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Chapter 4

INTER-SECTORAL STRUCTURE OF FLOW OF CAPITAL FUNDS

4.0 In economic literature It is generally asserted that
in the process of economic development the financial structure
of the economy changes. It is also argued that the failure to
modify and develop the financial infrastructure hinders the

(1)development of an economy.

4.1 Generally, the structure is looked at from the angle of
composition of financial assets, variety and number of financial
institutions as well as the quantum of financial resources
available through these Institutions. R.W.Goldsmith looks at
the problem of structure basically, in terms of various financial
ratios and the changes in these as indicators of economic deve-

( 2)lopment. '

4.2 In this chapter the emphasis is on the analysis of the 
structural changes in the intersectoral Flow of capital funds in 
the Indian economy for the period 1966-67 to 1975-76. An attempt 
is made to find out the nature and extent of changes in the 
pattern of flows of various sectors in the economy. In other 
words, the hypothesis that the structure of Capital Flows changes 
in the process of economic development, is examined. The analysis 
also throws light on the problem of the stability of the coeffi
cients of borrowing and lending of the economy as well as of 
individual sectors.
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4.3 The structure of Flows of Capital Funds in the Indian 
ecorfomy is'analysed with a view to measure changes in the 
relative importance of various sectors in the Aggregate Flows, 
both from the angle of Sources and Uses.

4.4 Apart from the analysis of the changes in the Aggregate 
Economies Flows, individual sectors' pattern of borrowing (Sources) 
and lending (Uses) is studied, with a view to find out the extent 
and nature of change in the borrowing and lending pattern of the 
individual sectors. To gain insight in the nature of the struc
tural change and to identify rigorously the years which are 
structurally similar or different the cluster analysis is 
undertaken.

4.5 Methodology: The ten year data on Flow of Funds in India 
is recast in square matrix form and is presented in Chapter 3*

See matrices 3*1 to 3.10. To study the structure of Flow ox 
Capital Funds of the economy, the ratio of total Sources of a 
sector to total Flows is computed for each year. Thus, the 
coefficients of the shares of sectors' Sources in total Flows
are obtained. As the Indian economy is divided into six sectors 
in RBI presentation of Flow of Funds data, we get six coefficients 
for each year - a vector of coefficients of borrowing (Sources) 
consisting of six elements with each element representing the 
share of a sector in the total Sources of the economy. These 
coefficients are calculated for all the ten years under review.
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Similarly, the vectors of coefficients of lending (Uses) 
are computed. See Tables 4.1, 4.2. These coefficients are 
calculated from the Flow of Capital Funds Matrices 3.1 to 3*10.

Table 4.1; Aggregate Economy Coefficients of Financial 
Flows (Sources)

Year House
hold

Sector

Rest 
of the 
World 
Sector

Bank
ing
Sector

Other
Finan
cial

Insti
tutions
Sector

Corpo
rate

Sector
Govern
ment
Sector

Total

1966-67 .10 .00 .21 .12 .14 .43 1.00
1967-68 .10 .02 .22 .11 .12 .45 1.02
1968-69 .14 .00 .26 .12 .10 .39 1.01
1969-70 .18 .04 .27 .12 .10 .30 1.00
1970-71 . 11 .01 .29 .11 .08 .39 1.00
1971-72 .10 .01 .30 .12 .10 • .39 1.02
1972-73 .10 .00 .32 .13 .09 • 37 1.01
1973-74 .12 .02 .40 • .13 .15 .17 0.99
1974-75 .08 .02 .28 .11 • .15 .35 0.99
1975-76 .09 .07 .32 .11 .07 .36 1.02
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Table 4.2; Aggregate Economy Coefficients of Financial Flows (Uses)

Year House
hold
Sector

Rest 
of the 
World 
Sector

Bank
ing
Sector

Other 
Finan
cial • 
Insti
tutions 
Sector

Corpo
rate
Sector

Govern
ment
Sector

Total

1966-67 .32 .27 .22 .11 .01 .07 1.00

1967-68 .33 .25 .26 .10 .01 . .06 1.01

1968-69 .36 .13 .31 .11 .02 . 06 • 99

1969-70 .40 .10 .29 .12 .02 . 06 .99

1970-71 .39 .08 .31 .11 .00 .11 1.00

1971-72 .41 .09 .37 . 14 .02 .02 1.05

1972-73 .04 .34 .11 .02 .05 1.00

1973-74 .50 - . 14 .41 . 14 .03 .06 1.00

1974-75 • 36 .13 .33 .12 .01 .05 1.00

1975-76 .36 .10 .34, . 12 .02 .06 1.00
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4.6 Measurement of Distance Between Vectors: In order to

study the temporal changes in the structure of Flow of Capital 

Funds two main statistical tools of analysis are used: (a) Measure' 

ment of Distance Between Vectors, (b) Cluster analysis. In this 

study the vectors are coefficients of borrowing and lending of 

the Aggregate Economy, consisting of six elements, one each for 

the six sectors. We have ten vectors corresponding to ten years, 

each vector contains six elements.

4.7 Similarly, for each sector there are vectors of borrowing
&

ana lending coefficients consisting of a set of five elements, 

for each year. Thus, a vector indicates the composition of 

Sources (Uses). For instance, if an economy i§ divided into only 

two sectors, the composition of Sources (Uses) is represented by 

a vector with two elements, which can be depicted in a two- 

dimensional diagram. See diagram below.

Diagram 4.1

’*■ As intrasector borrowing/lending is netted out.
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4.8 In the diagram Ok represents the vector of Sources
*hh(Uses) for the A period, OB shows the vector of Sources

(Uses for the B period, OC shows the vector of Sources (Uses)
"til \

for the C period. It is clear that any ’two vectors will
coincide only if their composition is identified, in which case
the distance Between them would be zero. If the composition of
two vectors is different the distance between, them can be used
as a single measure of variation in their composition. For
example, the distance between OA and OB is given by

-SJ (x/-x^)2+ (x/- x2b)2'
4.9 In this analysis since all the vectors have elements 

greater than three, it is not possible to depict them on a 
diagram. However, distances between vectors are calculated 
using the standard formula, with the vector of coefficients of 
1966-67 as base for all subsequent years. Since distance 
between vectors is a scalar and therefore has no direction the 
operation is performed over the ten year period by making each 
of the ten years as base by turns (both for Uses and Sources).

Inter-sectoral coefficient matrices;
4.10 From the Flow of Funds Matrices another set of Matrices 

are computed, the elements of which are obtained by dividing 
each sector*s Sources in another by its total Sources. Thus,
for each year we obtain a Matrix of coefficients of borrowing 
(Sources) each column of which gives the vector of Borrowing 
coefficients of a different sector. For a given year, the six 
columns of the Matrix represents the Borrowing coefficients of 
all the six sectors. See Matrices 4.1 to 4.10.
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4.11 Similarly, a set of Matrices of coefficients of 
lending (Uses) of all sectors for the same ten year period 
are computed. In these Matrices each row represents the lending 
coefficients (Uses) of each sector*. The Matrix of coefficients 
of lending of a particular year represents the coefficients of 
lending for all six sectors. See Matrices 4.11 to 4.20.

4.12 The purpose of computing these Matrices is to study the 
change in the structure of Flows of individual Sectors, both 
from the point of view of Sources and Uses over the ten year 
period under study. Procedure of changing, each time, the base 
year for the calculation of distances between the vectors for 
the study of individual Sectors' structural behaviour is adopted. 
For the economy as a whole and for individual Sectors we get a 
set of matrices of distances. For example, in the matrix of 
distances of the Aggregate Economy(Uses) first row gives the 
distances between vectors of all the years with 1966-67 as the 
base. Thus, each ro\tf,of this matrix gives the distances between 
the vectors with a different year as base. Similarly, we get 
the matrices of distances for individual sectors.

4.13 A frequency table has been prepared in which the 
distances between the vectors of coefficients of the Aggregate 
Economy and the individual sectors, both for the Sources and Uses, 
have been presented for the same class intervals. See Table 4.31* 
The purpose of presenting the distances in the form of frequency 
table is to gain insight into the relative range of fluctuations 
in the structure of Flows of the Aggregate Economy and the 
individual Sectors.
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4.14 Cluster Analysis; The structure of Financial Flows
( 3)

was studied with the help of Cluster Analysis' ased on the

Matrices of distances between the vectors. Clustering technique 

is adopted for grouping vectors of coefficients having similar 

composition on the basis of distances amongst them, A verbal 

description of Cluster Analysis is as follows.

4.15 The elements of each matrix of distances were ranked in 

ascending order, each element of the matrices ox distances was 

replaced by its rank to obtain a ne\v set of matrices, whose 

elements are the ranks instead of the actual distances between 

the vectors. By examining the rank matrix ( of a particular 

sector or aggregate economy) the rows in which the lowest . number, 

rank one, appeared are struck off; for example, if rank one is 

found in the first row (1966-67) and the ninth row (1974-75) 

these would be struck off. A new row number eleven ( in our case) 

is formed by taking the lower values from the rows that are struck 

off. The new row is transposed as a new column. ' It may be noted 

that these two rows that are struck off in the first operation 

represent the two years that form a cluster. Then we look for 

the next lowest rank in the remaining rows and columns, and 

repeat the operation described above. In our study the clusters 

formed upto five operations are considered. To stop at the fifth 

operation is arbitrary but as the procedure is followed uniformly 

the results are comparable.

4.16 Based on the coefficient matrices and the methodology 

and tools indicated above the analysis of structure of capital 

flows of the Indian economy is undertaken.
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4.17 Aggregate Economy (Sources); 1973-74 is a "unique" 

year in the Sources of the aggregate economy, as the distance 

between this year's vector of coefficients is maximum from

the vectors of coefficients of all other years (see Table 4.3).

4.18 If we examine the first eolumn/ifow of the table of 

distances of the vectors of coefficients of borrowing the 

distance of the vector of 1966-67 (the first year of the analysis) 

with the vectors of all subsequent years is obtained. This column 

reveals that the magnitudes of distances are not in ascending or 

descending order nor do these form any pattern.

4.19 The years 1970-71 and 1971-72 form one cluster in the 

first operation. In the second operation 1972-73 joins the 

cluster formed in first operation. In the third operation a 

second cluster is formed, consisting of the years 1966-67 and 

1967-68. In the fourth and fifth operations the first cluster is 

furthee enlaged, as the years 1968-69, 1974-75 join it. Thus, in 

the Sources of the Aggregate Economy, there are two clusters of 

two years and five years each. The first five year cluster 

differs in structure from the second two year cluster as the 

shares of Government and Corporate Sectors are relatively lower, 

and the share of Banking Sector higher, in the first cluster.

(See Table 4.4)

4.20 The most prominent feature of 1969-70, a non-cluster year 

is the share of the Household Sector in the total sources is all 

time high and Government Sector's share is low, this makes its 

structure different from the cluster years.
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Table 4.4 : Sequence, of Cluster Formation, Aggregate 

Economy (Sources)

Year Cluster No Coefficients of Borrowing
H ous e-
hold
Sector

Rest of 
the 

World 
Sector

Bank
ing
Sector

Other
Finan- 
cial 
Inst, 
Sector

Corpo
rate
Sector

Govt.
Sector

1970-71 I .11. .01 .29 .11 .08 .39
1971-72 (Operation 1) .10 .01, .30 .12 .10 .39

1972-73 Joins clus
ter 1(Operation 2)

.10 .00 .32 .13 .09 .37

1966-67 II .10 .00 .21 .12 . 14 .43
1967-68 (Operation 3) .10 .02 .22 .11 . 12 .45
1968-69 (Joins clus

ter 1(Operation 4)
. 14 .00 .26 .12 .10 .39

1974-75 Joins clus
ter I(Operation 5) .08 .02 .28 .11 .15 .35

Non-cluster years:

1969-70 .18 .04 .27 .12 .10 .30
1973-74 .12 .02 .40 .13 .15 .17
1975-76 .09 .07 .32 .11 .07 .36
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4.21 The year 1973-74 is a ’'unique" year from the point of 
view of Sources. In this year the Sources of the Government 
from the Rest of the World Sector are negative. PL. 480 Funds 
were written off by the Rest of the World Sector in this year. 
Further, in this year the Rest of the World Sector's Uses in 
the Indian Economy are negative, this occurs only once in the 
entire ten year period. It has not only changed the structure 
of Uses, but the structure of Sources also, as the Uses of a 
sector are the Sources of another Sector or Sectors. Since the 
Rest of the World Sector interacts mainly with the Government 
Sector, there is a sharp fall in the Sources of the Government 
Sector, as in the Flow of Funds data, Reserve Bank of India 
represents it as a negative Source from the Rest of the World in 
the Government Sector (Negative Source implies reduction in 
liabilities).

4.22 The year 1975-76, another non-cluster year, has a 
structure which is not very different from tim Cluster I 
consisting of five years.

4.23 The frequency table brings out the fact that the range 
of variation in the Sources of the economy is narrow, as the 
first three class intervals account for more than 68 per cent of 
the distances ( 31 out of 45 observations).

4.24 Since the- second cluster formed consists of the first
two years of the analysis, and the subsequent years form a different 
cluster (excluding the non-cluster years) it can be inferred that
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structural change, though marginal, has occurred from the year 

1968-69. It can be seen that the share of Banking Sector in 

the first cluster is higher than in the second cluster. It can 

be noted that even in the non-cluster years the share of Banking 

is higher than in the first two years. ' Thus, the rise in the 

share of Banking Sector's Sources in total Sources of the economy 

from the year 1968-69, is one of the main factors responsible 

for the change of structure in the Sources of the Aggregate Economy.

4.25 Aggregate Economy (Uses):- In the structure of the Uses 

of the Aggregate Economy there is no "unique year". However, the 

structure of the Financial Flows in the year 1973-74 is signifi

cantly different from the structure of the flows of all other 

years except for one year, as the distance between the vector of 

coefficients of lending of the year 1973-74 is maximum from the 

vectors of all other years, except the year 1972-73*

4.26 In the Table of distances between vectors, the first 

column or row gives the distance between the vector of 1966-67 and 

vectors of all"subsequent nine years. By looking at the first 

column in the Table of distance between vectors (Table 4.5) we 

find that the distance of the vectors of subsequent years from 

the vector of 1966-67 increases, reaches a peak in the year 

1973-74 and registers a fall in the subsequent two years. It can 

be inferred, therefore, that the structure of Uses of the Aggre

gate Economy moves away from the structure of the year 1966-67 till 
the year 1971-74, though the structures of 1974-75 and 1975-76 are 

once again relatively nearer to earlier years,
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4.27 Like the Sources, in the Uses of the Aggregate Economy, 

there are two clusters of two years and. five years. However, 

the sequence of cluster formation is different. The first 

operation results in the formation of a cluster of the years 

1968-69 and 1974-75. The second operation extends the cluster 

by adding the year 1975-76 to it. The third operation results_ 

in the formation of the second cluster of the years 1966-67 and 

1967-68.

4i28 The subsequent operations expand the first cluster (see 

Table 4.6). The share of the Rest of the World Sector being 

low in the first cluster compared to the second, mainly accounts 

for the difference in the structure of the two clusters (13 per 

cent maximum in the first cluster 25 and 27 per cent in the second 

cluster).

4.29 Of the three non-cluster years it can be observed that 

the years 1971-72 and 1972-73 exhibit structures which are not 

markedly different from the structure of the years that form the 

first cluster. In fact, the sixth operation when performed to 

see if these years join the first cluster, it is found that the 

year 1971-72 joins the first cluster.

4.30 The year 1973-74, a non-cluster year, has a structure 

which is very different from the structure of the cluster years, 

for, in this year the.share of the Rest of the World Sector is 

negative ( - 14% ) while the share of Banking Sector is all time 

high ( 41% ).
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Table 4.6; Sequence of Cluster Formation of the Aggregate 

Economy ( Uses)

Year Cluster No.
Coefficients of Lending

House
hold
Sector

Rest of 
the World 
Sector

Bank
ing

Sector
Other
Finan
cial
Insti
tutions
Sector

Corpo
rate
Sector

Govt.
Sector

196&-69 I .36 .13 .31; *11. .02 .06

1974-7 5 (Op er at ion 1) .36 .13 .33 .12 .01 .05
1975-76 Joins Cluster I .36 .10 .34 .12 .0 2 .06

(Operation 2)
1976-77 II .32 .27 .22 .11 .01 .07

TS-

1967-68 (Operation 3) .33 .25 .26 .10 .01 .06

1969-70 Joins Cluster I .40 .10 .29 .12 .02 .06
(Operation 4)

1970-71 Joins Cluster I .39 .08 .31 .11 .00 .11
(Operation 5)

Non-Cluster Years:
1971-72 .41 .09 .37 * 1 A- .02 .02
1972-73 .44 .04 • 34 .11 .02 .05
1973-74 .50 - . 14 .41 .14 .03 .06
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4.31 The frequency table shows that the range of fluctuation 

of distances between the vectors is greater in Uses of the 

Aggregate Economy than its Sources. This can be explained by 

the fact that the Rest of the World Sector’s share in the Indian 

economy's total Sources is generally negligible, while its share 

in total Uses is relatively larger. See Tables 4.1 and 4.2.

Thus, the impact of th fluctuations in the Uses of the Rest of 

the World Sector is reflected in the larger range of fluctuation 

in the Uses of the Aggregate Economy.

4.32 The second cluster consists of two years, the years 

1966-67 and 1967-68, which are the first two years of the analysis. 

As already mentioned that tfee structure of the two clusters are 

different. The first cluster includes the years 1968-69* 1969-70, 

1970-71, 1974-75 and 1975-76. It is seen that the non-cluster 

years 1971-72 and 1972-73 have a 'structure which is similar to

the first cluster years. Thus, from the year 1968-69, except 

the year 1973-74, seven consecutive years are similar in structure. 

It can be inferred, therefore, that in the Uses of the Aggregate 

Economy structural change has taken place from the year 1968-69 

after which the structure shows" stability. The nature of the 

change in structure lies in a rising share of the Banking and 

Household Sectors and a falling share of the Rest of the World 

Sector in the total Uses of the Indian economy.
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4.33 Household. Sector (Sources): The Household Sector is

a surplus sector in the Indian economy as mentioned'earlier.

Its Uses exceed its Sources throughout the period of the analysis. 

It is a major domestic Sector that creates net financial assets 

in the economy. However, its share in total Sources is relatively 

small, though not negligible (see Table 4.1').

4.34 The Sectors’ Sources does not have a "unique year", i.e., 

the distance between the vector of no single year is maximum 

from the vectors of all other years. But the distance of the 

vector of coefficients of the year 1967-68 records as maximum

for seven years, while the vector of 1968-69 is the maximum for 

the rest of the period ( 3 years ). This brings out the fact 

that the structure of the year 1967-68 is markedly different 

from that of other years,

4.35 The frequency table brings out that in the structure 

of Sources of the Household Sector the range of variation is 

much greater than its Uses. For instance, the first three class- 

intervals account for 40 per cent of the observations for the 

Sources, whereas for the Uses the percentage in the same class- 

intervals is 80 per cent. In the class-interval .3 to .5 there 

are eight observations in the Sources and none in the Uses. One 

may infer that the structure of the Sources of the Household 

Sector shows a greater degree of fluctuation than its Uses (see 

Table 4.31 )• The explanation for this lies in the fact that a 

part of the Household Savings is in the form of Life Insurance
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and. Provident fund which are in the nature of committed savings. 

And dud to the preference which the Household Sector has shown 

for Bank deposits the range of fluctuations in Uses is narrowed 

down. ( 5 year average of Bank deposits for 1966-67 to 1970-71 

is 35.5 per cent while 5 year average of Bank deposits for 

1971-72 to 1975-76 is 45.2 per cent). See Table 5.1.

4.36 The Household Sector is the only Sector in which three 

clusters are formed in the Sources over the ten-year period 

taken up for analysis of structure of Financial Flows in this 

chapter. In this Sector (Sources) three consecutive operations 

result in the formation of three clusters of two years each 

4th and 5th operations expand the first cluster by adding the 

years 1970-71, 1974-75 to the first cluster (see Table 4.8).

By looking at the Table of sequence of cluster formation we can 

observe the following differences in the structure of the years 

that form different clusters. In cluster I Government’s share 

is 12 to 13 per cent, while in the second cluster its-share 

is 22 and 24 per cent. In the third cluster, the Government's 

share is lower, 1 pe4 cent and 6 per cent.

4.37 The year 1967-68, a non-cluster year, has a structure, 

which is closer to years of cluster II compared to the other 

two clusters, but it does not Qoin it because the Government’s 

share is high and Banking Sector's share is low in this year. 

The year 1975-76, another non-cluster year for the Sector's
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Table 4.8: Sequence of Cluster Formation of the Household Sector(Sources)

Coefficients of Borrowing

Year Cluster No,
Banking
Sector

• Other Finan
cial Insti
tutions Sector

Corporate
Sector

Government
Sector

1972-73 I .80 . 06 .01 .13

1973-74 (Opera
tion 1)

.79 .05 .04 .12

1966-67 II .64 . 06

C
O

o
• .22

1971-72 (Opera
tion 2)

.64 .07 .04 .24

1968-69 III .90 .05 .03 .01

1969-70 (Opera
tion 3)

£-00• .05 .03 .06

1970-71 Joins
Cluster 1 

(Operation 4)

.84 .07 - .04 .13

1974-75 Joins
Cluster 1

(Operation 5)
.75 .10 .03 . 12

Non-Cluster Years:

1967-68 .56 .09 .03 .32

1975-76 .80 .07 .12 .02
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Sources, exhibits a high share of Corporate Sector ( 12 per 
cent all time high). This makes its structure different from 
all cluster years.

4.38 The analysis brings out the fact that the dominant 
feature in cluster formation is the behaviour of Banking and 
Government-Sectors. Further, there appears to be a trade off 
relationship between the Banking and Government Sectors as 
Sources for the Household Sector. The sequence of cluster 
formation also reveals the oscillations in the structure of 
Sources of this Sector. It is worth noting that the importance 
of Banking Sector as a Source of the Household Sector has a rising 
trend over the ten-year span under study.

*>
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4.39 Household Sector (Uses): In the Uses of the Household

Sector, Banking and Other Financial Institutions Sectors — 

Financial Intermediaries account for a very high share (between 

73 to 88 per cent) over the ten year span. This brings out the 

fact that the direct interaction of the Household Sector is 

mainly with' the Financial Intermediaries. It can be seen further, 

from the table that Its interaction with the Corporate Sector

is negligible.

4.40 The Uses of this Sector, like its Sources has no "unique" 

year. However, the distance of the year 1973-74 is maximum

from the vectors of six other years. See Table 4.9. This implies 

that the structure of the year 1973-74 is significantly different 

from other years.

4.41 It can be noted that the fluctuation of distances between 

vectors is confined within a narrow range. The reasons are already 

discussed: a high percentage of the Household Sector's Financial 

Savings comes from urban sector, and-is of a contractual nature, 

and Household Sector's preference for Bank Deposits.

4.42 The Household Sector has a single cluster of six 

consecutive years, from 1968-69 to 1973-74. A notable feature

of the cluster formation is that after the first operation results 

in forming a two year cluster (1972-73, 1973-74) each subsequent 

operation expands the cluster by one more year. See Table 4.10.
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Table 4,10: Sequence of Cluster Formation of Household Sector (USES)

Coefficients of Lending

Year Cluster No. Banking
Sector

Other Finan
cial Insti
tutions 
Sector

Corporate
Sector

Government
Sector

1972-73 I .61 .21 .08 . 10

1973-74 (Operation 1) .59 .21 .10 .10

1971-72 Joins
Cluster I .58 .24 .08 .09

(Operation 2)

1969-70 Joins
Cluster I .57 .27 .05 .11

(Operation 3)

1970-71 Joins
Cluster I 

(Operation 4)
. 56 .24 .06 .15

1968-69 Joins
Cluster I 

(Operation 5)
.53 .29 .03 .15

Non-Cluster Years;

1966-67 • 49 .25 .10 .17

1967-68 .51

C
OC
M• - .01 .21

1974-75 .49 .24 .17 .09

1975-76 .65 .23 .02 .10
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4.43 Of the four non-cluster years, the years 1967-68 

and 1974-75 have a markedly different structure. The peculiarity 

of the year 1967-68 is the negative share of the Corporate Sector 

in the Uses of the Household Sector and the all time high share 

of the Government Sector ( -10 per cent and 21 per cent, 

respectively). In spite of me fact that the other two years 

1966-67 and 1975-76 are non-cluster years, yet their structure 

is quite close to the structure of the cluster years. To confirm 

this observation the sixth operation is also done; in cluster 

formation it is found that the year 1975-76 also joins the cluster.

4.44 The analysis brings out the fact that there is a great 

deal of stability in the structure of the Household Sector’s 

Uses. This is evident from the six year cluster of consecutive 

years and low range of variation of distance between vectors.

4.45 Rest of the World Sector (Sources): The Rest of the 

World Sector does not play any significant role in the total 

Sources of the Indian Economy, as its share is negligible. 

Except for the year 1973-74 its Sources are always much lower 

than its own Uses. (See Tables 4.1 and 4.2). In other words, 

there is a net inflow of capital in the Indian Economy, except 

for one year, over the ten year period of the analysis.

4.46 The year 1972-73 is a "unique”year, as the distance of 

the vector of this year is maximum from the vectors of all the 

other years. The structure of 1972-73 is "unique" due to the
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fact that the Rest of the World Sector registered the maximum 

reduction in its Sources from the Banking Sector ( -19.8 per cent) 

while the increase in its liabilities in the Government Sector 

is all time high with 19.6 per cent (over the ten year period).

See Tables 4.11 and 4.12. As a result-of this, its total Sources 

are negligible (1.8 crores) and the relative share of the Other 

Financial Institutions Sector and Corporate Sector, which are 

negligible in absolute terms, work out to be 42 per cent and 

75 per cent, respectively.

4.47 It can be observed from the Table 4.11 thdt the magnitude 

of distance between the vectors vary over a wide range, from 

0.0663 to 29.142. It can be seen from the frequency table that 

there are twelve (26 per cent) observations in the class-interval 

2 to 5 and nine ( 20 per cent) observations lie in the class- 

interval 10 and above. Compared to all other sectors the structure 

of coefficients of borrowing of this sector registers maximum 

degree of fluctuation. See Table 4.31.

4.48 The cluster analysis confirms the unique behaviour of 

the structure of this sector. The first operation forms a cluster 

of the years 1969-70 and 1973-74. In the four subsequent operations 

the cluster expands with a new year joining the cluster in each 

operation. It has,therefore, a single cluster of six years.

However, it does not mean structural stability, as it can be seen 
from the sequence of cluster formation that the non-cluster years 

(four) are alternate years. This brings out the oscillatory nature 

of the structure of coefficients of borrowing of the Rest of the 

World Sector.
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Table 4.12 : Sequence of Cluster Formation of Rest of the World
Sector (SOURCES)

Year Cluster No.
Coefficients of Borrowing

Banking
Sector

Other Finan
cial insti
tutions Sector

Corporate
Sector Govt.

Sector

1969-70 I 1.0 .00 - .01 - .01
1973-74 (Operation l) 0.95 .03 .00 .02
1975-76 Joins Cluster 1 

(Operation 2)
0.87 .00 .00 . 10

1967-68 Joins Cluster 1 
(Operation 3) . 82 - .03 - .01 .23

1974-75 Joins Cluster 1
(Operation 4)

\

.41 .03 .00 . 56

1971-72 Joins Cluster 1 
(Operation 5) 1.37 .02 .02 _ .41

Ilon-Cluster Years:
1966-67 .18 .72 - .14 .23
1968-69 -3.30 .15 - .06 2.21
1970-71 -2.16 .03 - .01 3.16
1972-73 -19.80 .42 .75 19.60
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4.49 Three of the non-cluster years have a common feature 

that the Sources ox the Sector from Banking are negative in 

these years. Inspite of this, they do not form a cluster as 

the structures of these years are otherwise very different.

In the year 1966-67,Other Financial Institutions’ share in the 

Sources of the Rest of the World is all time high( 72 per cent) 

and the Corporate Sector's share is all time low with -14 per cent. 

Further, 1966-67 does not form a cluster with any other non

cluster year as the coefficients of borrowing this year are all 

less than one, while in the non-cluster years some of the 

coefficients are greater than one. (See Table 4.12).

4.50 The peculiarity of the year 1968-69, another non-cluster 

year is that the total Sources of the Rest of the World Sector 

are negative. The comparison of the years 1968-69 and 1970-71 

brings out the fact that the share of Banking and Government 

Sectors in these two years have reversed. In, the year 1968-69 

Banking’s share is -335 per cent and Government’s is 221 per cent,, 

while in the year 1970-71 it is 316 per cent and -216 per cent, 

respectively.

4.51 The Table further brings out a feature worth noting 

that in the .structure of Sources of the Rest of the World Sector 

there is a clear trade-off relationship between the Government 

and Banking 'Sectors.
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4.52 Rest of the World Sector (Uses): The year 1973-74
is a "unique1* year in the Uses of the Rest of the World Sector.
The peculiarity of the structure of this year's Uses,is that 
the total Uses of the sector in the Indian Economy are negative 
only for this year in the entire ten years period (See Table 4.2).
The explanation for the unusual behaviour of the Rest of the World 
Sector Is already provided in the analysis of the aggregate Uses 
of the Indian economy.

4.53 Fluctuations in the distances of vectors of coefficients
/

of Uses of the Sector are less compared to its Sources. The 
maximum distance recorded is between the vectors of the years 
1969-70 and 1973t74 (2.5422) and the minimum distance is between 
the vectors of the years 1968-69 and 1970-71 (0.0574),. See Table 4.13

4.54 Frequency table brings out the difference in the range 
of fluctuations of the Uses of the Sector clearly. The last
class-interval in which the observation for the Uses of the

Is*Sector lies/between 2 jto' 5, in which there are only six observa
tions, wile for the Sources there are twelve observations in the 
same class interval. Further, the last class Interval where 
observations for Sources are found is 10 and above, the frequency 
table highlights the fact that the range of fluctuations of the 
sector's Sources is appreciably higher compared to its own Uses 
(See Table 4.31),

4.55 There are two clusters for the Uses of the Rest of the 
World Sector as against a single clustei? for its Source. The 
structne of the first cluster is different from the second

1
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as -the Uses of the Sector in Banking are negative in the years 

that form the first cluster while in the second 5 year cluster 

the same are positive. It may be noted that the Rest of the 

World Sector's Uses are predominantly in the Government Sector. 

Its interaction with other sectors is negligible except in the 

year 1974-75, when Banking Sector's share rises to 42 per cent 

in its Uses and Government's share is reduced to 59 per cent.

See Table 4.14.

4.56 1969-70 is a non-cluster year, in which the Uses of

the Rest of the 'World Sector are negative in the Banking Sector, 

to the extent of -31 per cent which is all time low. The year 

1973-74, a unique year with negative total Uses is another 

non-cluster year. The year 1974-75 is also non-cluster year, 

for reasons mentioned above. See Table 4.14.

^»57 The sequence of the cluster fofmation reveals the 

instability of the structure of this Sector's Uses.

4;58 It may be noted that the "unique" year for the Uses of 

the Aggregate Economy coincides with the "unique" year of the 

Rest of the World Sector's Uses.
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Table 4.14: Sequence of Cluster Formation of Rest of the
World. Sector ( USES)

Coefficients of Lending

Year Cluster No.
Banking
Sector

Other
Financial
Institu
tions
Sector

Corporate
Sector

Govt.
Sector

1968-69 I - .02 .00 1 • 0 1.10

1970-71 (Operation 1) - .07 .02

K
'l

O
•1 1.08

1971-72 2. .10 .03 - .05 .93

1972-73 (Operation 2) .05 .04 - .04 • 96

1966-67 >-jr .09 .03 .02 . 86

1967-68 (Operation 3) .07 ‘ .00 .02 .91

Clusters 2- and _ 3' join 
to become Cluster II 
(Operation 4) f

1975-76 Joins Cluster II 
(Operation 5)

JOB .02

O•1 .85

Non-Cluster Years:

1969-70 - .31 .00 - .07 1.40

1973-74 .15 .02

O
•t - 1.30

1974-75 .42 .01 - .02 .59
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4.59 Banking; Sector (Sources): The Sources of the Banking

Sector has no "unique year" as the distance of the vector of 

no single year is maximum with respect to the Vectors of all 

other years.

4.60 Not bnly is there no unique year in the Sources of 

this sector hut the structure of the Flows is such that the 

distance of the vector of coefficients of no single year is 

maximum for more than four Other years. See Table 4.15. One may 

infer from this that the structure of no single year is signifi

cantly different from structure of all other years.

4.61 This Sector has a single cluster of six years; the only 

other sector which has a single six year cluster in its Sources 

is the Rest of the World Sector. The six year cluster consists 

of the years 1966-67, 1967-68, 1968-69, 1970-71, 1973-74 and 

1975-76. The sequence in which the cluster is formed can be 

seen from the Table 4.16.

4.62 The four non-cluster years have certain peculiarities 

which distinguish their structure from the other cluster years. 

The year 1969-70 has a different structure as the share of 

Household Sector is very high at 86 per cent and the share of 

the Rest of the World Sector is all time low with -11 per cent 

in the Sources of the Banking Sector. The year 1971-72 is 

distinct in the sense that the Sources from the Government 

Sector- are negative and the share of the Household Sector is all 

time high (88 per cent). The structure of the year 1972-73
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appears to be very close to the years 1973-74 and 1975-76 

(cluster years). But compared to the cluster years the share 

of the Household Sector is high. The year 1974-75 has a 

structure which is different from the other years as the Rest 

of the World Sector’s share is all time high, with 19 per cent 

and the Household Sector's share all time low with 63 per cent.

See Table 4.16.

4.63 The analysis brings out that the structure of the 

Sources of the Banking Sector has stability which is evident 

from a single six year cluster.

4.64 The frequency table strengthens the inference as it 

brings out the narrow range of fluctuations which ranges between 

0 to .4. See table 4.31.

4.65 The stability in the structure of Sources of the 

Banking Sector can be attributed to the fact that the Household 

Sector dominates the Sources of the Sector (See Table 4.16) and 

it has been pointed out earlier that the Uses of the Household 

Sector are stable.

4.66 Banking Sector (Uses): Unlike its Sources the Banking

Sector's Uses has a "unique" year, 1969-70 as the distance 

between the vector of coefficients of this year is maximum from 

the vectors of all other years. It may be noted that the "unique" 

year 1969-70 is the year in which Banks were nationalised. See 

Table 4.17.



- 141 -

Table 4.16: Sequence of Cluster Formation of the
Banking Sector (SOURCES)

Year Cluster No, Coefficients of Borrowing

House
hold
Sector

Rest of 
the World 
Sector

Other 
Financi al 
Institu
tions 
Sector

Corpo
rate
Sector

Govt
Sectoj

1973-74 I .72 .05 .08 .06 .09

197 5-7 6 X Op er at ion 1) .74 .05 .07 .03 .10

1968-69 Z .74 - .01 .as .05 .14

1970-71 (Operation 2) .75 - .02 .07 .02 .18

1966-67 Joins Cluster I 
(Operation 3)

.74 .11 . 06 - .01 .09

Cluster 1- and Cluster ~2~ 
(Operation 4)

join to form a single Cluster

1967-68 Joins the Cluster 
(Operation 5)

.78 .08 .09 .00 .04

Non-Cluster Years:

1969-70 .86 - .11 .07 . 03 .15

1971-72 .88 .03 . 12 .05 - .07

1972-73 .83 .01 .05 .04 .08

1974-75 .63 .19 .06 .03 .08
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4.67 It can be observed from the table of sequence of 

cluster formation that the first four operations result in a 

five year cluster from 1970-71 to 1974-75. the fifth operation 

forms the second cluster of two years, 1966-67 and 1967-68.

4;.68 The structure of the first cluster and second cluster 

differs significantly in one respect, viz., the share of 

Corporate Sector in the Uses of the Banking Sector in the second 

cluster (first two years of the analysis) is very high ( 28 per 

cent and 32 per cent) compared to all other years under study.

(See Table 4.18).

4.69 The year 1968-69 is a non-cluster year as it is 

structurually different due to the share of the Household Sector 

being significantly higher and being also almost equal to the 

share of the Government Sector, in the Uses of the Banking Sector.

4.70 The year 1969-70, the year of Bank Nationalisation, has 

an entirely different structure with the Household Sector 

registering an all time high share of 54 per cent.and the Govern

ment with all time low share of 14 per cent. The Government’s 

share is low in this year because the volume of deficit financing 

(in absolute and percentage terms is all time low) with 158.1 

crores (l4 per cent). See Flow of Funds matrices 3*1 to 3*10.

4.71 1975-76, a non-cluster year, is different in structure 

due to the asset creation of the Banking Sector in the Rest of 

the World Sector being all time high. The explanation for this

* It must be noted that according to the definition of Reserve 
Bank of India, deficit financing consists of total borrowing of 
the Government Sector from the Banking Sector.
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Table 4+18: Sequence of Cluster Formation of the
Banking Sector ( USES)

Year Cluster No.
Coefficients of Lending

House
hold
Sector

Rest of 
the World 
Sector•

Other 
Finan
cial 
Inst.. 
Sector

Corpo
rate
Sector

Govt.
Sector

1971-72 I .19 .03 .04 .13 .61

1972-73 (Operation 1) .24 - .01 .04 .10 .62

1973-74 ■2 .24 .04 .05 .19 .48

1974-75 (Operation 2) .18 .02 .07 .21 .52

1970-71 Joins Cluster I .31 - . 08 .04 .14 .59
(Operation 3)

Clusters 1 and . 2 join to form Cluster I
(Operation 4)

1966-67 II .30 .00 .02 .28 .40

1967-68 (Operation 5) . 19 .06 .01 .32 .42

Non-Cluster Years:

1968-69 .42 - .02 .00 . 18 .43

1969-70 .54 .14 .02 .15 .14

1975-76 .20 .18 .04 . 12 .46

/

\
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lies in the Balance of Payments on Capital Account of the Indian 

Economy, where we find, that this is one of those rare years 

when there was no in-flow of capital in India, actually there 
was an out-flow of 62 crores.^^

4.72 The frequency table brings out the fact that the range 

of fluctuations of Banking Sector’s Uses is greater compared to 

its own Sources. It may be inferred from the sequence of cluster 

formation that the structural change occurred'in the Uses of this 

Sector after the year 1968-69, and got accentuated from 1970-71. 

There appears to be greater stability in the structure of this 

sector between 1970-71 and 1974-75. In the year 1975-76, there 

is an increase in the foreign assets of the Banking Sector (RBI) 

which makes its structure different from the structure of other 

cluster years.

4.73 Other Financial Institutions Sector (Sources): The

Household Sector has a dominant share throughout the period of 

study in the Sources of the Other Financial Institutions Sector 

(74 per cent to 91 per cent ). Therefore, the structural differ

ences are not significant.

4.74 The Sources of this Sector has no "unique year”

(See Table 4.19).

4. 75 The Sectors-s(Sources) has two clusters of five and two
/

years each. In the first cluster (of 5 years) the share of 

Banking Sector is relatively high (12 per cent to 15 per cent)
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compared to the second two year cluster where Its share is 
2 per cent and 1 per cent. Further, in the second cluster the 
share of Government Sector is relatively high ( 10 per cent to 
13 per cent).

4.76 The first year of the analysis, the year 1966-67, is a 
non-cluster year for this Sector's Sources. It has the peculiarity 

that the share of the Rest of the World and Government Sectors 

are all time high. In 1969-70, which is another non-cluster year, 

the share of the Household Sector is highest in the entire period.
The year 1974-75 remains a non-cluster year due to Banking Sector's 
share (20 per cent) being highest in the entire 10 year period of 

the analysis. See Table 4.20.

\

4.77 One may infer from the'cluster analysis that there has 

been a change in the structure of this sector as the first year 
of the analysis is a non-cluster year v/ith a structure which is 
different from all other years. The next two years of the analysis

.form one cluster, which is obviously different in its structure 
from the 5-year cluster in which all the subsequent years (7) 

with the exception of the non-cluster years appear. This denotes 
structural stability.

4.78 Another feature that may be observed is the narrow range 

of fluctuation of distances between the vectors as 38 observations 
out of 45 fall in the first 4 class-intervals (84 per cent).

(See Table 4.31). This indicates that the magnitude of fluctuations 

in the structure of this sector is low.
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Table 4.20: Sequence of Cluster Formation of the Other

Financial Institutions Sector ( SOURCES)

Coefficients- of Borrowing
Year Cluster No Household Rest , Bank- CofP°- Govt-

Sector the World -T rate Sector
Sector Sector Sector

1973-74 I .79 .02 .15 .00 .04
1975-76 (Operation l) .78 .02 . 14 .00 .06
1970-71 ? ; .85 .02 .12 .00 .03

1971-72 (Operation 2) .85 .02 .13 .00 .00
1967-68 II .88 .00 .02 .00 .10
1968-69 (Operation 3) .87 .00 .01 .00 • 13
1972-73 Joins Cluster I 

(Operation 4) .81 .02 .12 .00 .06

Clusters 1 ana 72 join to 
(Operation 5)

form Cluster I

Non-Cluster Years:
1966-67 .74 .07 .04 .00 .15
1969-70 .91 .00 .05 .00 .04
1974-75 .76 .01 .20 .00 .02
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4.79 Other Financial Institutions Sector ( USes ): the
analysis of the Other Financial Institutions Sector brings out 
some interesting features of the structure of its Uses. Although 
there is no "unique" year for the Uses of this Sector the distance 
between the vector of 1966-67 is maximum from-the vectors of nine 
other years, revealing the difference in the structure of this 
year from those of other years. See Table 4.21,.

4.80 Another feature which strikes one is the narrow range 
of oscillation of the distances between the vectors,as first four 
class-intervals account for 40 out of 45 observations (89 per cent) 
(See Table 4,51).

4.81 The cluster analysis gives us two clusters of 5 and 2 
years each, but the distance between the cluster years and non
cluster years and between the two clusters is very small. This 
brings out the fact that the change in structure of Uses of this 
Sector is not very marked. (See Tables 4.21 and 4.22). However, 
in the first three years of the analysis the share of the Corporate 
Sector is relatively high compared to the years in the two clusters, 
in which the Government Sector's share is high. Hence, there is 
structural difference between the first three years and the rest
of the period.
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Year Cluster No.
House
hold

Sector

Rest of 
the World 
Sector

Banking
Sector

Corpo
rate
Sector

Govt,
Sector

1972-73 I .05 .00 ’ .16 .14 .64

1974-75 (Operation l) .07 .00 .16 . 14 .63

1971-72 II ..06 .00 .23 .13 .58

1973-74 (Operation 2) .04 .00 .22 . 15 .59

1970-71 Joins Cluster I 
(Operation 3)

.07 .00

/
.00

.19 .14 .61

1975-76 Joins Cluster I 
(Operation 4)

.05 .20 .12 .63

1969-70 Joins Cluster I 
(Operation 5)

.07 .00 .15 .17 .61

Non-Cluster Years:

1966-67 .0-6 .01 .13 .30 .50

1967-68 .08 - .01 .20 .24 .49

1968-69 .07 .00 .19 .20 .54
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4<T82 Corporate Sector (Sources): The Corporate Sector’s
Sources always exceed its Uses, i.e., its investments exceed 
its internal savings. (This is a feature of Corporate Sector 
all over the World).

4.83 The distance between the vector of no single year is 
maximum from the vectors of all other years. In other words, 
there is no "unique year" for the Sources of Corporate Sector. 
However, the structure of 1967-r68 appears to be significantly 
different from the structures of all the other years as its 
distance is maximum with respect’ to six other years’ vectors.
(See Table 4.23).

4.84 From the frequency table (Table 4.31) it can be seen 
that the range of variation of distances of this sector’s 
Sources is greater compared to Banking Sector and Other Financial 
Institutions Sector.

4.85 Cluster analysis brings out the oscillation of the 
structure of the Sources of this Sector. In the first three . 
operations, three two-year clusters are formed. The fourth 
operation results in adding the year 1973-74 to the second 
cluster. In the last operation the second and third clusters 
are joined to form a single five-year cluster. Thus, there are 
two clusters in this Sector (Sources). See Table 4.24.

4.86 The first two years of the analysis, 1966-67 and 1967-68, 
and the year 1971-72 are the non-cluster years for the Sources
of the Corporate Sector (1966-67 though a non-cluster year, its
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Table 4.24: Sequence of Cluster Formation of Corporate
Sector ( SOURCES)

Coefficients of Borrowing
Year Cluster No. House

hold
Sector

Rest of 
the World 
Sector

Banking
Sector

Other 
Finan
cial 
Insti., 
Sector

Govt
Secti

1968-69 I .13 — .04 .60 .24 .07
1975-76 (Operation l) .10 - .05 .65 .21 .09
1969-70 .'2 .22 . 08 .52 .25 .09
1970-71 (Operation 2) .26 - .03 .52 .19 .07
1972-73 T3-- .42 - .02 .39 .18 .04
1974-75 (Operation 3) .42 - .02 .45 .11 .04
1973-74 Joins Cluster II (Operation 4) .34 - .03 .51 .14 .06

Clusters 2.-ranci .3 join 
(Operation 5)

to form Cluster II

Non-Cluster Years:
1966-67 .22 .04 .46 .23 .06
1967-68 - .02 .03- .69 .21 .08
1971-72 - .30 - .04 .39 .16 .18
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structure is not markedly different from 1969-70). The year 

1967-68 is structurally different from all other years as the 

Household Sector's share in the Sources of this Sector is negative 

and Banking Sector's contribution to the Corporate Sector's 

Sources is all time high. 1971-72 is different,-as the share of 

Government in Corporate Sources is all time high (18 per cent).

4.87 The first two years of scfck the- analysis are non-cluster 

years revealing the fact that the structure of the first two 

years is different from all other years. 'The first and second 

clusters remain distinct as their structure is different due to 

relatively high share of the Household Sector in the Corporate 

Sector's Sources in the second cluster and relatively higher share 

of Banking in the first cluster. As the first cluster comprises 

of the years 1968-69 and 1975-76 it brings out the oscillatory 

nature of the structure of sources of the Corporate Sector.

Since this cluster implies that the structure of 1975-76 is close 

to the structure of the year 1968-69, while the years in between 

are either non-cluster years (1971-72) or belong to the other 

cluster.

4.88 Corporate Sector (Uses); The Uses of the Corporate 

Sector, i.e.,' its activity of creating'financial assets is 

secondary and negligible, its percentage share in total Uses is 

very low (see Table 4.2). The Corporate Sector is primarily 

concerned with the creation of real, rather than financial assets. 

The analysis of the structure of the Uses of the Corporate Sector, 

therefore, is not of much importance. It is nevertheless under

taken for the sake of symmetry.



4.89 It may be observed that the year 1970-71 is a"unique"

year in the Uses of this Sector, as the distance between the 

vector of this year is maximum from the vectors of all other 

years (See Table 4.25). 1970-71, therefore, is a non-cluster

year. The structure of 1970-71 is peculiar as the coefficient of 

Uses of this sector in the Household Sector is negative and greater 

than one in magnitude.

4.90 The Uses of the Sector has a single cluster of six years 

similar to Household Sector. The important feature to be noted 

is that the share of Banking in the Uses-of the Corporate Sector 

is high in the cluster years, while the share of the Household 

Sector is high in the non-cluster years ( unique year is an 

exception).

4.91 The first two years of the analysis do not form part of 

the six year cluster. The share of Household Sector in these two 

years is high compared to the cluster years. 1975-76, which is a 

non-cluster year, exhibits the same features on the first two years. 

Hence, the structure appears to be oscillating in this case.
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Table 4,26 : Sequence of Cluster formation of the 
CorporatesSector ( USES)

Year Cluster No
Coefficients of Lending

House- Rest of 
hold the World 
Sector Sector

Banking
Sector

Other
Financial
Institu
tions
Sector

Govt.
Sector

1971-72 I .21 .01 .71 .00 .07

1974-75 (Operation 1) ?22 .00 .73 .00 .04

1968-69 Joins Cluster I 
(Operation 2)

.22 - .01 .65 .00 .13

1972-73 - 2 .10 .01 .85 .01 .©4
1973-74 (Operation 3)

1 '
.17 .00 .83 .01 - .01

Clusters 1 and .2 join 
(Operation 4)

to form Cluster I

1969-70 Joins Cluster I 
(Operation 5)

.31 - .01 .52 .00 .18

Non-Cluster Years:

1966-67 1.11 .00 - .25 .00 .18

1967-68 .45 - .03 .18 .00 .40

1970-71 • 1.49; - .03 2. 18 .01 .33

1975-76 .54 .01 .45 .00 - .01
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4. 92 Government Sector (Sources): In the context of the

Government sponsored economic development in India it is not 

surprising that the Government Sector's Sources exceed its Uses 

throughout the period of the analysis. As the Government in India 

takes the lead in initiating the process of economic development 

sustaining and increasing the rate of capital formation, the 

continuous deficits of the Government Sector is .a reflection of 

the fact that the Government fills the gap between its Savings and 

Investment targets by incurring financial liabilities (Sources).

4.93 By looking at the table of distance between the vectors 

(Table 4.27) for this Sector, we find that 1973-74 is a "unique" 

year as the distance ox this year's vector is maximum from the 

vectors of all other years. This implies that the borrowing 

structure of the Government Sector in the year 1973-74 is distinctly 

different from the structure of all other years. It may be noted 

that the "unique" year of this Sector (Sources) coincides with the 

"unique" year of the overall economy (Sources), since the Govern

ment has a high percentage share in the total Sources of the 

economy (See Table 4.1).

4.94 The reason for the uniqueness of the year 1973-74 for the 

Sources of the Government Sector is the same as in the case of the 

overall economy.

4.95 Another feature of the behaviour of the structure of the 

Sector's Sources which the frequency table brings out (see Table 

4.31) is the large range of variation in the distance between the 

vectors. (Frequencies are evenly spread out at both ends).
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4.96 This sector has two clusters of five and two years 

each.(See Table 4.28). The second cluster is formed in the 

fourth operation. The first cluster except for the ’'unique1* 

year is a continuous 5 year cluster. The first two years of

the analysis form the second cluster revealing that the structure 

of the later years is different from the years 1966-67 and 

1967-68 (first two years of the analysis). In the second cluster 

the share of Rest of the World Sector in the Sources of the

Government Sector is very high (49 to 55 per cent) while the

Banking Sector's share is low (20 to 24 per cent), as against 

the first cluster where the Banking Sector's share is very high 

(41 to 58 per cent) and the Rest of the World Sector's share is 

low (11 to 25 per cent). See Table of sequence of cluster forma

tion- (- Table 4.28.)

4.97 A striking feature which the Table 4.28 reveals is the

trade off relationship between the Banking Sector and the Rest 

of the World Sector's shares in the SourceB of the Government 

Sector. In the years in which, in Government Sector's Sources 

the share of the Rest of the World is low, the share of the 

Banking Sector is high. In other words, the volume of deficit

financing depends on the availability of finances from the Rest

of the World Sector. This further brings into relief the fact 

that the Government under Plans is committed to certain Invest

ment Expenditure which is met throgh deficit financing if less 

financial resources are available from the Rest of the World 

Sector. This is reflected in the trade-off relationship between 

Banking Sector and the Rest of the World Sector as Sources for the 

Government Sector.
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Table 4.28; Sequence of Cluster Formation of Government 
Sector ( SOURCES)

Coefficients of Borrowing
Year Cluster No,

House
hold
Sector

Rest of 
the World 
Sector

Bank
ing
Sector

Other 
Finan
cial 
Inst., 
Sector

Corpo
rate
Sector

1971-72 I .10 .18 .52 .19 .00

1974-75 (Operation l) .10 .21 .48 .21 .00

1975-76 Joins Cluster 
(Operation 2)

I .10 .25 .44 .21 .00

1970-71 Joins Cluster 
(Operation 3)

I .15 .2B .46 .17 .00

1966-67 II .12 .55 .20 .12 .00

1967-68 (Operation 4) .15 .49 .24 .11 .01

1972-73 Joins Cluster 
(Operation 5)

I . 12 .11 .58 .19 .00

Non-Cluster Years:

1968-69 . 14 .36 .34 . 15 .01

1969-70 .15 .44 .14 .25 .01

1973-74 .30 - .88 1.11' .47 .00
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4.98 It can also be observed from the Tables that the role 
of Banking in general has increased over the ten year span 
under study in the Sources of the Government Sector.

4.99 It can be seen from the cluster analysis that 1968-69 
does not join either of the two clusters as the difference between 
the Rest of the World and Banking Sectors' shares in the Govern
ment Sector's Sources is minimum in the year for the entire 
period of the study. Thus, this year's structure of Sources of 
the Government Sector is different from the structure of the
two clusters. In the case of 1969-70, the share of the Banking 
Sector is all time low and it is compensated by not only the 
Rest of the World Sector's increased share but the share of the 
Other Financial Institutions Sector as well in the Sources of 
the Government Sector, ’which differentiates the structure of 
this year from that of other years. 1973-74 is a "unique" year 
as already mentioned. In this year, the Rest of the World 
Sector's share is negative in the Sources of the Government 
Sector while the coefficient of borrowing from the Banking Sector 
is greater than one (See Table 4.28).

4.100 The analysis of the cluster formation brings out 
that there is a change in the structure of Sources of the 
Government Sector as 1966-67 and 1967-68 form one cluster and 
the last six years with the exception of the 8th year (1973-74) , 
which happens to be a "unique" year, form another cluster.
The vectors of coefficients of the II Cluster years bring out
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the fact that the share of the Rest of the World Sector 
is high in the Government Sector, while in the I cluster, 
which consists of the years 1970-71 'to 1975-76, with the 
exception of 1973-74, exhibits a high share of Banking Sector1 and 
a low share of Rest of the World Sector in the Government Sector’s' 
Sources.. Thus, there is a change in the structure of borrowing 
of the Government Sector.

4.101 Government Sector (Uses): The'Government Sector’s
Uses, unlike the other deficit Sector, namely, the Corporate 
Sector, are important, for, it not only provides funds directly 
to other Sectors, but indirectly through the"'.Banking 'Sector makes 
available financial resources to the rest of the economy to a 
significant extent.

4.102 1971-72 is a ’’unique" year for this Sector (Uses).
It is clear from the table of distances (Table 4.29) that the 
distance between the vectors of this year is maximum from the 
vector of all other years. The structure of this year reveals 
certain unusual features, such as the Uses of Government in 
Banking and the Rest of the World Sectors being negative and 
magnitudewise high ( -81 per cent and“i5 per cent). Further, 
the share of the Household Sector In its Uses is abnormally 
high (110 per cent). Thus, the structure of this year is 
"unique".

4.103 The range of fluctuations in the distances between 
the vectors of different years is greater in the case of the 
Uses of the Government Sector compared to the oscillation in 
the structure of its own Sources.
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4.104 The formation of clusters in the Uses of this 

Sector is similar to the Sources to the extent of the number 

of clusters. Both have two clusters of two and six years 

each. However, the sequence of cluster formation as well as 

the years that remain as non-cluster years are different in 

the Uses of this sector ( see Table 4.30). The first operation 

gives a cluster of two years 1969-70 and 1973-74. The second 

operation results in the second cluster of the years 1968-69 

and 1975-76. The subsequent operations result in enlarging 

the firsiJ cluster by adding the years 1972-73, 1974-75 and 

1970-71 in that order.

4.105 There are three non-cluster years, 1971-72 is a 

'•unique1' year as already explained. The other two non-cluster 

years are 1966-67 and 1967-68, the first t\vo years of the 

analysis. The striking features of the structures of these 

two years are that the share of the Household Sector in the 

Uses of the Government Sector is very high (35 per cent and

46 per cent) compared to the cluster years, and the share of 

Banking in the two years is relatively low. Thus, the first 

two years are structurally different from all other years.

4.106 It can be inferred from the above analysis that there 

has been a change in the structure of the Uses of the Govern-^ 

ment Sector as the share of the Household Sector in its Uses 

has declined, whereas the share of the Banking Sect© has 

increased. It can be observed from the Table 4.30 that the 

second cluster of 1968-69 and 1975-76, which has not formed part
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Table 4.50: Sequence of Cluster Formation of Government
Sector ( USES)

Year Cluster No.
Coefficients of Lending

House- Rest of hold the World 
Sector Sector

Other
Bank- Finan- Corpo- 
ing cial rate 
Sector Inst., Sector 

Sector

1969-70 I 0.17
1973-74 (Operation 1) 0.23
1968-69 II 0.03
1975-76 (Operation 2) 0.03
1972-73 J-oins Cluster (Operation 3) I 0.25

1974-75 Joins Cluster 
(Operation 4) I 0.19

1970-71 Joins Cluster (Operation 5) I 0.13

Non-Cluster Years:
1966-67 0.35
1967-68 0.46
1971-72 1.10

- 0.01 0.64 0.08 0.12
0.01 0.54 0.08 0.14
0.08 0.56 0.23 0.10
0.17 0.57 0.12 0.11
0.10 0.46 0.13 0.06

0.20 0.44 0.05 0.12

0.32 0.47 0.03 0.05

0.01 0.29 0.24 0.11
0.07 0.15 0.17 0.16

- 0.15 - 0.81 0.00 0.87
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of five-year cluster, exhibits the same features of the 
change of structure, viz., the low share of the Household 
Sector, and high share of the Banking Sector. It has remained 
as a spperate cluster because of the all time low share of the 
Household Sector (3 per cent).

4.107 The analysis undertaken in this chapter, also 
enables us to establish the interrelationships in the changes 
in the structures of different Sectors of the Economy. An 
attempt is made here, to highlight the inter-sectoral structural 
dependence and the reflection of individual Sector's structural 
changes in the Aggregate Economy's Sources and Uses.

4.108 In the structure of the Sources of the Aggregate 
Economy there is a change, though not marked from the year 
1968-69. The most important factor which accounts for the 
change in the structure is the greater share of the Banking 
Sector, in the Sources of the Aggregate Economy. The structure 
of the Uses of the Aggregate Economy has also changed from 
the year 1968-69. The change has occurred in this case due to 
the rise in the snare of Banking Sector and a fall in the 
share of the Rest of the World Sector. There appears to be a 
trade off relationship between the shares of the Rest of the 
World Sector and the Banking Sector. Another Sector which 
accounts for the change in structure in the Uses of the Aggre
gate Economy is the rise in the share of the Household Sector.
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4.109 The structure of Sources of the Household Sector 
exhibits instability. There appears to be a trade off relation
ship between the share of Banking and Government Sectors in 
the Sources of the Household Sector. The structure of the 
Uses of the Household Sector, however, is stable. This is 
accounted for by the fact that a greater part of Household 
Sector’s savings are in the nature of committed savings, hence 
the Household Sector's discretion in the disposition of its 
savings is restricted.

4.110 The Rest of the World Sector’s structure is highly 
oscillatory both for its Sources and Uses, As the interaction 
of the Rest of the World Sector is mainly with the Government 
Sector and in the years in which Rest of the World's Uses in 
the Government Sector’s Sources is high, Government Sector's 
borrowing from the Banking Sector is low and vice versa. The 
Uses of the Rest of the World Sector's impact is reflected in 
the "unique" year of the Rest of the World's Uses coinciding 
with the "unique" year of the Aggregate Economy's Uses.

4.111 The Rest of the World Sector's share (percentage) in 
the Aggregate Economy's Sources is low, hence the fluctuations 
in it do not influence the overall behaviour of the Sources of 
the Aggregate Economy.

4.112 The analysis brings out that the structure of the 
Sources of the Banking Sector is stable. It is found that the 
Household Sector's share dominates in the Banking Sector's
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Sources (66 - 88 per cent); further, in the Household Sector's 

Uses, the share of Banking Sector is also high (ranging from 
51 to 65 per cent), which accounts for stability of structure 

of the Household Sector's Uses. Thus, it could be inferred 
that the stability in the Banking Sector's Sources and Household 
Sector's Uses are inter-related in the Indian economy over the 

period of study.

4.113 In the Banking Sector's Structure of Uses there is 
evidence of change after the year 1968-69- After 1968-69, 

the structure is^able. The nature of the change has been a 
marginal rise in the share of the Government Sector in -the 
Uses of the Banking Sector, and a fall in the share of the 
Corporate Sector in the Uses of the Banking Sector. It must be 
noted that the structural change in the Uses of the Aggregate 
Economy has occured in the same year. One of the factors 
responsible for this change is rise in the share of the Banking 
Sector in the Uses of the Aggregate Economy (22 per cent) in 

1966-67 and increase to 34 per cent in 1975-76.

4.114 The Sources of the Other Financial Institutions 

Sector exhibit marginal structural change. The main factor for 
the stability of this Sector's Sources is the dominance of the 
Household Sector's share in it (ranges from 74 to 94 per cent). 

This also reflects the committed part of the savings of the 
Household,Sector, namely, contributions to Provident Fund and 
Life Insurance. The increase in Uses of the Other Financial 
Institutions Sector in Government Sector reflects the "captive 
nature” of the capital market in India, as important constituents
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of this Sector, like Life Insurance and. Provident Fund are 
governed by Governmental regulations, which compel these 
institutions to invest in Government Securities.

4.115 The structure of the Corporate Sector's Sources is 
oscillating. In the Sources of this Sector, the shares of 
three Sectors, namely, Household Sector, Banking Sector and 
Other Financial Institutions Sector are significant. Among 
these three Sectors, the share of Banking Sector is dominant in 
the Sources of the Corporate Sector. The lack of stability in 
this Sector can be explained by the fact that if the share of 
one of these Sectors changes the other Sectors' share changes; 
therefore, three sectors mainly influence the structure, so that 
if one of these sectors' share changes it leads to change in all 
three important sectors' shares. This accounts for the range
of variation of distanc.es of this sector's Sources being greater 
than Other Financial Institutions Sector and Banking Sector.

4.116 As mentioned earlier, the Uses of the Corporate Sector 
are insignificant.

4.117 The structure of Sources of the Government Sector has 
changed from the year 1968-69, which coincides with the change 
in the -structure of the Aggregate Economy. The nature of change 
is a higher share of Banking in the Sources of the Government 
Sector and a lower share of the Rest of the World Sector.
This implies a higher share of Banking in the Aggregate Economy's 
Uses and a fall in the Rest of the World's Uses in the Aggregate 
Uses of the' Economy.
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4.118 The structure of the Uses of the Government Sector 
has also changed from the year 1968-69, which coincides with 
the change of structure of Sources and Uses ox the Aggregate 
Economy. In the Uses of the Government Sector the share of 
Banking Sector has increased and that of Household Sector 
has decreased. The Uses of the Government Sector have 
increased in the Banking Sector which implies that the Sources 
of Banking from Government have increased; this is reflected 
in -the Sources of the Aggregate Economy in the form of a 
higher sh.are of Banking in total Sources.

4.119 The above analysis brings out the inter-relationships 
amongst sectors* structural changes and the impact of these 
structural changes on the structure of Flow of Capital Funds 
in the Indian Economy. (See Chart 4.1). It may be observed 
that a significant development in the period under study is 
the increase in the relative importance of the Banking Sector, 
which appears to have influenced the change in structure of 
Flow of Capital Funds in the'Indian Economy.
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Chart 4.1
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Marginal Structural Change (1968-69)
Share of Banking

HOUSEHOLD SECTOR
r. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . i

SOURCES USES
Structure Oscillates,Bankingf Stable

.REST OF THE WORLD SECTOR
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . fI

SOURCES USES
i

Structure Oscillates lStructure Oscillates

B“TSBCT0R .
5 .... 1

SOURCES
i

USES
Structure Stable, Share of Structural Change after 1968-69
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