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Foreign Exchange Reserves : Cross country 
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External Debt : A cross country comparison
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Addressing key concerns

Inflation

Agriculture

Deficits
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Dealing with inflation : Structural issues

Inflation, particularly food inflation, is becoming more 

structural in nature due to 

» rising income levels, 

» changing consumption patterns, 

» low productivity of farms,

» sharp changes in weather patterns, 

» dependency on monsoons and

» infrastructure related constraints in warehousing and logistics.
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Dealing with inflation : Action points

Inflation cannot be cured by monetary policy alone. 

Steps must be taken to 

» increase farm productivity,

» build irrigation facilities ,

» build requisite infrastructure for effective storage and 

transportation

» streamline the supply chain. 
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Revamping  agriculture (1)

India is currently at a critical juncture where strong 

government focus on agriculture is needed. 

In the current year, agriculture output has grown at less 

than 1%. 

Although agriculture contributes just 18% of the total GDP, 

it engages 60% of the country’s labour force. 

India has around 146mn hectares (ha) of land under 

agriculture, which yields 188mn tonnes of food grain.

China has 100mn ha of land, which yields 412mn tonnes

of food grain.
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Revamping  agriculture (2)

India produces around 600mn tonnes of food products 

(fruits + vegetables), of which 25–30% is wasted due to 

lack of adequate logistical support.

Farm production and yield can be increased through  

» modern irrigation systems, 

» access to better-quality seeds, 

» access to right fertilisers and 

» increasing priority sector lending norms.

Logistical support can be addressed by allowing more 

private sector participation.
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Dealing with deficits (1)

The expected disinvestment proceeds of Rs. 40,000 

crores in FY12 and proceeds from the revised fee 

structure for additional 2G spectrum can provide some 

relief on the fiscal deficit front. 

But it is not  correct to rely on these one time sale of 

national assets to manage our deficits 

There is no clear intent to manage expenses to bring the 

structural deficit under control. 
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Dealing with deficits (2)

The fiscal deficit for the current fiscal is likely to remain 

contained at 5% of GDP.

Currently, the deficit is being controlled  simply because of 

the unexpectedly large proceeds from 3G spectrum 

auctions, strong growth in gross tax revenues and robust 

growth in nominal GDP, courtesy high inflation.

What the markets are worried about is whether we would 

be able to meet the 4.8% target set for fiscal deficit for 

2011-12.
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Dealing with deficits (3)

The government must undertake genuine reforms to 

curtail its bureaucracy spend and subsidy regime. 

It is interesting to note that, of the projected government 

expenditure in fiscal 2011 of about 11 lakh crore rupees, 

40 percent went to pay government salaries, 22 percent to 

interest on debt and about 10 percent to subsidies. 

This left a mere 30 % of which 16 % is for defence and 14 

% for infrastructure.

Expenditure as a share of GDP has risen by 4 percent 

since the global financial crisis while the tax take remains 

low at roughly 10 percent of GDP. 
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Government borrowing

The public debt which is almost at 75 percent of GDP, with 

almost a third of the revenues required to service its cost, 

severely limits the government’s fiscal flexibility.

Government borrowing needs which could be about 435 

lakh crore rupees combined with upward pressure on 

interest rates have made it difficult to push credit growth.

Consistently negative real interest rates have made 

deposits accumulation slower. 

In the longer term, this could adversely impact our credit 

ratings making access to cheaper global capital difficult.
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Supply side bottlenecks

India is a supply-constrained economy in contrast to 

China, which is demand- constrained. 

In India, economic activity is constrained and inflationary 

pressures are exacerbated by the lack of adequate 

physical (and soft) infrastructure.

In China, there is enough infrastructure to support strong 

and non-inflationary growth for a long period of time 

without hitting bottlenecks.

Moreover, efforts to boost agriculture sector productivity 

and improve India’s human capital are still lagging.
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The Social Sector

According to Human Development Report (HDR) 2010, 

the Human Development Index (HDI) for India was 0.519 

in 2010 with an overall global ranking of 119 (out of the 

169 countries). 

Countries such as China, Sri Lanka, Thailand, Philippines, 

Egypt, Indonesia, and South Africa have better overall HDI 

ranking than us. 

Despite overall allocation increasing by 17 per cent over 

last year, the 2011 budget seems to lack the punch for 

accelerating inclusive development initiatives.
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Social Indicators
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The Social Sector : Health

Even with 20 per cent increased allocation, total plan 

allocation of Rs 26,760 crore is way below 1 per cent of 

GDP.

Out-of-pocket (OOP) private expenditure on health care 

by an average Indian is one of the highest in the world. 

Around 71 per cent of the health care expenditure is borne 

through own resources as compared to average 15 per 

cent spend by individuals in developed world.
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The Social Sector : Education

In the Union Budget 2011-12, total allocation for education 

sector has been increased by 24 per cent to Rs 52,057 

crore. 

The elementary education in India has made strides in 

recent years. 

However, the challenge of reducing dropouts, increasing 

retention and maintaining quality of education persists. 

The dropout rate continues to be high (primary level Boys 

28.7 per cent, Girls 21.8 per cent), and elementary level 

(Boys 48.7 per cent, Girls 49 per cent). 
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Thank You
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