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OEVEO'E PE] BEE 2.7 |EEEYEE +IEEE of.+f. 2004-05 B OHEHE Ci6 {£0 Ok BEEF +ExEAEDE ARIFEAEE I
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ABEE E'EOEE “EUE BEEE BEE'ER BEEOIE CA XRDUEEAE UT)E BEE OFFIF CEBEFOLMEE nOE {E0 +EFVEEE®IE ABEE OFLiEEALIE BEFO
FESHE QENEE () NEG-E'EBFREORFiAPDEE Defer of AFRAFARE TEw ENEE E'EDFREOREEAR +EEBRE'ECIE BEEE +fiof EYfRiE
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MEDIUM TERM FISCAL POLICY STATEMENT

A. FISCAL INDICATORS — ROLLING TARGETS
(As percentage of GDP)

Revised Budget Targets for

Estimates Estimates
2005-06 2006-07 2007-08 2008-09

1. Revenue Deficit 2.6 21 1.1 0.0
2. Fiscal Deficit 4.1 3.8 3.4 3.0
3. Gross Tax Revenue 10.5 11.2 115 11.8
4. Total outstanding liabilities

at the end of the year 65.7 65.7 64.4 63.1
Notes:—

1. "GDP"is the Gross Domestic Product at current market prices.

2. "Total outstanding liabilities" include external public debt at current exchange rates. For projections,
constant exchange rates have been assumed.

3. Total outstanding liabilities are assumed to increase on account of estimated fiscal deficit and
growth in small savings collections at the current rate of growth.

1. The medium term fiscal projections are in line with the commitment made in the
Budget 2005-06 to resume the process of fiscal correction with effect from 2006-07 and
achieve the FRBM goals by 2008-09. The deficit indicators in BE 2006-07 are consistent
with the FRBM roadmap, which envisages an annual reduction of atleast 0.3 percentage
points in fiscal deficit and 0.5 percentage points in revenue deficit.

2. During the current year, on account of Twelfth Finance Commission award and
other relevant factors brought out in the Medium Term Fiscal Policy Statement presented
along with Budget 2005-06, Government had projected Revenue Deficit during 2005-06
to be at 2.7 per cent, i.e. at the same level as RE 2004-05. Fiscal Deficit was budgeted
to decline from 4.5 per cent in RE 2004-05 to 4.3 per cent in BE 2005-06. It is a matter
of satisfaction that the Revenue Deficit and Fiscal Deficit at RE 2005-06 are estimated
to be lower at 2.6 per cent and 4.1 per cent respectively. This improvement in fiscal
position is being achieved largely on account of revenue receipts being on target and
compression of non-plan expenditure. Demands for additional plan expenditure during
the year, including the routing of EAP loans to States through the Consolidated Fund of
India, have been met from savings within the BE 2005-06.

3. The Central Government has continued to follow prudent fiscal policy comprising (i) a
balanced tax structure based on reasonable rates with minimal exemptions covering a
wider class of taxpayers and (ii) an expenditure policy that aims to moderate growth in
non-developmental expenditure and adequately provide for pressing social and
infrastructure needs of a developing economy. The Central Government Tax:GDP ratio is
estimated to increase from 8.3 per cent in 1998-99 to 10.5 per cent in RE 2005-06. The
Non-Plan expenditure, as percentage of GDP has decreased from 12.2 per cent to 10.3
per cent during the same period, even as the Plan expenditure has increased from 3.8 per
cent to 4.1 per cent even after discontinuation of Central loan assistance to State Plans
with effect from 2005-06. The Government is convinced of the externality arising from
pursuing a sound fiscal policy in terms of a high and sustainable rate of economic growth.
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BEVEC'E (it

(BE) BE20) GEVECE
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4. Theimprovementin the fiscal position of the Central Government has been matched
by State Governments also, supported as it has been by Debt Swap Scheme and TFC
award providing for higher devolution of taxes and duties, larger quantum of grants-in-
aid and debt restructuring package linked to enactment of fiscal responsibility legislation.

5. The Budget 2006-07 has been prepared within the policy framework indicated above.
B. Assumptions underlying the Fiscal Indicators

1. Revenuereceipts

(a) Tax-revenue

6. The Gross Tax Revenue, States share and net Tax Revenue of Centre in BE 2006-
07 are placed at Rs.4,42,153 crore, Rs.1,13,448 crore, and Rs.3,27,205 crore respectively,
representing growth rates of 19.5 per cent, 19.5 per cent and 19.7 per cent respectively
over BE 2005-06, with marginal variation being on account of rounding off.

7. Build-up of arrears of tax revenues arising from non-realization of disputed amounts
and delays in resolution of disputes have been a matter of concern for all. The strategy
to augment the tax collections and improve the tax:GDP ratio have, inter alia, aimed at
liquidation of arrears of tax revenues and prevention of further accretions to the stock. In
order to bring about greater transparency in respect of tax arrears, as envisaged by
FRBM Rules, 2004 and recommendations of the Standing Committee on Finance (29th
Report), Receipts Budget 2006-07 contains separate data indicating the following (i)
statement regarding tax revenues raised but not realized, as on March 31, 2005; and (ii)
arrears collection targets for 2006-07.

8. Thefiscal indicators shown in Table in paragraph A assume gross tax revenue growth
of 15 per cent per annum over 2007-08 and 2008-09. These estimates are based on
normal tax buoyancy and do not envisage any significant Additional Resource Mobilisation
(ARM) measures. Efforts in this regard would make available additional resources to
fund higher outlays on expenditures.

(b) Non-tax-revenue

9. The non-tax revenues are estimated to increase marginally from Rs.74,335 crore in
RE 2005-06 to Rs.76,260 crore in BE 2006-07. Interest receipts comprise the largest
component of non-tax revenues and the receipts in this regard have been declining on
account of the following major factors - (i) reduction in the lending rates on loans to State
Governments and others; (ii) debt swap scheme enabling pre-payment of high cost
Central Government loans; (iii) debt restructuring of Central Government loans to State
Governments that enact fiscal responsibility legislation and reduction of the rate of interest
thereon to 7.5 per cent; (iii) discontinuation of further Central Government loans to
States as per TFC award; and (iv) prepayments by CPSUs, etc. taking advantage of soft
interest rate regime. Similarly, receipts from dividends and profits may be impacted on
account of progressive disinvestment in the CPSUs. The buoyancy in other-non-tax
receipts is unlikely to be of a magnitude large enough to offset the above mentioned
factors. Therefore, in the medium term, non-tax-revenues are expected to remain almost
at current levels in absolute terms and thus, decline progressively as a proportion of
GDP. A statement regarding the arrears of non-tax revenues, as enjoined by FRBM
Rules, 2004 is included in the Receipts Budget, 2006-07.

(c) Devolution to States

10. The TFC has recommended that during 2005-10, 30.5 per cent of gross tax revenue
from Central Taxes/Duties including Additional Excise Duty on sugar, tobacco and textiles
in lieu of Sales Tax but excluding cesses, surcharges and cost of tax collection, will be
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distributed to the States according to specified share of each State, as against the States'
share of 29.5 per cent awarded by Eleventh Finance Commission applicable for the
period 2000-05. TFC has also recommended that if the rental arrangement in respect of
Additional duties in lieu of sales tax is terminated and States are allowed to levy sales
tax (or VAT) on these commodities without any prescribed limit, the share of the states in
net proceeds of shareable central taxes shall be reduced to 29.5 per cent.

2. Capital receipts

(a) Recovery of loans

11. Repayment receipts against loans extended earlier are estimated to decline over a
period of time on account of gradual disintermediation by Central Government. Over
time, State Governments, Central Public Sector Undertakings and Government servants
have been encouraged to borrow directly from the market and not from the Central
Government. In addition, State Governments have been allowed to prepay high cost
loans amounting to Rs.1,03,652 crore over three-year period ending 2004-05. In respect
of Central Government loans, TFC has awarded relief to State Governments in the form
of debt consolidation and waiver subject to enactment of fiscal responsibility legislation
and achievement of specified targets relating thereto. These measures are expected to
impact recovery of loans further.

(b) Other non-debt capital receipts

12. Disinvestment proceeds through sale of Government stake in Central Public Sector
Undertakings, etc. have been the main source of receipts under this head. However, it
has now been decided that the sale proceeds of Government equity in PSUs will no
longer be utilized to finance the fiscal deficit. Accordingly, a National Investment Fund
(NIF) has been set up to which receipts from sale proceeds of equity in PSUs would be
transferred. The NIF would be maintained outside the Consolidated Fund of India and
would be professionally managed by selected Public Sector Mutual Funds to provide
sustainable returns without depleting the corpus. The expenditure relating to transfer to
NIF is included in the Demand for Grant pertaining to Department of Disinvestment,
Ministry of Finance.

(c) Borrowings - Public Debt and Other Liabilities

13. The borrowing requirement of the Government is determined by the level of fiscal
deficit, which essentially reflects the uncovered gap between expenditure and total non-
debt receipts of the Central Government. This deficit is financed largely through domestic
public debt and to a smaller extent through external debt and other internal liabilities.
Over the years, share of other internal liabilities in financing the deficit has been coming
down and the Government is financing major part of its deficit through resources raised
at market determined interest rates.

14. Two items included in the domestic debt/liabilities of the Central Government are not
related to the fiscal deficit - (a) Accretion to the National Small Savings Fund, which at
present is transferred entirely to the State Governments through investment in Special
securities issued for the purpose. The interest on such securities are borne by State
Governments and utilized by NSSF to service the subscribers to NSSF. However, these
are liabilities of the Central Government and are therefore, included as such. (b) Borrowings
under Market Stabilization Scheme are raised by Government of India within the overall
ceiling mutually agreed between GOI and Reserve Bank of India to assist the RBI in
mopping up excess liquidity in the market. These receipts are sequestered in a separate
account with RBI and are not available to GOI for expenditure. As such, these do not
impact the fiscal deficit except to the extent of interest payment/discount on such borrowings.
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(BEE) GEVECE ALK

HIAEVEE GFVEOE parer
15. ofVE] +BEaERE 2005-06 & EnA A +EEEVEEE GEVEC'E BREaE BEEE 1,15,981 BEROEY: AH{EA OF dEFRFE
1,43,762 BEGFh AEA of VEBE BEEE +DEARE C 4EIFHE <ORRE 24 |FRiCHE B i cHME ac Hr
ALJFith OFRAFFEVERIE FEE, E'EUEKE BEEG |ERORREREE EYEFEE ifNEE OFEREGfE (CF'E EQEFEE +EEeRethd FIEE aRvAEEYNE
EEVEXE SfEVEGD), O'Hole EIEE (Eo'ffe BEARHthE (GEK]ERE OFRAFEME O'ffelaf RARRXE), OFRAERE GEVENELS,
ABEEEBEEIE offAf £'EBEEECE afEVEXEE, BEEEKE GENFE OLyBHEE Offcif FEEEItBEE +EOLBSEXEE FEjE cif Of ERVEIE ofVE]f
HEE]E BEE BEEEGNE c< o GEVAEE BEEE EnA VERE EEAE +ERFEVRXE +BEnE ofVE] +BEARE 2005-06 BE
45,484 BEREY, AHEA Of dFREEG ofVE] +BEEDE 2006-07 & 49,963 BIEBEL: AHFA CF VERE BEEE +hiEaDE
C VE 9.8 |FHifgriE BEEE “EEr BEEE CFFICHEE

HIHLVEXE-HEEOE GFVEOE 34
16. VE] +hEAEE 2005-06 & BEVEERE 3,30,531 BEEGE: ANEA BEE +EEREEVEXEE-EEbnE BOFE BEEE ofFREEO
iVE] +ExERERE 2006-07 & 3,44,430 BEERFY: AHEA Cf VEEXE BEFF +BXEAERE ¢ +EIFFIE <OHF 4.2 |EEiEfFiE BEEE
AEAARE ‘b CONEEr  +EEREEVEME-EEDE BFRE BEFE AEJOF Afnf BFEE wRCERF FESE Eneff NFRFE c*

() vHEVE HnEAEAE
17. oREEVE +nfoflEE ofabviE B3 ofVE] +BXEAEBE 2005-06 B 1,33,945 BEEOE, AEA OF oFFREED ofVE]
+hiEaFE 2006-07 & 1,39,823 BEEOLY, ANfFA CEXE BFEE +EXEAEDE © VEE 4.4 |FEIESEIE BEEE “EEwr BEEE nfEFiEE
C*  <ORBfE (EEONERARC'EOO(E, BFEpFF CRGBEEE® BEEE EXEEAT OEVEC'E |FEE(feff BEE [EFILfFE BEE Off AF weHFVE
+EnFREENEREE of ENEGE'E] CIEBFED <ufBfE 38.1 |FRIEfEE Of 34.6 |FFILfEE Oc VEBCE BiEE OFEFEBEE c* EEEBEE(ENE
OEVEREEEKERRE XEEFIE BEE AFFVAEAE Of cefFVE +EnfobfIFefE BFEE “FEr n@ BEEE OFifFAFIE ERffeff VEE OfRfEE c FVEORHE
{EEBREREO'EoRE =VEED BERAE APXE {FLh IENFE OFOFRVAE cFFVE nk BFE “ELifE'ENE oF ofcif® jEANE |fefvixt Fofreff VEE
OFfFFF*  <OF |CEiFFafF OF =SSF +EFREEVEAE BRFRE BEE moff'E Of EXE(E]XE BEF EAFA GEVEBEREKEFRF WEVEE<YE IR
OfcEAiff G ct

(7)) BFEE OFHA
18. BEEAE GFFE OfofvEf BRFRE ofVE] +EXEAERE 2005-06 B 83,000 BEEOEY: ANfFA OF obFRFEQ ofVE] +hdafhx
2006-07 & 89,000 BEEOLY, AN{EA ChxE BEEE +EEAEDE c* 2006-07 BEE ofVEEeE +E ] & 51,542 BEEGEL.
AO{EA BEEE GEVEQ'E BeFF PEYBEE EFFARAE , VEE ofVE] +hiEaFBE 2005-06 & 48,625 BEEOE AifFA IEE +EIFFiE
<OHE 6 |FHiETEIE B " o< c* OFFE BEF EAFA (EVEE (EEORAERF ofVE] +EEAERE 2005-06 BEF 34,375 BEGFL
BOfEA OF oFFEREED wfVE] +ExEAthE 2006-07 & 37,458 BEGEY ANfEA BEEO EnafF WFRFE ¢ VEE O [FEFEE BEEE
B B nfEiE ¢

(7) &J% OHaotb¥t
19. Jtf = E0BéE iFIEE {EJFEAFRRAE =i{FEnE BEEF AEJ9F Offeofbf BEF FAEA +'E]XE oF AFFARALE BERAFE BERGREE <of
it +. 2005-06 BE 46,098 BEEL: AiffA OF if.+f. 2006-07 & 44,532 BEEeky, AffA HBEEA VERE B
+hEARE ¢ EVEORFEE AEJ% BEEFRNE JEftE OFforbf af BERAFE RS VERE

(1) GFVAHE BHE +HIAEVEXEL-EEERE +EEnbxt
20. ofVE] +ExEAtEE 2006-07 BEE EAEA GEVAEL/OFPE GEVAE FEjEE BEF EAFA +EAEVEME-EEEE +BXEnEXE 35,361
BEGEYS AG{EA BJF IEA C VEEBEE of +F. 2005-06 & %c BFETE 33,953 BEFGE, Ai{EA IFE* GEVAE Oif {6 ]
MEE AFFNE EBEEA VERXE OF @EVAFE/OEPE GFVAE FEjEE BEFF Rt EEALE GEVEC'E cfbif BFEE |EEF(ELE BEF EAFA BiRxp
OLRRFEER |EFitofwr c* 'E] BEEE ALEME BEFXE BEE BEEENE GEVEC'E OFOFC AF VEGONCif ‘EErr BEEE nJGE cA, 2005-
06 4 BEU GEVAEE utef nE'EE BEEGXE af F'EAfE ENEE BEEU +0i@F GEVALE UfGE 'E] +H{EMEA VEDE BFEE OLFELEXEE
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3. Total expenditure

(@) Revenue account
Plan Revenue expenditure

15. Plan Revenue expenditure is estimated to increase from Rs.1,15,981 crore in
BE 2005-06 to Rs.1,43,762 crore, i.e. an increase of 24 per cent. The increase is
mainly on account of enhanced budgetary allocations for social sector, in particular
elementary education and literacy(Sarva Shiksha Abhiyan and Mid-day Meal scheme),
health and family welfare (National Rural Health Mission), rural employment,
Integrated Child Development Scheme, agriculture, and for physical infrastructure
including roads. Total Plan grants to States are estimated to increase from Rs.45,484
crore in BE 2005-06 to Rs.49,963 crore in BE 2006-07, representing an increase of
9.8 per cent.

Non-Plan Revenue expenditure

16. Non-Plan revenue expenditure is budgeted to increase from Rs.3,30,531 crore in
BE 2005-06 to Rs.3,44,430 crore in BE 2006-07, i.e. an increase of modest 4.2 per cent.
The major items of non-plan expenditure are detailed below.

(i) Interest payments

17. The interest payment expenditure is projected to increase from Rs.1,33,945 crore
in BE 2005-06 to Rs.1,39,823 crore in BE 2006-07, showing an increase of 4.4 per
cent. As a result, interest payments as percentage of Net Revenue Receipts of Central
Government is estimated to decline further from 38.1 per cent to 34.6 per cent. The
moderation in the rate of growth of interest payments has been achieved by prudent
fiscal policy resulting in lower recourse to borrowings, coupled with sound debt
management practices in an environment of benign interest rates. This process has
assisted release of significant fiscal space to meet pressures of higher plan
expenditure.

(ii) Defence Services

18. Total Defence Services expenditure is budgeted to increase from Rs.83,000 crore
in BE 2005-06 to Rs.89,000 crore in BE 2006-07. The budgeted allocations for 2006-07
include Revenue expenditure component of Rs.51,542 crore, as against Rs.48,625 crore
in BE 2005-06, i.e. an increase of 6 per cent. The capital outlays for Defence is budgeted
at Rs.37,458 crore in BE 2006-07, up from Rs.34,375 crore in BE 2005-06, representing
a growth of 9 per cent.

(iif) Major subsidies

19. The allocation for major subsidies, i.e. on food, fertilizers and petroleum products is
estimated to decline marginally from Rs.46,098 crore in BE 2005-06 to Rs.44,532 crore
in BE 2006-07 mainly due to decline in the food subsidy.

(iv) Non-Plan Grants to States

20. The Non-Plan Grants to States/UTs in 2006-07 are placed at Rs.35,361 crore, as
against Rs.33,953 crore in BE 2005-06. The Central Government is committed to
compensating the State/UT Governments for loss of revenue that may arise on
implementation of the State level Value Added Tax (VAT), based on agreed norms.
Keeping in view the generally robust growth in revenue collections on account of
introduction of VAT, delays in claim by certain States in 2005-06, possibility of other
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Of ofVE] +hEaFRXE 2005-06 & 5000 BEREY AHEA BEE |FE EVERE OLJFERIE +xEAtE 2005-06 4 BEERAF BEFOREE
2500 BEREY ANEA EIFE ofVE] +ExEEDE 2006-07 & 3000 BEE6E, ANfFA EBEFAfE VEE GcE c*

( 'r) A
21. OFVEO'E BFEE +hieF AEJ% AFnf AF (FEAFOL, EiBE, (ETRE IEIEE +bief |POFECREXERFE BRRf YEFRARAE ot <t dfnk
Of Ofoffyit BRFRE “FEwr BEEF OFIEFAFiE BEFOXFE £'FEBEE(ERE OEVERCEEKEEEE wfEFiE BFEE ABEE +EEBof Fcooff c*

() fEVEE aJit

() JEhe QElFE +EEoeet
22. GEVE OFQREEERE BEEE jEOE GENEE +EEORAE {FCAF BfRxp CEGBEEE® FRE EnA VERKE ‘EFAE jEONEE ENEF +EEORMEE BEFE
ALJ%E PEYOEE c+fE BEEQIE It GFVAE OLRRFREGE BEEE jEONEF BEF ALEAFAE of ofFOC'E E'EKE +EFREENE Xt BEfxp CFOBEEED
BEEE ARVAEONEIEE BEEE ORAFEiE BEFOXE iENCE GEVEBEEFKEERE °f{F OF BEFAFVERD GFVAFE VEE |HiefFE OfORRvbit xfct VE]E
{E£iE, BEeE OfCEALEE BEFXE BEFE FOR(FEEFQYE BEEE IEC  OFGREEFD xf <f EOL{EEFFOTEF BEEE O'EFRCEE® BEFO FAFRFF iFIEE
<OLEAEA GEVE OFRBEEFRE BEEE JEANE ik +EIE'EE <A(EE JEBNEE BEF EALA BEFE< |E'EoERGE XECE OJEF NEREE EIFEEL,
<A(FE jEGNEE BEEE EEEQIE BEFE OFFSEE EthvE B AFRVALAE Of E £EVEE BEF dfq (O {EXEFESHE® EBEFFE NEREE +f0
OFtF Ffvenfr ={fofff "¢ |EEFOLEAFRE BeF ONFE+EE BEEE vAhE 4F GJEE CA % bifhFaF EAFRFF WFFE IEE FOfF <A(EE
JEGNEE BEEE GFVAEE BEEE af BEEE B3 EOIEE ofVE] BEE AFvAEAE Of VEEGE GCNEE ftEE(E OFEFF wEA jEfhE nEIER{FEE (ofBit-
T -oBEE) +EVEED {0 EnA VEEANEF  <CRBEE {EEGhERAECER0(E <OF |FREEVEMEIE 2005-06 BEE OFEERVEE +hidafex &
PEQEE. jEANEE BEE OfsbvE aF FVAF BExpfa OFGRFEED BFEE ofVE]ERE ahvAfCIEEF BEE ofIE® ACE jEfhf OffvE VEJEANEX
"BE 2005-06 BE EAEA OFVEBEEKEERE °G{F OF BEFALVEED FVAFE BEF OFcff af 3 EafhFeF EARRCE NERHE IEE EBFF afEn
+EEEBEEIEE C< iEE BEFXFRF OFGREEE® ALPE ofSEiE +EifGNEE +EE ofFVEED ENEE BEEE aRvFOILiEE BEF AEEME OF =Bt
OfcEatift MM HE 2005-06 BE nf@RE, GEIEEEE, FBEFOF GFVAE CFGRLEED uFRE BEFpEAC CRGREE® B
EREFAEE WFFE c* BENCEE(E, <Off “EXE ‘EOEAFE afFlRE +ENEE(EERE +EFOFAEE BFEE OEBFEA(EXEE VERGF @CHEE* BFEpEef Ofaafrier
FEE B6F =tEafE BEFF “FifxE, {FEGQPEAPREE +EEQ OFFE'ERVREE naF BEE ERNFERX Cif CFOERVEXEE &F +FifG (FE BEFGME BEF
FAFA ofVE]FeE OfCERLFE OFfci FEtebol [FREEVEME it +HEREVEXEE-EEERE jEBNE £6F EnA VEEE c*

() {EveE {Hoprd

GEKJEee BXEE Exicve BEEE EEDEEE |cEE(iE®et BEE +tibhi B CAEA 3,840 BifSY ARA fiatd c*

24. "HE 2006-07 B oFVE] +hiEAFEXE 4F +EFREEVEXEE BRG8E aF {EVEE {EEBRFAE BEFE ECOOFF 28,966 BEEOEH: AFA
HENEEIE BEEAF +EFREEVEAE (FFORPGRE BEFE 16.8 [FEFTEE ¢t “BE 2004-05 of +EFAFFVEXEE BFer af (FVEE ({HEemeFer
e ECOOFF (+hdEFRAE “EFOIFE ) 33.8 [FRALYFIE {FO BEEE(FEE +EREBFE 16Fr +ERREEVEMEE RO AF (EVEE {FRomefett
BE ECOOF 3f |ESER FEGE ] ESFifE BEEE E'EKER ¢ VEEEBFE 2Fc AFCOFOF EBFFRF NERE  EBFE EENEKEiFRE FYEREL +HEO
O'ffofaf \/Eof OFEAFFFVERE FEjEF OF VEh OFEFF E'EBFEFORFiAfRfE JESE (EVEE |WBEEFIE BEF »f CE +EEQ OFEAFENE OfyptE
+EED OFFAEERE +6E'EFOF VEOFE EEEFIEBEE (FEROE(EEKEAEE BE OfVEXE Cif +EifGhEf OF ORFRif BEEpEel ORGRfEEe BEF BeFef
BEEE ofbF FCOOFE {EVEE BRFRE BEE °0ff AF BEEpFeF OFGREEE® BEE ARJEE af |ERifffbofit XF cF* 2fc =AALJBERF c FOfF
iff0C'E EEKE +EEREENE BEE +EEb BEE +XECEED GEVAE ORGBEEEGE BEEE PEGAE jEONEE BEEE ufxn BERGNEE +EEREEVEXEE BRFe
A {EVEENEIE {CE@BFREF BEEE FNEGE'E] BEEE ABEE AFCi'E{EhE BEEFBNE OfafvE BEFFGREF GCF ¢t <Of ESEEF B 2007-
08 & E°0 CE Oct NRHRC'EE (FSFEKERRE afFVEME af EXEnbuf BEEOXE BEFE +EEPYPRDEEIFE CENEE EEEBFE E'EKEFF HC
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States moving over to VAT, the provision of Rs.5,000 crore in BE 2005-06 is being reduced
to Rs.2,500 crore in RE 2005-06 and being placed at Rs.3,000 crore in BE 2006-07.

(v) Others

21. The other major items of revenue expenditure are police, salaries, pensions, and
other administrative expenditure. The moderation in growth of expenditure in respect of
these items constitutes an integral component of prudent fiscal policy.

(b) Capital account
(i) Loans and advances

22. Loans and advances to State Governments had earlier constituted major
component of loans and advances extended by Central Government. In regard to
loans to State Governments, TFC has recommended disintermediation by Central
Government, albeit with support to fiscally weak states, which are unable to raise
resources directly. The Government accepted the recommendations and accordingly
no provision was made for loans to State Governments or for pass-through of the
EAP loans. However, the issue of pass-through of EAP loans without routing it through
the Consolidated Fund of India was reconsidered and keeping in view the statutory
provisions and the administrative arrangements, it was decided to continue with the
arrangement of routing the EAP loans to States through the Budget, albeit on back-
to-back basis for all fresh loans. As a result, provision of Rs.7,400 crore has been
made for this purpose in RE 2005-06 and Rs.4,697 crore in BE 2006-07. As regards
the domestic loans, the States are to raise such loans directly without budgetary
intermediation of the Central Government. As regards the fiscally weak states, for
2005-06 it was decided that Central Government would assist them through the
window of small savings transfers and intermediated market loans, if required. During
2005-06, no intermediation of the Central Government was, however, required by
any State Government. No provision for the same has been made in BE 2006-07.
However, Ways and Means Advances recoverable in the same year are envisaged
to continue. Non-Plan loans are also extended to Central PSEs for various purposes,
including budgetary support to meet gap in resources for payment of salary, wages
and statutory dues.

(ii) Capital outlay

23. Capital Outlay on Defence Services at Rs.37,458 crore in BE 2006-07 constitutes
the largest component of non-plan capital expenditure cumulatively estimated at
Rs.46,833 crore [80 per cent]. The other non-plan capital expenditure of Rs.7,637 crore
in BE 2006-07 includes Rs.3,840 crore for transfer of disinvestment receipts to National
Investment Fund.

24. The share of capital outlay in Plan expenditure is Rs.28,966 crore in BE 2006-07,
i.e. 16.8 per cent of the total plan outlay. The share of capital outlay in the plan
expenditure in 2004-05 (Provisional Actual) was much higher at 33.8 per cent. The
substantial decline in the share of capital outlays in plan expenditure is a matter of
concern, even as it is realized that all developmental expenditure, especially those
related to social sector such as education and health may not be of capital nature and
that major part of expenditure of the Central Government relating to transfers for creation
of physical assets such as rural roads and rural housing is not reflected in the Central
Government accounts as capital expenditure. It may be mentioned that discontinuation
of domestic loans to State Governments as per TFC award has been an important
causative factor in decline of capital outlays in Plan expenditure. This concern would
need to be addressed in the Eleventh Five Year Plan beginning 2007-08 so as to meet
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2008-09 & 3 |FHiEqRiE BF GFVEREEEEL P BEF i@ B ORBXECH{E GFVEO'E PEE] BEEE CRAEE(iE Bfrenf B
A(EE+EEROEEAGE BEEE °0{FGJEE (FE BFEE VEE OB

4. ORfEAF PIOAE =ifffn +HLHr
25. Ol aA%E (1999-2000) {0 BLEEGBEE AFFIEE aF of.pf.=. BfEt HHE(Er 2004-05 BE nEGEx:
7.5 |FEEQE BEFE +EEEEEr n® BEEE itADdE af 8.1 |FEEYiE +hAEEDXE c* HE 2004-05 (i'EEGit
+EXEAERXE) +EE@ 2005-06 (+HEORAE +EXEAEEXE) BEE MEGEXE SEEAE offVEE® AbAREE {6 Of.pf.=. BFEt +EEFtEr n,
2005-06 & SEEAE offVEE® aE&eFE {0 35,29,240 BEEEY A[tA {0 Of.pE.=. BEE [OIE® BJEIE cA, 13.1
|EEiEEiE Bcf c* EEkEFAE “HE 2006-07 BEF EALA OF.PE.=. BEE +EEBEFARCE BF |FEEVEXEELE +EEEEEr @ 12
|EEFSIEiE aEEXEE i< c*

(1) EEixt OF OFotfrit EEOIFRILE BEEF AFAPHEE

() GEVEOE [HE{iFRE +ED GFVECF BRLeF BEF ofESE OHiLGENF

o 2.1 [FEIEEE +DEAREE c GEVEC'E |FEE(ifEE +E0 Baef BfF offSE OFifADE o R0 9.3 [FFiffFit {fe folf
OEVEC'E ke &f +EEEF E i EVE CEif CA 14.9 [FEETEE {0 GEVEC'E |EE(iFAME &F ‘FEr BFEE {FEGNEEME c* efVEOE
|EEE{iEeEE & 52,265 BIEGFs A[EA BHEE “FEr +EBEEAE BEEO GEVEC'E & 53,739 BIEGFLs A[EA BHEE “EEr BEF BEEEGNE
C EVEORE BEe-Efbot GEVEC'L & 1,474 BEEGEL. A(FA BEEE AFEAFAFE EEOE'T] BEEE {ELiE BE® nt c*  iEniEoHB,
11.2 |FEiSEIE CF NE<* BEEQ-EEbod GEVEC'E aF ENEGE'E] AEJOEifefE jEAE +EnAfE-ofnafE OBERAE +EEQ oFEOCE £ EKE
+LEREENE OFF BXENER OfF |EREEE BF BEFEBME ot =i{AFFEREE +EIFRAEEOIEE, OF'EERER iFjE BEEE Ffoittd, UTE B
SEQNEct i 2CEEBEFBEFEREEONE, BEFEAFRFE BEFE n® BEF@MEL +6£0 BEE |FYFFORE 4F ©huEE® Offcif BLERVEED BEE L'ECIFED BEF
BEEBE BEEQ OFCRRVENE A OfvEE® c+E c* BEE0 Of0fchtt af =ifAtt EhlE DEGItRILE BEE EAEA AOF XEEEIRIFIE ={teft
BEEE FAFALEOFED VEFOE @JEWE BFEE +EE EYPRBLEIEE c* BFEEKE +6EQ OF'FE FEJEE BEFE YEEFARAL BFEGIE CA +EIEBRE'EONEE B
BEEQ-2ENRE £EENE BEE E'ECIEED Cif E'EEKE [FREFOLE BFEE VECORIE (FUAMEEt BEFO-EEDNE GFVECE {FD AFFEF BFRAFRXE ‘EFAE
{EEAfeE | Off EVERAREE "EOE+E 'E OF EE+{F (£ [FRERBFIE [FEEFD +EED JEDCEVE iEIEE “OffBE]4F VEOF +he@f OFofRyfE
M OfafvE aF +HFE]uE +ERVEREERRE Of [FEE(iFefE BFEF +ERVEBERIRAL =([REME |FE(E BEEXE BEF EAEA =(HEAfE BfFE WEFiE
|EnEst BEEOXEE CENEEX

27. =i(att I GFVEO'E |FEE(ifeff OF AFEFE GEVEO'E BFef +0 <OfOf £f FEYE] o0 Of +ERAEEVEE-Eebud
OEVEC'E pafef of +EEEF Er aF OFiFARE UFGE CRAFENFIE ¢t 3 +EFAEFVEXEE-EERKG BRERE BEE [FAEJE OFPE]BCEE +EIELiE
EEVE Ofnfef, offaofhf +£0 +hxef OFfAfRE |ETEFOLERE JESE +EEEE FEr n® aF BEEARE UEGE OFBEER C+HE ¥ weEFVE
ofnte i RIEGEE] bifad GEVEREHEEE PEEJE +H0 =nf® wHVE n@ RETOIE BEE +EIUEE ofFVERD =vEFGE {F
HEEVREE +EFgFeE Of |FE(IE AE PEF]E BEE FEKE(EFKERE BEEF xR +EEOEE AFRUFIE BEF BEFEGNE OFEFE c< c* =ni®
FEVE Nk XE =xEf xabuf efEVE OLPE]BEE BEF affveRAf OF JEbtf OFFeotbf (£ £EE O'EHIEIE ERNRE |EEEEE DEARE 16
IENGEEE, OFFeofbE {0 noff'f obf ¢ +EEO E'EBERECEE of GCE EEFYE] °off of >VEE atadf +f6 Proaf oforrEret
Of Ofuffyfif [FEEkFREE BE +EIEIFIE =xF {£0 EXEUFGRAE BEEONE BEEE +EF EYABERIEE CREE*  +EEREEVEE GFVEOE pofef
o +EiRhERtE (i BEEE =qUEf offPRfEnE +EEEURRREE VECOBIEE BEEE {FOE BEFGMEE +EE® OFEAFENE £EEGIE BFEF +ORFF
Offft tiff BfEF JEEARAE BEF FAEA OFEAFENE OFUABEEE +E0) E'ERFIEEBEEONE OffCif OFRAFFEVERE +EEO EEEFIEBEE +f FoaSHiEt
M RO BEOE ¢t <o JESH OF AFFEFFYE APE +FERE &F OFRVE f CF {FOxit dfn CRAHESHIE OFfEnt
|ebEEaEaEE BfF OFENE ARVAGAF 'E EPEE'ERVE 4F OLABEEE® BEF OFVEOE OFIEARXEE (FD |EEFEE +FE9RE LEARNEx <OF Ofsfit
A OFRBEEE® BEEE |FAHFOF {EEBRFer OF {HEBERAE {FO ofAL BEEE +EFQ SEAL VERXE +HFQ +fMECiE 2005 & (FCALE o8
{EEBhERE oEVE] BEE |FOIEFIfBERGNE &F |EFifEoffufif c+f c*
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the FRBM roadmap of elimination of Revenue Deficit consistent with Fiscal Deficit
level of 3 per centin FY 2008-09.

4, GDP Growth

25. The growth in GDP at factor cost at constant (1999-2000) prices is estimated at 8.1
per cent as compared to the growth rate of 7.5 per cent during 2004-05. The rate of
growth of GDP at current market prices during 2004-05 (Quick Estimate) and 2005-06
(Advance Estimate) have been put at 13.1 per cent, pegging the GDP at current market
price in 2005-06 at Rs.35,29,240 crore. For FY 2006-07, for the purposes of calculation
of GDP, growth rate of 12 per cent has been assumed.

(c) Assessment of sustainability relating to
(i) the balance between revenue receipts and revenue expenditure

26. The revenue deficit is estimated to decline from 2.7 per cent in BE 2005-06 to 2.1
per cent in BE 2006-07. The improvement in the balance between revenue receipts and
expenditure is a result of the increase in revenue receipts at 14.9 per cent outpacing the
growth in revenue expenditure pegged at 9.3 per cent. The increase in revenue receipts
amounting to Rs.52,265 crore is solely on account of increases in the tax revenues
amounting to Rs.53,739 crore, offsetting a marginal decline of Rs.1,474 crore in non-tax
revenues. Accordingly, the share of taxes in the revenue receipts of the Central
Government is estimated to increase from 77.9 per cent in BE 2005-06 to 81.1 per cent
in BE 2006-07. The increase in tax receipts is reflected in the Gross Tax:GDP ratio
increasing from 10.5 per cent to 11.2 per cent in BE 2006-07. The decline in non-tax
revenues is due mainly to impact of Debt Swap scheme and TFC award. The improvement
in the tax resources has been achieved due to buoyant economy, broadening of the tax
base, including expansion of the service tax net, phased rationalization of exemptions,
plugging of loopholes and improvements in tax administration. The mix of such policy
measures would need to be continued to sustain the buoyancy in tax collections. Special
efforts would be required to expand the share of taxable sector of the economy through
coverage of agriculture and services sectors. On the non-tax revenues, measures would
need to be stepped up to realize the optimum potential of receipts from profit making
PSUs, user charges on public goods and services, and allocation rights in respect of
mineral and other resources like 'spectrum’.

27. The gains from buoyant revenue receipts have been complemented by moderation
in growth in revenue expenditure and more specifically in non-plan revenue expenditure.
This has been facilitated by deceleration in the rate of growth in the major components
of non-plan expenditure, viz. Interest payments, subsidies and other general
administrative expenditure. The decline in the interest payments have been possible
due to lower fiscal deficits and lower average cost of financing such deficits, obtained
through larger recourse to market borrowings under benign interest rate regime. The
soft interest rates have also had salutary impact on the food subsidy through lower
interest component therein. The pressures on subsidies, however, remain and would
need to be watched under evolving global trends, specifically relating to energy prices
and domestic concerns. The substantial hike in plan revenue expenditure is aimed at
meeting the basic needs requirements and providing social and physical infrastructure
including rural roads and electrification to unleash the untapped potential of the rural
India. The dividend from these expenditures may not be direct in the short term but
are certain to impact the government revenue balances in the medium and long term,
if accompanied by proper delivery systems. The effort of the Government in this regard
is reflected in the shift in emphasis from outlays to outcomes and presentation of
Outcome Budget for the first time in August 2005.
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28. MEpEar OFGREEFD BEF {EVEF BeFer af EMEGE'F] EVEORAE AEJAFiEL GEVAL OFOBLEEGF, CFOBLEEGF FEjE BEE =tRAt +f0
+hieFE BEEE |EnbeE BBEEA WEA jEBRE SEERAEAE c, BEE ABEE Oif@ {FD Gcaf BEE OFFIE nfE af OEVEL'E {EVEE ofFVEED BEF
FEREEFOL BEFE OFBEFFRFiAFREE OFBEFIE ¢ EVFOLE +H{FAE B2 BEEE +EF FYREREFIELHEE BEF E'EKEEENENE cif OFOHhviXE VE]BXE
ME EAEA BEEpESE OROREED UFGE E'EKERRE ARvAONIEE (D < {EeRVEEGREEE BEEE EAEEEGIFE PEJF ot dfc +EEYEE BEEE
VEEEE ¢ EBEE <f 2FFVEXECHEE/BEEEAGERARE BEEE E'EKEERE IEAFE “FEENEFVREBEE BREFCRRFItE BEEF Of] ©F BEE~£0 (FBFFENE
FOFFdt VEEAEE GENEE =VERGREEKEE BEFA(FEXEASE +EEO) +EEABEE ofFVERD +DXETEEORKE BEEE +EED =xaFJE CREE* off0CTE £'PkE
+EEREENE BEEE GFVRE OFARFEFGE UFE [EnkE jESNEE BEF OfickxvE af ARAECIEIEF BEEE ORAFE(IF BEFGXE BEF Ofautxif of nf NEaFE
FOL{EEFEQYE AOEE |FiatFYEE Bfft +ERVEEQ obEitE c* ACEE +EARVFEIEE +6F EYREBERIEEHEE BEF {FEGNEEAFO'Eo0(F FOREIE CA
OEVEREEEKEERE ONFEXE BEEE +ENEBRE'FONEE BEEE =if{EEBEF FRAKiEE BEFE obFhE BEF EAEA EXE'EYE B2 it ={FRFFIE of &FFA
VEEXE +EED =OfOF ORRXF(EFIE °O(F aF |FEE(iF BEEE +EFEYROREEIFE o BfExp BEE OfF EVERBE FEjE B =(hiRE £ff
+H{bE (EVEE Beref B +fEVEDCRENE FERUE BEEE (EFAE +EDNEEBEE iENE offyeF ofVE]FRE OROffvRXE (+H<<off+EE0) BEF
AEEVRAE OF BEED O c*  OFF{FEACRE B +HE<<off+i0 BFEF 25.1 |FEIEYEE iBBEF ofFiE BFEF +RAFRXE ¢ +EED ¥c
98,085 BFRFY, AHFA ©OF obFBER VEE of.4F. 2006-07 & 1,22,757 BEE0E, AEA CF VEFAIRE  <Of OfRRtrter
BEFAFSFEEQPEE IENFE +EXREE UEGE EAFA MEA EONEE BFE {PXERENEIERXE oF £FF EnJEReff IFREE ¢ VEE “EKE 2005-06 iFIEE
i+, 2006-07 & =X UERE EAEA VEE GC WEA JEGNEE BEEE +E[FFEE =SSE c*

(%) =ifHEnbEE {FOOF{HkEE B BVEE Cif dHVEED =VELOF OHCIF (EVEE JERH{iEdE BEEE ={reriiF
29. o 4. 2006-07 4 BEEAF +EFRFEVEXE DeFer EVEORREEE {FSERNE OFFARENE iffG {FO FEBFEFOEEIAMEE Boff BFF Ofafi
i BEEE ME< ¢, BHERE %c {VEE {EEBREE BiEE ECOOR xick ¢, 1,72,728 BEEEN AiffA C VEE +bicathdit
1,48,686 BEgE AIEA BE GEVERTEKHEE PE] BEEE 116.2 [RiEfHE c* e +HEREVENE B6E BEEE O'ECIE [FEKE
MEE (K] BEEF ORBEEIE c VEE +EEENCBEE ORVER® |EaEFREE BfF |FEGMEF OF {fcAft o0 'EKE 2004-05 & |FE{i
OEVEBFEEKFEE PEE] (103.3 |EFIEEE) ©F +HIE ofF Nt afc =(tafta AEHE<A(EE BEEE +ExiEE@it BEEE VEE GcE
FEREENE (FEE(EatE BEF Ofaobnf af FAFA WEA BXENERE BfEE nJFIE CA +0 +EVEBEE FEYECIE CREE iEIEE EVEOR PEF]
ME (FEOREEADGE BEE |FOFEVEXEENE OFOfRvEXE Off AF XECE EARHE VEE Oct c* EIGEE(F, E'EBFEFOEEIAREE RO B ofth
OLPEYBEE BEEE {EEit cif jERhE BF EEKE {EEKENE {EO EXEEEIEE BEEE abvetE ERvE af EEGXIED obE Ocif BEEE HEYEE c* At
JEONE BEEE VE]Euf BEE EEQ ifGEREEE {EO ofAE EnA VERXE BEEE +HEFEE c EVECRRE {FEGNERAFO'ECR{E BXEVEE DEEEE BEEt
XDUEIEAE “JEEE=FIONE +EF=]" CEVEE iEHEBEE EXFOXIEO) +EEQ BFE(ERLE +ERVER® EEAL +EEFAGBEE EEREEFOL BERE |FEE(iE cf
O, =Of0F +fiathyfaiE R AfEjEE A ofEVERR EEBFEFIFREE {EnE CEMEE IENEE OFEIE CF ofFVER® BRf3f £FF nGF BEEF ifVE
{E0 OFGREEF BIEE ExEREARE £ff ={FAfEmE BFEF VEE ORBERNFE  <OF ofiebuf o, 2fc vABE & QJBEE MCiFNE
PfE A(EHEQUEEARE +RVEEXEREE of EEEURK] (FROECIFEIRAE BEEE UFLABFED +E|FAE, 2006 OF [FFIEFARRFE Of@BEEFGF
|EEiteEEitatE BFF obFVEED oF EEERNEERE FOVE'E ofR(E BEEE £FFNEENFOE BEEE OLAFE(IE BLEGXE BERE +E[EFFE BEEF MFFE c
30. AfEE+H00EEAR +EVEDIERGE BEEE ABEE afci H{EhE =qfaE {EVEEIRIE B362E {E (FPEE(IE VEED nik CA afdt D% BEE
OEE A afci H{thE [HEFIbE AP BEEE B EOIFE ¢ +60 <OFfAFA (FERCRAFEKE BEF OFVE BEF {FRAFO'FeBF ACE
EXEEFE BEF Ofaobn af ORAFRE{FEIFE |FEIFAFEREE BEEE ORREE BT OFFCIt =i{FEndE FEAFIEE BFEF ofFbE c* ahveff TR
A, GEVEBFEEFEAE ORARBFRXE BEE FEJE aF c< |EMEERE iENEE +EEREEVEE EEEGE OEVEC'E B3 BEF PE] £ERME BFEE ‘EVEC ©F
HH{EFERBEFIE +EFVEREE OEVEREEEKEERE OIERXE Bfft =(fAfwEiff of +faffVEXEE (PVEE-Befef BFEE oFFXE BEEE +EF FYRGRLEIFE
CREE*  Wegtec Hf {ESE EvEEat atfVEEE EVEORREE "B 2007-08 & |H6AEF CExEE BEEYSFHIE c, Befxp CEOREEE® BEF
AEJEafct af (EERCEA{FEkE OfVEXE ENEE =xEBEF =fSEE |FHifhotactxt {FO VEEG muf BEF EAFA AHfVEXEEHE BFF ORAfRR
BE =qfeF OF -+EFRFFVEXEE BeFeF BEE ORA(thE L'ECIEEG {FO BREF(FREE ALAPEIBITAE BEEOXE BEEE +E'FOE |Enbif BEEONEE
31. HEUAE BFEU "EKEE 4F OFVERLEEKEERE OFARBERE BFEE |EEUFFRFF Of {FE®NERAE OFFARK +HEA ¢ EVEOIREE {FEAFO'EG(E “HiE
2002-03 & 4.4 |EEitSeit +66 5.9 BE =SSF OiF9 OF yEFALfEh GEVEC'E IEIEE GFVEREEKEERL PEE]E PE]BEER Of.+1.
2005-06 & EEETEL 2.6 |FEENEIE GENEE 4.1 |EEIEQFIE CF NFREFx  AJFE+ERQUELAAE BEF AFFOFE E'EEKFRCED GFVFO'E
PEET BEEE “EKE BEE +bxit oF CRAFE(iE BEF@ME BEEE £EE'EF BERERf BifiCbinc SEAEEFE £R0F c* <Of OFbnf af HBEEA VERE
"HAE |FaFFOF BEEE =SSF E'EBFEFOE BEF GFc BEE {FEB|FFRF aF GEVEC'E 4F EXEAXIED =i{AFF ERLEFE BEF obE OCKE +EED NEO-
FEBEEFOLEiARBEE GFVEO'E BFeF (10 +EFQ ExERfjEnE BEFGXE BEF OLAFEREFIE [FRFFOE OF OFF'RFE EAARXE BEFE +EFYEE c*
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28. The decline in capital expenditure of the Central Government, comprising mainly
loans to State Governments, PSUs and others is at one level a positive signal of
development of vibrant capital market in the country that has reduced the dependence
of these stakeholders on financial intermediation by Central Government to raise
resources to finance their expenditure requirements. This is expected to subject the
schemes/programmes to more rigorous test of financial and commercial viability and
the borrowing entities to greater market discipline. The TFC recommendation regarding
disintermediation in respect of loans by State Governments is also premised on such
expectation. The fiscal space vacated as a result of such disintermediation needs to be
utilized for investment expenditure to augment the productive capacity of the economy
and obtain commensurate benefits therefrom. Central Public Sector Undertakings
(CPSUs) have also been meeting a large part of their capital expenditure through Internal
and Extra Budgetary Resources (IEBR). The IEBR of CPSUs is estimated to increase
by 25.1 per cent from Rs.98,085 crore to Rs.1,22,757 crore in BE 2006-07. This is also
reflected in the repayment of loans by Government servants and others being higher
than the fresh loans being taken by them in 2005-06 and BE 2006-07.

(i) The use of capital receipts including market borrowings for generating
productive assets.

29. In BE 2006-07, the total Plan expenditure, commonly identified with developmental
expenditure though not of the capital outlays, of Rs.1,72,728 crore is 116.2 per cent of
the Fiscal deficit estimated at Rs.1,48,686 crore. This implies a confirmation of healthy
trend of plan expenditure exceeding the fiscal deficit achieved in 2004-05 (103.3 per
cent) for the first time since the beginning of the economic reforms process. This
achievement is made more creditable in view of the decision regarding disinvestments
receipts being transferred to NIF and not being reckoned as resource for the purpose of
deficit calculation. However, reliance on debt financing to meet large component of
developmental expenditure is expected to continue over the medium term. Emphasis is
required to be paid to modalities of raising such debt, which result in minimum ‘crowding
out' of private investments so as to achieve sustained and broad based economic growth,
cause least market distortions and at the same time make available funds to the
Government in line with market rates of interest. In this regard, it is important to note that
FRBM Act envisages discontinuation of participation of RBI in the primary government
securities market, except under specified circumstances with effect from April 1, 2006.

30. One of the major objectives of the FRBM Act is to bring about a qualitative change
in the composition of total expenditure, by increased emphasis on capital expenditure
and therefore, on asset creation resulting in augmentation of productive capacity with
possibility of commensurate returns on such investments. In the medium term, with the
progress of fiscal consolidation and availability of greater fiscal space due to reduced
share of non-plan revenue expenditure, plan capital expenditure would need to be
increased. The Eleventh Plan scheduled to commence from 2007-08 would provide the
opportunity to undertake a comprehensive evaluation of the entire gamut of plan
expenditure with the objective of consolidation of schemes to emphasize asset creation
and their appropriate reflection in the books of accounts of the Central Government.

31. The process of fiscal consolidation has shown results over the last few years
resulting in reduction in revenue and fiscal deficit from a high of 4.4 per cent and 5.9 per
cent, respectively in 2002-03 to 2.6 per cent and 4.1 per cent, respectively in RE 2005-
06. The task ahead in order to achieve the end-year FRBM targets is admittedly more
challenging, especially the elimination of revenue deficit. The endeavour in this regard is
expected to be facilitated by continued buoyancy in revenues on the back of higher
growth trajectory and consolidating efforts in further containment of non-developmental
revenue expenditure.
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