w

Cow S AR D% Ratios
U.8.4. coee 0.03
‘Great Britain. 0.27
France o re 0.7C
Germany ... 0.%8
‘Japan  eee 0.56

The second queshtion, we have t0 ask is regarding the

Internal (Domestic) snd Bxbernal Debt. Table II-10 presents

17{)‘:>J(;a3.1f1ed from RW. Goldsmith, Emancla,l Structure snd
I)evelooment, P 151.




the rel evant data.
(foreign) debt has increased throughout the period and it
formed about 1/4th of the total government debt, sn indica-

tion of the country's reliance on foreign aid.

Table II~10:

Internal and External Debt of the

It will Ve seen that the share of external

Government, /9%0-371 4o 199 0-2H.
, (Rs.in lakhs)
Internal Ext ernal

Year Debt Debt Total
! 2 3 (’gﬁ—z)
1950-51 2,628,02 32,03 2,660,05
] (98.8 ( 1.2) (100.0)
1955-56 3,500,30 138,81 356%9,11
(96.2 ( 3.8) (100.0)
1960~-61 6,329,39 760,96 8,090,35
(89.3) (10.7) (100,0)

1965-66 9,700,85 2,590,62 12,291 ,47
(78.9) (21.1) (100,0)

1970-71 14,528,67  4,174,04 18,702,71
(77.7) (22.3) (100,0)

Note: Figures in the brackets show the percentages.

gource:
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Corporate Sector:

The next in importance is the corporate sector.

Table II-11, shows the relevant data separately for the

government snd non-govemment corporate sectors.

One

A



striking fact brought out is the increase in importance of
the government corporations as shown belows:

(Rg.in drores)

. Non-
o Government government
U corporstions  corporations Total
1950-51 7R 1299 1373
1960~61 1028 3191 4219
1070-T71 6012 7611 13623

The outstanding primary securities of the government corpora=-
tions were negligible in 1950-51 but in 1970~T71 there were

é 1ittle less than helf of the total cox%p-érate secto'r.“fhe
government corporate sector has come into prominence with .

_ the establishment of‘many public enterprises in industry,
trade, pu’blie wtilities etc. It is difficui‘b to inferpx:ete
the securities issues of the government corporations. This
is becsuse the shares of the government corporaticné are
wostly held by the govemment in the name of the Head of the
state. They are not marketed. It will 21s0 be seen from
Pable II-11, that borrowings from banks snd other financial
institutions were insignificent for the gevernment corpora-
tions, while borrowings from other sources, mostly from the

government , Were s jgnificant and growing in importance.

From the point of view of market, non-government corpora-

tions are more importamt. As cen be seen from table 1I-11,

66
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the share of stock issues has declined from about 50 per cent
to 27 per cent during the period under review, or the debt

equity ratio has increased sharply as can be seen below:-

Debt~Equity Ratio

e Corpormtion
1950~51 0.98
1955-56 1.39
1960-61 1.75
196566 2.35
1970-71 2.70

The second thing that can be observed, is the increasing role
of banks and other financial institutions (including the
special finsncial jinsti‘tutions created by the goverﬁmem:).
Trade dues are =n important source also. Borrowing from
other sources include direct public deposits by the house~
holds which are quite zn importent source of finance for

companies in India.

Household Sector:

The household sector's importance has declined. Our

~

data in regard to this sector do not permit us much detailed

discussion.
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Appendix Table II-A-2: Net and Outstanding Local Government
Debt Issues in India, 1950-51 o 1970-71.
(Rg.in lakhs)

Outstending Outstanding Net Net issues

local loan from Outstanding of local
Year Government Government local Government
debt issues Government debt
debt '
1 2 3 4 5
(2-3)

195051 89,53 21,78 67,75 -
1951-52 93,75 22,47 71,28 3,5%
1952-53 74,36 22,98 71,38 10
195354 104 ,44 29,93 4,51 3,13
195455 112,10 38,19 73,91 - 60
1955-56 125,42 48,16 77 426 3,35
1956-57 137 442 51,78 85,64 8,38
1957-58 151,02 61,63 89,39 3,75
1958-59 161,67 65,53 96,14 6,75
1959-60 186,70 81,14 105,56 9,42
1960-61 216,37 102,48 113 389 8533
1961-62 23%,14 110,09 123,05 9,16
1962-63% 246,35 120,51 125,84 2,79
1963-64 265 ;95 132,81 133,14 7,30
1964 ~65 . 283,04 143,96 139,08 5,94
1965-66 234,00 106,05 127,95 11,13
1966-67 268,61 113,75 154,86 26,91
1967~68 386,53 212,44 174,09 19,23
1968-69 425,00 236,97 188,03 13,9
1969~70 M.A. N.A. 188,03 W.A.
1970-~71 M.A. WA, 188,03 N.A.

N.A., -~ Not Available.

Source: Col. 2 & 3: Statement on outstanding debt of logal
Authorities ratics, "Finances of Local Authorities',
Reserve Bank of Indis Bulletin, Issues of May, 1965,
April 1967, September 1970 and March 1974.

Col. 4: Colum 2 minus Colum 3.

Col. 5: For each year net issues of local government
debt is the change in outstanding local government debt
over the precgeding year's outstanding local government
debt. (OCutstanding local government debt is given in
colum 4 ).
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Appendix Table II-A~5: Household Sector: Outstanding and Net
) Debt Issues, 1950-51 to 1970-71.
(Re.in lakhs)

Outstand ing Outstanding Outstanding Net issues
Year rural houvse~ other house- Household of house~
@old debt @old debt Sector debt hold sector
issues issues iesuss. debt
! : 5 (§+3) °
1950-51 1,544 ,93 81,90 1,626 ,85 -
195152 1,628,41 114,60 1,740,01 113,18
1952-53% 1,716,71 118,80 1,835,51 95,50
195354 1,810,710 136,70 1,946,80 111,29
1954 -55 1,908,390 166,40 2,075,30 128,50
1955~56 2,013,42 248,30 2,261,172 186,42
1956~57 2,124.,00 298,60 2,422,60 160,88
1957~58 2,241,071 302,60 2,54%,61 121,01
1958-59 2,364,83 537430 2,702,13 158,52
1959~60 2,495,87 382,30 24,878,17 176,04
1960~61 2,6%4,57 413,30 3,047 ,87 169,70
1961-62 £,788,92 440,20 %,229,12 181,25
1962~67 2,876,72 493,10 54369,82 140,70
1963-64 2,967,48 602,80 3,570,28 200,46
1964 =65 3,061,31 644410 5,7C5 441 125,13
1965-66 34,158,31 686,40 3,844 ,T1 139,30
1966-67 5,258,59 835,20 4 ,093,79 243,08
1067-68 3,%62,30 876,50 4 ,2%8,80 145,01
1968-69 %,469,46 1,079,20 4 ,548,66 309,86
1969~70 3,580,30 1,488,60 5,068,90 520,24
1970-71 3,694 ,90 1,798,20 5545%,10 424,20

Source: Col. 2: Colum 4, Appeﬁdi:c Table II-C-1.
Col. -5: Colum 6, Appendix Table II~-C-2.
Col. 4; Columne 2+3

Col. 5: For each year Net issues of household sector
debt is the change in the oubtstanding household
sector debt issues over the preceeding year's
outstanding household sector debt issues.

(The figures of outstamding household sector
debt issues are given in colum 4).
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Appendix Téble IT-B~9: Government Non-finsmcial 'Companies
Borrowings: From Banks, 1959-60 %o

83

- 1970-71 (Hs. in lakhs)
Central State Borrowing Borrowing
e Sorms Sorem-ortme et
compenies  compenies  Government c ampanies
companies
1 ° f}'(é+%) >
1959-60 - - - 43,86
1960-61 10,06 1,97 12,03 5% ,23
196162 9,55 5,22 12,77 | 53,43
1962-63 17,56 4,86 22,42 130,58
1963-64 28,84 5,39 34,23 46,13
1964 -65 48,52 8,10 56,62 76,51
1965-66 90,53 13,23 103,76 127,63
1966-67 114,56 20,19 134,75 153447
1967-68 128,30 27,59 155,89 182,33
1968-69 130,13 31,98 162,11 195,78
196970 119,12 30,47 149,59 179,36
197071 164,59 34,25 198,64 263,45
Source: Col. 2: Same as colum 2, Appendix Table II.B-8

Col: 3: Same as colum 3, Appendix Table II.B-8
Col.4 : Colums 2+3.



Appendix Table IT-B-10:

84

Government Non-financial Companies
Borrowings: from Stetutory Financial
Corporations, 1959-60 to 1970-71.

(Rs.in lakhs)

Central

State Borrowing Borrowing

Year Government  Government of the of all the

companies companies sample government

. government  companies

companies
1 2 3. 4 5
(2+3)
1959-60 - - - 6,09
1660-61 1,67 39 2,06 9,11
1962~63 2,81 42 3523 4,40
1963064 2,60 40 3,00 4,04
1964 -65 2,38 35 24573 5,69
1965-66 2,17 30 2,47 3,04
196667 1,96 48 2,44 2,78
1967-68 ) 1,74 1,58 3,12 5,65
1968-69 1,54 1,25 2,79 3,37
1969-70 1,33 1,04 2,37 2,8
1970-71 1,11 21 1,32 1,75
Source: Col. 2: Same as column 2, Appendix Table II.B-8

Col. %:
Col. 4:

Same as colum 3, Appendix Talle II.B-8
Colums 2+3%. :



Appendix Table II1.B-11: Government Companies Borrowings:.

From other Financisl Institutions,

1959-60 to0 1970-71.
. (Rs. in lakhs)

Central State Borrowing Borrowing

Year Government Government of the of a11
e oS e etmment  aomsenicn.
companies
1 2 4 5
(2+3)

1959-60 - - - 50,45
1960~61 1,12. - 1,12 4,95
1961-62 1,09 - 1,09 4,56
1962-63 9,34 - 9,34 12,74
1963-64 12,24 ~ 12,24 16,49
196465 14,21 - 14,21 19,20
196566 12,30 25 12,55 15,43
1966-67 18,56 - 18,56 21,14
1967-68 28,72 15 28,87 33,77
196869 25,76 2,31 28,07 33,90
196970 22,92 2,56 25,48 30,55
1970-71 20,01 3,33 23,34 50,95

Source: Col: 2: Colm 2, Appendix Tale II.B-8.

Col: 3: Colum 3, Appendix Table II.B-8.
Col. 4: Columns 2+3%.



Appendix Table II.B-12: Government Non-Financial Companies
Borrowings: From others, 1959-60 '

66

- o 197041, (Rs. in Iakhs)

Central State Borrowing *© Dorrowing

Year Government Government of the "0of all the

companies  companies sample Government

Government  companies

companies
1 2 3 4 5
(2+3)

1959-60 - - - 193,34
1960~61 34,15 4,51 ' 38,66 171,06
1961-62 43,30 12,89 ' 56,19 ' 235,10
1962-63 438,30 40,29 478,59 ' 652,92
196364 509,87 55 444 565,31 761,87
1964 -65 646,13 69,62 615,75 832,09
1965-66 785,52 86,40 871,92 1,072,47
196667 1,147 ,92 104,47 - 1,252,39 14426 ,4.1
1967-68 1,402,31 107,31 1,509 ,62 1,765 ,63
1968-69 1,609,29 125,23 1,734 ,52 2,094 ,8%
1969~70 1,656,33 129,76 1,786,09 2,141,569
1970-71 1,694 ,61 126,21 1,820,82 2,414 ,88

Source: Col. 2: Colum 2, Appendix Table II.B-8.

Col. 3: Colum 3, Appendix Table II.B-8.
Col. 4: Columms 243,



Appendix Table II.B-13:

Government Non-Financial Companies

T 1 Thadesdues, 1959-60

87

to 1970-71.

. Central State Trade due Trade due

Year Government Government of the of 21l the

Companies companies  sample Governnent

Government companies

companies
1 2 3 4 5
(2+3)

1959~60 - - - 235,03
1960-61 49,30 . 6,14 55,44 245,31
1961-62 62,72 - 14,50 77,22 323,09
196263 163,92 17,71 181,63, 247,79
196364 208,08 18,48 226,56 305 ,34
1964~65 252,39 26,80 279,19 337,28
1965-66 318,81 ‘35,68 355,49 437,26
1966~67 415,87 49,54 465,41 530,08
1967-68 546,51 61,81 608,32 711,48
1968-69 568,70 75,78 644 4,48 778,36
1969"‘70 683 937 87 984‘ 771 )21 924- 371
1970-71 837,64 % ,49 932,13 1,2%6,24

Source: Col. 2: Same as colum 2, Appendix Table II.B-8.
Col: %: Same as column 3, Appendix Table II.B-8.

Col. 4: Colums 243 .



Appendix Table II.B-14: Corporate Sector: Borrowing from

Banks, 1950-51 to 1970-71.
(Rs. in lakhs)

Non- Governument Corporate
Year government companies sector
companies borrowing
from_ banks
1 2 3 4
(344 )

1950-51 160,46 3,31 163,77
195152 222,42 3,86 226,28
1952-53 200,96 4,41 205,37
195354 186,26 4 597 191,23
1954 =55 291,71 5,52 225,23
1955-56 295,01 6,07 299,08
1956-57 393,39 6,68 400,07
1957-58 - 459,25 23,62 482,87
1958-59 452,19 39,46 491,65
1959-60 474,90 43,806 518,76
1960-61 626,15 53,23 679,38
1961-62 735,48 53,43 788,91
1962-63 867,92 30,58 898,50
1963-64 1,014 ,00 46,13 1,060,13%
1964 ~65 1,182,53 76,51 1,259,04
1965~66 1,326,03 127,63 1,453,606
196667 1,444 ,25 153,47 1,597,72
1967-68 1,660,9 182,33 1,843,27
1968-69 1,734,779 195,78 1,930,57
1969~70 1,805,39 179,36 1,984 ,75
1970-71 1,943,32 263,45 2,2006,77

Source:~ Col. 2:

Col. 3:

Col. 4: Colums 243

Colurmn 2, Appendix Table II.B-2.

For the peiod 1950-51 to 1958-59,
colum 3%, Appendix Table II.B-7 and
for the period 1959-60 to 1970-71,
colum 5, Appendix Table II.B=G.



Appendix Table IT.B-15: Corporate Sector: Borrowing from
Statutory Financial Corporations,

1950-51 to 1970-71.
5 (Re.in lakhs)

‘ ' Corporate Sector
Non-~ Government borrowing from

Year government companies statutory
ccmganies financial
corporations
1 2 3 4
L (2+43).
1950-51 -~ 45 45
1951-52 - 53 53
1952-5% - 61 . 61
195354 - 68 68
1954 ~55 - 76 76
1955=-56 11,57 84 12,41
1956-57 15,67 92 16,59
1957-58 22,45 3,26 25,71
1958-59 24,16 5445 29,67
1959-60 25,24 6,09 31,33
1960-61 37,63 9,11 46,74
1961-62 40,45 11,00 51,45
1962~6% 46,26 4,40 50,66
1963-64 158,70 4,04 . 62,74
196465 66,53 3,69 70,22
1965-66 7% 444 3,04 76,48
1966-67 108,13 2,78 110,91
1967-68 118,17 3,65 121,82
1968-69 123,20 3,37 126,57
1969-70 120,52 2,84 123,36
1970-71 | 117,22 1,75 118,97

Source: Col. 2: Colum 8, Appendix Table II.B-3.

Col. 3: For the period 1950-51 to 1958-59,
column 4, Appendix Table II.B-7 and
for the period 1959-60, colum 5,
Appendix Table II.B-10.

Col. 4: Columns 2+%."



Appendix Table IT.B-16:

Corporate Sector: Borrowiang from
other Financial Institutions,
1950~51 to 1970=-71.

Non~- Government Corporate sector
Year government companies borrowing from
companies other financial
institutions
1 2 3 4

(243)
1950~51 13,28 2,29 15,57
1951-52 15,15 2,68 17 483
1952-53 23,18 5,06 26 424
1953-54 39,03 3,44 42,47
195455 53,12 3,83 56,95
1955-56 49,62 4,21 53,83
195657 69,72° 4,63 T4 535
1957~58 115,98 16,38 132,36
1958-59 139,70 27,36 167,06
1959-60 149,46 30,45 179,91
1960-61 175,15 4,95 180,10
1961-62 189,60 4356 194,16
1962-6% 197,06 12,74 209,80
1963~64 250,48 16,49 266,97
1964-65 267,26 19,20 286,46
1965-66 281,09 15,43 296,52
1966-67 366,38 21,14 387,52
1967-68 402,05 33,77 435,82
1968-69 399,45 33,90 433,35
1969-70 389,55 30,55 420,10
1970-71 370,21 30,95 401,16

Source: Col. 2: Column 8, Appendix Table II.B=4.

Col. 3: For the period 1950-51 to 1958-59,
colum 6, Appendix Table II.B~7 and for

the period 1959-60, colum 5,

: Appendix Table IT.B-11.
Col, 4: Colums 243,

90

(Rs.in Lakhe)



Appendix Table II.B-17: Corporate Sector: Borrowing from
others, 1950-51 to 1970-71.
_(Rs.in lakhs)

Non- Governmeﬁt Corporate sector
. Year government companies Borrowing from
companies ' others
1 2 3 4
. . (2+3)

195051 185,33 14,57 199,90
1951~52 209 ,24. 17,00 226,24
1952~53 219,57 19,43 239,00
195354 218,31 21,87 240,18
1954~55 232,79 24,30 257509
1955-56 302,39 26,73 329,12
1956-57 320,38 29,40 349,78
195758 335,68 104,03 439,71
1958-59 335,12 173,73 - 508,85
1959-60 349,54 193,34 542,88
1960-61 362,30 171,06 533,36
1961-62 390,88 235,10 625,98
1962-63 465,71 652,92 1,118,63%
1963~64 541,94 761587 1,303,81
1964 -55 601,46 832,09 1,433,55
1965-66 619,29 1,072;47 13691,76
196667 T79,71 1,426 ,41 2,206,12
196768 844,23 15765 ,63 2,609,856
196 8~69 94T 451 2,094 ;83 3,042,34
1969~70 966,34 2,141,59 3,107,93
1970-71 1,018,58 2,414 ,88 5,433,46

Source: Col. 2: Colum 8, Appendix Table II.B~5.

Col. %: For the period 1950-51 to 1958-59,
Columns 5+7+8+10 of the Appendix
Table II~B~7. And for the period: “
1959-60, colum 5, Appendix Table IT.B-12.-

Col. 4: Columns 243. -



Appendix Table IT.B-18: Corporate Sector: Trade Dues,

1950-51 to 1970-71. ,
, (Re. in lgkhs) -

l
s

Non- . Govérnment Corporate
Year government  companies sector
companies Trade dues
1 2 '3 4
(243)
1950-~51 284,03 17573 .. 301,76
1951-52 349,45 20,68 - 370,13
1952-53 356,29 - 23,64 379,93
195354 357,70  © 26,59 . 384,29
1954 =55 404,16 . 29,55 . 433,71
1955-56 545,66  , 32,50 - 578,16
1956~57 650,73 35,75 088,48
1957-58 715,49 126,47 ‘ 81,96
1958-59 735,84 211,23 946,87
1959-60 806,15 - 235,03 1,041,18°
1960-61 831;26 245,31 1,076,357
196162 939,92 323,09 1,263,01
1962-63 1,040,65" 247,79 1,288,44
1963-64 1,235,50 505,34 1,540,84
1964 -65 1,395,37 337,28 1,732,065
1965-66 1,480,350 437,26 1,917,56
1966-67 1,571,35 530,08 2,101,4%
1967-68 1,694 ,43% 711,48 2,405,91
1968-69 1,801,64 778,36 2,580,00
1969~70 1,932,56 - 924,71 2,857,217
1970-71 2,103,01 1,236 ,24 35339,25

Source: Col. 2: Colum 8, Appendix Table II.B-6.

. Col. 3: For the period 1950-51 t0 1958~59,
column 9, Appendix Table II.B~7. And
for the period 1959~60, colum 5,
Appendix Table II.B-13,

Col. 4: Colums 2+43.



Appendix Table II-C-1: Outstanding Rural Debt Issues,
1950-51 to 1971-72.

. (Rs.in lakhs)

Out standing Outstanding - Total
issues of issues of out standing
Yeor cultivat ing 0N~ Rural house-
households cultivating hold debt
households issues
1 i > (213)

1950~51 1,237 ,57 307 ,36 14544 ,93
195152 1,%13,06 315,35 1,628,41
1952-53 1,393,116 323,55 1,716,571
1953-54 1,478,114 531,96 1,810,10
195455 1,568,31 340,59 1,908,90
1955-56 1,663,98 349,44 2,013,42
1956-57 1,765,48 358,52 2,124 ,00
1957-58 1,873,17 367,84 2,241,01
1958-59 1,987,453 377,40 2,%64 ,83
1959-60 2,10866 387,21 2,495,87
1960-61 2,237 429 397,28 2,634 ,57
196162 2;379,% 408,98 2,778,92
1962-~6% 23463 ,24 413,48 2,876,72
1963~64 2,549,45 418,03 2,967 ,48
1964 ~-65 2,6%8,68 422,63 35061,31
1965-66 2,731,03 427,28 5,158,31
1966-67 2,826,61 431,98 3,258,59
196768 2}925 454 436376 3:362 930
1968-69 3,027,93 441,53 3,469,46
1969~70 3,133 ;91 446,39 3,580,30
1970~71 3,243;60 $ 451,30 5,694 ,90
1971~72 3,364 ,18 460,17 3,824 ,35

Source: The series of oubtstanding rural housshold debt
issues have been estimated. The procedure of
estimation is explained in Section IT.
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