CHAPTER 2

PLAN INVESTMENTS AND FINANCING

2.1. The economic growth of a nation is
dependent on the availability and quality of the
economy’s productive capacity, like literate, skilled
and healthy human resources, effective transport
and communication systems, adequate power and
irrigation facilities, strong industrial base etc, which
respond to demand pressures and create incomes
for the nation. Governance of the economy
facilitates the development of the productive
capacities and delivers, inter-alia through Public
sector investment.

2.2. Public sector investment of States acquires
shape under the States’ plan investment. Plan
investment is expected to realise the development
potential of the economy’s productive capacities —
a potential, which may be realised through optimal
allocation of national resources. In the period of
development planning spanning half a century,
although significant strides were made in the
development of productive capacities, certain
practices associated with States’ plan investment
prevented the full realisation of the available
potential. It is in this backdrop that the present
chapter situates itself.

2.3. Section | examines some of the practices
associated with States’ plan investment in the
context of their impact on development of the
economy’s productive capacities. Subject to these
practices, section Il traces the trend in the financing
of states’ plan investments since the Fifth Five-year
Plan with a view to ascertaining the ability of the
states to raise commensurate resources. Section
[ll provides a break down of the assessments of
the Section Il into State-wise performance. Section
IV enumerates the composition of States’ plan
investment in an effort to highlight those sectors of
productive capacities, which States have hitherto
prioritised for development. Section V indicates the
path ahead. In doing so it lists down considerations,
which should govern the determination of the States’

plan expenditure in order to enable the economy to
achieve the potential development of productive
capacities.

I PLAN INVESTMENTS AND PRODUCTIVE
CAPACITY OF THE ECONOMY

2.4. The definition of plan investments emerges
out of the distinction between plan and non-plan
expenditure of governments. Plan expenditure
arises out of schemes freshly introduced in an on-
going Five-Year Plan (FYP) period. In the same
period, non-plan expenditure arises out of schemes
carried forward from previous FYP periods. Non-
Plan expenditure, therefore, supports the old
schemes of governments and plan expenditure, the
new schemes. Since new schemes add to the
economy’s productive capacity as the old schemes
did in the past, plan expenditure reflects
government’s investment in enhancing the
economy’s productive capacity. Thus non-plan
expenditure maintains the existing capacities and
plan expenditure adds to it. Henceforth, plan
investments shall be referred to as plan expenditure
in this chapter.

2.5. Aclose observation of the States’ budgets
during the past decades reveals a blurring of plan
and non-plan distinction of Government
expenditure. Although inadvertent, this resulted in
misrepresentation of non-plan as plan expenditure.
Some of the new schemes, which States
implemented during a new FYP period took longer
than five years to get commissioned. Ideally, these
schemes should have been considered as non-plan
in the following FYP. However, this did not happen
as States considered a larger Plan size as a positive
reflection on their economic performance. For this
very reason, even those plan schemes, which were
completed and commissioned within the FYP period
were not booked under non-plan budget in the
following FYP.
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2.6. Unfortunately, the misrepresentation of non-
plan schemes as Plan schemes underestimated the
genuine requirements for non-plan. Central Finance
Commissions, which assess the genuine non-plan
requirements of States and accordingly award
necessary share of Central taxes and grants, ended
up devolving a lower amount. As a result, the
savings under non-plan, which States were banking
upon, due to misrepresentation, did not materialise
for augmenting plan resources. As a result, the
misrepresented non-plan schemes not only faced
a tight plan budget but also found themselves in
direct conflict with new schemes in matters of
resource allocation. Consequently, provision for
maintenance of existing capacities suffered both on
account of lower devolution by Central Finance
Commission and a limited availability of plan
resources. The benefits gained from the creation
of productive capacities enabled by new
investments were therefore neutralised by the loss
of existing capacities caused by curtailment of
maintenance outlays.

2.7. States’ budgets also bear testimony to the
fact that plan expenditure at the onset of every FYP
added new schemes in large numbers. While the
intention of the states to rapidly and simultaneously
develop all sectors of productive capacity cannot
be disputed, the presence of large number of
schemes in a limited plan budget led to a thin spread
of resources. As a result, many new schemes
virtually became non-starters due to inadequate
funding, which highlights one more instance of plan
expenditure not resulting in commensurate
development of productive capacities.

2.8. The rapid growth in the number of schemes
also entailed an undesirable build up of unproductive
cost on administration and establishment. The need
of the hour was to weed out low priority and
irrelevant schemes as also transfer a few existing
responsibilities to the private sector. This would have
reduced the cost on administration and
establishment and generated savings for both
existing capacities and prospective ones. However,
States chose to resort to borrowings in order to meet
the resource crunch. As a result the public sector
draft on private savings increased - thereby
reducing resources available for the private sector.
High cost of borrowings impeded private sector

investment. Thus, the contribution of the private
sector in building the economy’s productive capacity
fell short of the available potential.

2.9. Inthe beginning of the Tenth Five Year Plan,
the interest burden arising out of past borrowings
has added significantly to an already existing large
overhang of administrative and establishment costs.
It appears unlikely that resources required for
meeting existing capacities and developing new
ones can continue to be sufficiently met by
borrowings. The Centre, which directly as well as
indirectly determines the borrowings of States has
already indicated its resolve of reducing the fiscal
deficit of the entire system. A favourable implication
arising out of moderate growth of borrowings will
be a restraint on the growth of interest burden.
However, this alone will hardly be of any advantage
in raising resources for existing and additional
capacities as long as the large administrative and
establishment cost is not reduced significantly.
Unless administrative and establishment costs are
reduced, a meager additional capacities created
would soon be outpaced by loss of existing
capacities. A negative increase in productive
capacities is thus a distinct possibility in the near
future.

2.10. As brought out in the above discussion, the
root cause behind the less than potential increments
to the economy’s productive capacity has been the
large and growing presence of unproductive costs
on administration and establishment. Its presence
was permitted to become dominating due to the
inability of the States to, first, curb the unbridled
growth of new schemes, and second, to reduce, if
not eliminate, the resulting growth of unproductive
cost. Following the principle of ‘Prevention is better
than cure’, it may be argued that the growth of
unproductive costs could have been reigned in, if
in the first instance some restraint had been
exercised on the introduction of the new schemes.

2.11. There are established norms, which need
to be observed in deciding the number of new
schemes affordable by States. One such norm is
that new schemes at the onset of a FYP can be
introduced only if the recurring expenditure arising
out of maintenance of old schemes are
accommodated within current revenues. Recurring




PLAN INVESTMENTS AND FINANCING

expenditure arising out of old schemes is referred
to as non-plan revenue expenditure (NPRE), which
when deducted from current revenues determines
the States’ balance from current revenues (BCR).
As per the above stated norm, BCR should be non-
negative. In other words, non-plan revenue account,
which the BCR reflects, should never be in deficit.

2.12. Once the deficit on non-plan revenue
account is ensured against, States are free to take
up new schemes. The new schemes will also have
a revenue expenditure component. This revenue
expenditure stands to be financed by plan grants
devolved by the Centre during the tenure of the said
FYP. However, in the following FYP, this revenue
expenditure cannot be financed by plan grants since
the latter will be meant for new schemes specific to
that FYP. Therefore, the revenue expenditure in any
FYP arising out of continuing schemes introduced
in the preceding FYP should be met from revenue
sources other than plan grants. This requires that
atthe start of a FYP, States must plan out additional
resource mobilisation (ARM) and economy
measures such that the non-plan revenue
expenditure (NPRE) arising from continuing
schemes at the end of the FYP is fully absorbed
within a non-negative BCR.

2.13. It should be noted that even if introducing a
fewer number of new schemes ensures the non-
negativity of BCR, it cannot address the problem of
unproductive costs on administration and
establishment. States will have to take direct steps
to protect the provisions for maintenance outlays
by curtailing unproductive costs. However, non-
negativity of BCR can enable States to plan a
moderate growth in borrowings and prevent their
interest burden from becoming insurmountable. A
non-negative BCR enables a moderate growth of
borrowings only because borrowings can be
determined independently of the constraint of
funding NPRE as would be the case under a
negative BCR. It is precisely from this reason that
the non-negativity requirement of BCR derives its
rationale.

2.14. Apart from the States’ own revenues, share
in Central taxes and non-plan grants devolved by
the Centre to States also contribute to the States’
attempts at securing a non-negative BCR. The

devolution of central taxes and non-plan grants is
based on the recommendations of the Finance
Commission, which is constituted every five years.
The Finance Commission’s recommendations are
expected to strengthen the revenue resources of
States to the extent the latter are able to achieve a
non-negative BCR. Typically, Finance Commissions
set normative standards for NPRE levels, which
therefore entail prescriptions for States to prioritise
the expenditure on past commitments. Finance
Commissions also set normative standards for
States’ own revenue receipts comprising tax and
non-tax revenue. Further, the share of Central taxes
for each State is determined essentially on the basis
of what is affordable to the Centre and, which fosters
equity among States. If after all this BCR for any
State is still negative, an equivalent resource gap
grant is awarded.

2.15. With a non-negative BCR in a new FYP,
Central transfers for States’ plans and States’
borrowings are exclusively available for taking up
new schemes. Central transfers for State plan
are devolved by the Planning Commission in the
form of Central assistance and from Central
Ministries as centrally sponsored/central plan
schemes. Some transfers are completely in the
form of grants and others carry a debt
component. The important point to note is that
although all such transfers and borrowings are
available in the on-going FYP for new schemes,
the NPRE requirements these schemes generate
in the following FYP cannot be met by central
transfers and borrowings specific to the following
FYP. The institution, which can meet these if the
States are unable to do so, is the Finance
Commission. ltis, therefore, essential that States
in the following FYP transfer all recurring
expenditure connected to new schemes
introduced in the on-going FYP to the non-plan
budget, so as to enable an accurate assessment
of NPRE by the Central Finance Commission.

2.16. Such transfers are referred to as transfer of
‘committed liabilities’. In the absence of these
transfers, Finance Commissions underestimate the
NPRE requirements and thus devolve lower level
of revenues, making it difficult to sustain a non-
negative BCR. On the other hand, the continuation
of ‘committed liabilities’ on the plan side, which is
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tantamount to misrepresenting non-plan outlays as
plan investments, results in raising the revenue
expenditure component of plan investments. A
large revenue expenditure component of plan
investments resulting from non transfer of the
‘Committed liabilities cannot constitute the basis for
demanding larger grants in lieu of borrowings from
the Centre.

2.17. In fact a little reflection will bear out that if
the transfer of committed liabilities takes place
properly, the grant component of total central
transfers will anyway increase. This is because
non-plan central transfers (comprising share in
Central taxes and non-plan grants), which is more
grant-intensive than plan transfers (comprising
Central assistance and centrally sponsored /
central plan schemes) will have to rise to
accommodate transfers of committed liabilities.
Although raising the grant component of Central
assistance would achieve the same, it would also
legitimise what States incorrectly represent as
plan investments. Overstated public investment
sends wrong signals in so far as macro-economic
policies are made for promoting private
investment.

2.18. On the basis of evidence available so far it
can be observed that, due to unabated growth of
new schemes, it had become increasingly difficult
to ensure a non-negative BCR. When BCR finally
became negative, it started shaping States’
borrowing programmes in excess of sustainability
levels. The consequent and rapid growth of interest
burden further enlarged the negative size of BCR
and thus resulted in unsustainable recourse to
borrowings. Prescriptions of the Finance
Commissions for raising own revenues and curbing
NPRE were not heeded. As a result even the share
in Central taxes and non-plan grants recommended
by the Finance Commissions fell woefully short of
actual requirements. The Finance Commissions’
devolution were also inadequate due to failure of
states to transfer committed liabilities.

2.19. The future course of action thus calls for
setting time-bound targets for attaining a non-
negative BCR. In this regard, States are first
required to correctly represent their NPRE, while
disregarding a larger plan size as a benchmark

for measuring economic performance. A correctly
estimated NPRE would enable Central Finance
Commissions to bring into light the real targets
of State-specific ARM and the economy in
expenditure, the latter including the weeding out
of irrelevant non-plan schemes and transfer of
existing responsibilities to the private sector. A
correctly estimated NPRE would also enable the
Central Finance Commission to make appropriate
devolution of central taxes and non-plan grants.

2.20. Next, a cap on States’ borrowings will have
to be placed through a legislative process to
ensure against any further increase in the public
sector draft on private savings, although a lower
draft compared to the present levels will be
desirable. The available borrowings will define
the overall size of plan expenditure. However,
for meeting the recurring requirements of plan
expenditure in the following FYP, further State-
specific ARM and economy drive measures will
have to be planned out in advance for maintaining
a non-negative BCR. The number of new
schemes introduced under the plan budget
should be as few as possible for enabling a ‘thick’
spread of resources. Development of productive
capacities, which are left unattended due to a
realistic States’ plan size should be canvassed
for eliciting the private sector support.

Il. FINANCING OF STATES’ PLAN
INVESTMENTS

2.21. An assessment of the financing of States’
plan investments has been attempted in this section
subject to the possible misrepresentation of non-
plan outlays as plan expenditure, as discussed in
the preceding section. It is thus possible that the
size of resources available for plan investments may
not be exclusively for new schemes. The resources,
available for Plan investments, referred to as
aggregate plan resources, are taken to comprise
the following :

® States’ own non-Debt contribution: Includes
non-plan revenue account (balance from
current revenues) and non-debt Capital
receipts net of non-plan capital expenditure
(excluding repayment of debt).
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® Revenue plan transfers from the Centre:
Includes grant component of central
assistance to State plan and centrally
sponsored/central plan/NEC devolution.

® Net debt receipts: Includes net borrowings
from various sources including those of the
Centre for funding the gross fiscal deficit of
State Governments.

2.22. Theinformation on the above is taken from
the Reserve Bank of India (RBI) documents on
State finances, which report the States’ budgets.
The information covers the period from the Fifth
to the Ninth Plan. There have been a few annual
plans juxtaposed between two FYPs. However,
these annual plans have been merged with the
preceding FYP on the ground that government’s
policies of a FYP spill into the following annual
plan before a new FYP mandates a change in
the policy stance. A notable exclusion from the
measure of aggregate plan resources are the
internal and extra-budgetary resources raised by
State public sector undertakings. Data available
in this regard were not found to be comparable
among states. Therefore, the measure of
aggregate plan resources only reflects the
budgetary support to States’ plan.

2.23. As Table 2.1 shows, after an initial increase
from the Fifth to the Sixth Plan, the aggregate plan
resources of States has been decreasing in relation
to GDP. This may be interpreted as signifying a
diminishing presence of State governments in terms
of incremental effort towards creating productive
capacities. However, as mentioned, the measure
of aggregate plan resources in the above table does
notinclude extra budgetary resources obtained from
issuing State guarantees. In fact, extra budgetary
resources started contributing significantly during
the Eighth and the Ninth plans, around the same
time as the budgetary Plan resources were
reducing. In the Eighth Plan, total State guarantees
issued amounted to 0.4 per cent of GDP, which
jumped to 1.2 per cent in the first three years of the
Ninth Plan. It is broadly indicated that, although in
the last decade of the century, budgetary plan
resources of State governments was on a
diminishing trend, it was somewhat cushioned by
the growth in extra budgetary resources. Indeed,
at the turn of the century the task of building
productive capacities have started getting entrusted
more on Government backed agencies rather than
on the Government perse.

2.24. States’ own non-debt contribution has
been showing a declining trend in its contribution
to aggregate plan resources of State

Table 2.1
Overall Plan Resources and its Funding

(As a percentage of GDP)

Overall Plan States’ Own Non- Revenue Plan Net Debt
Resources Debt Contribution Transfers from Centre Receipts
V Plan 4.3 1.2 1.1 2.0
(27.9) (25.6) (46.5)
VI Plan 5.1 0.6 1.5 3.0
(11.8) (29.4) (58.8)
VIl Plan 5.1 0.4 1.7 3.0
(7.8) (33.3) (58.9)
VIl Plan 4.2 0.0 1.6 2.6
(0.0) (38.1) (61.9)
IX Plan 3.7 (-) 1.5 1.2 4.0
(-) 40.5) (32.4) (108.1)
Note Figuresin parentheses indicate percentage share in overall plan resources
Source : Reserve Bank of India (RBI) documents on state finances.
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Governments since the Fifth Plan. However, the
impact of this reduction was more than offset by
increases in other sources of funding up to the
Seventh Plan. In the Eighth Plan, the reduction
in States’ own non-debt contribution was
accompanied by a falling contribution of other
sources of funding. This led to a reduction in
overall plan resources. Although in the Ninth Plan
other sources of funding rose to an all time high,
the achieved plan size stood at an all time low
due to a severe fall in the States’ own non-debt
contribution. It follows therefore that, in a medium
term perspective, an increase in the Plan size
cannot be sustained unless the share of States’
own non-debt contribution takes on arising trend.

Chart - 2.1
FLAN RESOURGCES AND FUNHDING QF STATES AS A
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2.25. As indicated in Table 2.1, other sources of
funding include revenue plan transfers from the
Centre, which rose from the Fifth to the Seventh
Plan and fell thereafter almost to the Fifth Plan levels
in the Ninth Plan. This trend was replicated in the
share of Central taxes as well (to be discussed in
the later part of the chapter) although the latter did
not fall to the Fifth Plan levels. These two events
together reflect the tightening of budgetary
constraints at the Central level. In a situation where,
due to a tight budgetary constraint at the Centre,
central revenue transfers cannot augment a rapidly
deteriorating States’ own non-debt contribution,
States look up to debt receipts for protecting their
plan sizes.

2.26. Net debt receipts of State Governments did
more than compensate for a fall in the non-debt
contribution in the Sixth Plan vis-a-vis the Fifth

Plan. In the Seventh Plan, respective contribution
of debt and non-debt receipts to Plan resources
was maintained at the Sixth Plan level. In the
Eighth Plan however, net debt receipts fell along
with the non-debt contribution, which resulted in
a fall of Plan resources as well. In this period, hard
measures of fiscal reforms necessitated at the
Central level may have contributed to a fall in net
debt receipts at the State level as well. Indeed,
the debt component of Central Assistance, which
had started falling in the Seventh Plan itself, fell
significantly in the Eighth Plan, as well. States’
own capital receipts also fell in the Eighth Plan
reflecting a lower assignment of Statutory Liquidity
Ratio (SLR) based borrowings and negotiated
loans from financial institutions to State
Governments. During the Ninth Plan, net debt
receipts climbed significantly and was entirely due
to a rise in States’ own capital receipts. This may
have resulted from a slackening of control on the
assignment of States’ market borrowing
programmes, negotiated loans from the financial
institutions, and a significant growth in small
savings collections. However, a more specific
reason could be attributed to a rise in net States’
provident funds due to impounding of arrears of
revised pay scales. Despite the increase in net
debt receipts, a sharp fall in plan resources could
not, however, be averted.

2.27. Net Debt receipts indicated in Table 2.1
reflect gross fiscal deficit. It jumped one percentage
point from the Fifth to the Sixth Plan, remained at
the same level during the Seventh Plan and, under
the influence of fiscal reform measures initiated at
the Central Government level, fell in the Eighth Plan.
It rose by more than one percentage point in the
Ninth Plan, mainly due to the Pay Commission
impact. It can be argued that but for the Pay
Commission impact, gross fiscal deficit of State
Governments would have continued to decline. It
is a conjecture that as the impact of the Pay
Commission tapers out in the future, gross fiscal
deficit would revert to a declining trend and ease
out the resource constraint for the non-Government
sector.

2.28. The flexibility of the Government to roll over
its outstanding debt also reduced from the Sixth
Plan onwards only to rise again in the Ninth Plan.
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This is borne out by the ratio of primary deficit to
GDP, which fell from 2.1 per cent in the Sixth Plan
to 1.6 per cent in the Seventh, 0.8 per cent in the
Eighth but rose again to 1.9 per cent in the Ninth
Plan. Again, but for the impact of the Pay
Commission, the primary deficit could be expected
to come down further in the future. Although a falling
level of primary deficit may compromise on some
development outlay as net debt receipts will have
to be released for meeting the interest cost of debt,
this policy may have to be given precedence if it
helps in meeting a rising demand for domestic
savings by the non-Government sector.

2.29. Table 2.1 has indicated a secular
deterioration in the States’ own non-debt
contribution to Plan. To further examine this

deterioration, it is instructive to observe the
behaviour of the primary component of the States’
own non-debt contribution, that is balance from
current revenues (BCR). BCR derived from
subtracting non-plan revenue expenditure (NPRE)
from States’ non-plan revenue receipts (NPRR) is
a major source of revenue support to States’ Plan
resources. Table 2.2 gives the break up of BCR
into NPRR, NPRE and their respective components.

2.30. Table 2.2 confirms that it was basically the
BCR, which steadily reduced States’ own non-debt
contribution, eventually driving it to a negative level
in the Ninth Plan. The BCR itself became negative
from the Eighth Plan onwards. In the Sixth Plan,
where BCR contributed around 13 per cent of NPRE
as revenue support to Plan resources, it withdrew

Table 2.2
Balance From Current Revenues

(As a percentage of GDP)

V Plan VIPlan VIIPlan VIl Plan IXPlan

.  Non-Plan Revenue Receipts 9.0 9.6 10.4 10.1 9.4

Share in Central Taxes 2.0 24 2.6 25 24
(22.2) (25.0) (25.0) (24.8) (25.5)

States’ Own Tax 4.4 4.9 5.4 5.3 5.2
(48.9) (51.0) (51.9) (52.5) (55.3)

States’ Own Non-Tax Revenue 2.0 2.0 1.9 1.9 1.5
(22.2) (20.8) (18.3) (18.8) (16.0)

Non-Plan Grants 0.6 0.3 0.5 0.4 0.3
(6.7) (3.2) (4.8) (3.9) (3.2)

Il. Non-Plan Revenue Expenditure 7.6 8.5 10.0 10.3 10.8

Interest Payments 0.8 0.9 1.5 1.9 2.1
(10.5) (10.6) (15.0) (18.4) (19.4)

Pension Payments 0.2 0.3 0.6 0.6 1.0

(2.6) (3.5) (6.0) (5.8) (9.3)

Other Non-Development 1.6 1.7 1.7 2.0 1.8
(21.1) (20.0) (17.0) (19.4) (16.7)

Development 4.9 5.5 6.1 5.7 5.7
(64.5) (64.7) (61.0) (55.3) (52.8)

Local Bodies 0.1 0.1 0.1 0.1 0.2

(1.3) (1.2) (1.0) (1.1) (1.8)
lll. Non-Plan Revenue Account-BCR (I—-1I) 1.4 1.1 0.4 (-) 0.2 (-) 1.4
(118.4) (112.9) (104.0) (98.1) (87.0)

Note

Figures in parenthesis indicate share percentage to total. Figures in parenthesis under BCR indicate the percentage

of States’ own revenue receipts over its Non-Plan Revenue Expenditure.
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the same percentage from other sources of funding
in the Ninth Plan. During the Fifth, Sixth and Seventh
Plans, BCR deteriorated but remained positive. This
was despite the fact that in relation to GDP, both
NPRR and NPRE of the States increased by 1.4
percentage points from the Fifth to the Seventh Plan.
However, as NPRE was at a lower level than the
States’ NPRR in the Fifth Plan, an identical increase
in relation to GDP amounted to imparting a higher
percentage growth to NPRE. Between the Seventh
and the Ninth Plans, increase in NPRE was merely
0.8 percentage points. However, BCR continued to
deteriorate due to a sharp fall of around 1.0
percentage points of the States’ NPRR.

2.31. ldeally, NPRE should have also declined,
having already achieved a significant increase
of 1.4 percentage points in the past. A reduction
of around 0.2 percentage points between the
Seventh and the Ninth Plans did however take
place in respect of items other than interest and
pension payments, although a reduction of 1.3
percentage points was required in order to restore
the levels of these items to that of the Fifth Plan.
The increase in Pension and Interest payments,
which was in the region of 1.0 percentage points
between the Seventh and Ninth Plans more than
offset whatever little percentage reduction that
had taken place with respect to other items. In
fact, pensions and interest payments together
increased from 1.0 percentage point in the Fifth
Plan to 3.1 percent in the Ninth. Understandably,
the share of pension and interest payments in
NPRE increased from a little over 13 per cent in
the Fifth Plan to around 29 per cent in the Ninth
Plan . The increases in net debt receipts in the
period under consideration, after all, did have a
telling impact on debt servicing obligations of
State Governments. Consequent to the reforms
in the financial sector, Government borrowings
have been taken at market-based interest rates
and this has also contributed to increased interest
burden of State Governments. Further, the
growing longevity of retired staff, compounded
by the Pay Commission impact also increased
the pension obligations significantly. To
accommodate the rising burden of pension and
interest payments, therefore, it was the
development expenditure, which was
compromised and its share in NPRE fell from 64.5
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percent in the Fifth Plan to 52.8 per cent in the
Ninth Plan.

2.32. The fall in the States’ NPRR since the
Seventh Plan was more or less uniformly spread
across all its major components, although the
impact was felt most in the case of states’ own
tax revenue and share in Central taxes, as these
two together constituted more than 75 per cent
of the States’ NPRR. These two components
reduced by 0.2 percentage points each between
the Seventh and the Ninth Plans, reflecting the
growing disparity between tax collection and tax
potential. In fact, both at the Central and State
level, tax potential has increased due to
tremendous growth in the share of the services
sector in GDP. The fact, that a comprehensive
service tax is still not in place has implied a steady
narrowing of the tax base. An expansion of the
tax base will have to be necessarily carried out
for tapping the full potential of both the Central
and State taxes.

Chart 2.3
HON-FLAN REVENUE RECEIPTS OF STATES AS A
PERCEMTAGE OF GDP
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2.33. Adeteriorating BCR or the non-plan revenue
account may contribute to a fall in plan resources
but not necessarily to a shortfall of recurring receipts
in relation to recurring expenditure. A positive, albeit
a deteriorating, non-plan revenue account still
enables recurring expenditures to be funded only
by recurring receipts and prevents the diversion of
net debt receipts away from capital expenditure. It
is only when the non-plan revenue account turns
negative that concerns for appropriate application
of debt receipts become as important as a shrinking
Plan size. However, even with a deficit in the non-
plan revenue account, recurring expenditure may
still be fully financed by recurring receipts if an
offsetting surplus exists on revenue plan account,
the latter defined by central revenue plan transfers
less revenue component of the State Plan.
Conversely, if a deficit exists on revenue plan
account, it does not matter if an offsetting surplus
exists on the non-plan revenue account. In any case,
overall revenue account must be non-negative to
enable fullaccommodation of recurring expenditure
by recurring receipts and enable full application of
Net Debt Receipts on Capital Expenditure. Table
2.3 indicates the revenue account position of States
since the Fifth Plan, broken down into both non-
plan and plan revenue account components.

Table 2.3
Revenue Account Position of States

(As a percentage of GDP)

\% VI VII VI IX
Plan Plan Plan Plan Plan
I. Non-Plan 1.4 1.1 04 ()02 ()14
Revenue
Account
Il. Central Revenue 1.1 1.5 1.7 1.6 1.2
Plan transfers
Ill. Revenue 14 2.2 2.6 2.2 2.0
component of
State Plan
IV. PlanRevenue (-)0.3 (-)0.7 (-)0.9 (-)0.6 (-)0.8
Account (Il = II)
V. Overall Revenue 1.1 04 ()05 (-)0.8 (-)2.2

Account (I + 1V)

2.34. The overall revenue account of States
deteriorated from the Fifth Plan onwards. However,
it was positive in the Fifth and Sixth Plans, and
turned negative only from the Seventh Plan. As
Table 2.3 shows, this surplus was possible only due
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to surpluses on the non-plan revenue account as
Plan revenue account remained in deficit throughout
the period under consideration. In fact, in the
Seventh Plan, the deficit on the Plan revenue
account was large enough to more than offset the
surplus on the non-plan revenue account and obtain
an overall revenue account deficit for the first time
in the period under consideration. Thereafter, even
the non-plan revenue account obtained a deficit.
As a result, the overall revenue account position
could not look up to either of its components for
obtaining a balance.

2.35. Although the need for obtaining an overall
revenue account balance is eventually emphasised,
ideally, a balance on both the components should
be targeted separately. A balance on the non-plan
revenue account implies that States’ own revenue
receipts are adequate to meet the recurring
expenditure obligations of the past. A balance on
Plan revenue account implies that revenue
expenditure burden arising from the creation of
additional productive capacities is fully borne by
the Centre in the concerned Plan period. It does
seem that the Centre kept its part of the
commitment, as revenue plan transfers increased
from 1.1 percentage points of GDP in the Fifth Plan
to 1.7 percentage points in the Seventh Plan, an
increase of 0.6 percentage points. However, the
Revenue component of State Plan increased from
1.4 to 2.6 percentage points in the same period, an
increase of 1.2 percentage points. There are two
possible explanations for this. One, as already
discussed, States did not transfer their revenue plan
commitments in appropriate amounts to non-plan
at the end of the Plan period. If that had happened,
the deficit on the revenue plan account would have
reduced although surplus on the non-plan revenue
account would have also reduced by the same
amount. The overall revenue account position
would have remained unchanged but the
responsibility of causing the revenue account deficit
would have been more on the States. Two, revenue
plan schemes for additional productive capacities
could have grown in excess of what central revenue
plan transfers permitted. If this were the case then
it points towards the infringement, which States
exercised in not confining their revenue plan outlay
for incremental creation of productive capacities to
the limit drawn by the central revenue plan transfers.




TENTH FIVE YEAR PLAN 2002-07

2.36. Between the Seventh and the Ninth Plans,
central revenue plan transfers fell by 0.5
percentage points of GDP. As against this, the
revenue component of the State Plan fell by 0.6
percentage points. However, the revenue plan
account in the Ninth Plan still remained negative
due to inheritance of large deficits. The drop in
revenue plan component could not have come
about due to transfer of maintenance expenditure
to the non-plan. The non-plan account
enumerated in Table 2.2 does not indicate any
evidence to this effect. It was in fact the shrinking
size of the overall plan expenditure, which
moderated the growth of new revenue plan
schemes. However, this moderation was more
under capital expenditure, since the revenue plan
component as a percentage of overall plan
expenditure increased from 50.9 per cent in the
Seventh Plan to 53.4 percent in the Ninth. If
revenue plan outlay continues to get such a high
priority, then revenue transfers from the Centre
may require a significant step up in the future.

Chart 2.4
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2.37. The growing deficit on States’ revenue
account was also on account of the growing support
to State public sector undertakings. A case in point
is that of State Electricity Boards (SEBs). SEBs were
constituted by many States way back in the Indian
planning history. However, their ability to perform
was critically balanced on a sustained budgetary
support provided by States for the purpose of
meeting either their operating deficit or requirements
of capital asset creation, or both. With the passage
of time it was felt that since SEBs are basically
involved in commercial operations, there is no
reason why they should not strive to become
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financially independent. This understanding
therefore implied, that SEBs should not only wipe
out their operational deficits but also earn a
minimum return on their employed capital in order
to display a financial strength adequate to raise
borrowings for asset creation.

2.38. There is ample evidence to suggest that
SEBs have failed in their endeavour to attain the
stated ends. The moot point however is to explore
the way in which, States have reacted to it. The
budgeted expenditure on the energy sector of the
States provides a clue in this regard. In particular,
the percentage share of energy expenditure in
States’ gross fiscal deficit reflects the extent to which
the energy sector necessitated the borrowing
programme of State Governments.

2.39. Asindicated in Table 2.4, the share of energy
expenditure in gross fiscal deficit shows a declining
trend since the Fifth Plan. The share decreased from
494 per cent in the Fifth Plan to 20.2 per cent in
the Ninth Plan. This clearly indicates that there were
other reasons far more important than the energy
sector, which dictated the borrowing programme of
States. However, if one were to separately look at
the plan and non-plan components of energy outlay,
it is the plan component only which is showing a
downward trend as against a rising trend of the non-
plan component. This implies that States were
increasingly unwilling to fund new schemes floated
by SEBs, as against providing a higher priority to
sustaining their current expenditure. Revenue-
capital break up of energy expenditure further
substantiates this point. A rising share of revenue
expenditure on energy in the gross fiscal deficit is
indicative of widening operational deficits of SEBs,
which were bridged by State Governments.
However, States made up for it by more than
reducing the capital expenditure on energy. Thus,
since the Fifth Plan, although States did manage to
relatively reduce their dependence on debt in
providing for energy requirements, the quality of
budgetary support went from bad to worse. State
finances were dragged to unproductive ends of
rising operational deficits, which in turn
compromised capital expenditure on energy.

2.40. Although revenue expenditure on energy
increased since the Fifth Plan in relation to gross
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fiscal deficit, its impact on overall BCR of States
was felt as late as the Eighth Plan. Thus NPRE on
energy was 4.8 per cent of fiscal deficit in the Fifth
Plan as against a positive BCR of 68.9 per cent. In
the Eighth Plan, NPRE on energy was 14.4 per cent
of Fiscal deficit and could be taken as one of the
important reasons for causing a negative BCR of
6.0 per cent. In the Ninth Plan, NPRE on energy
fell to 8.5 percent as against a negative BCR of
35.0 percent. Although BCR turned significantly
negative for other more important reasons, the
contribution of SEBs to rapid increases in States’
borrowings is fairly well established.

Table 2.4
Energy Expenditure of States

(As a percentage of Gross Fiscal Deficit)

Vv VI Vil VIl IX
Plan Plan Plan Plan Plan
1. TotalExpenditure 49.4 341 359 40.7 20.2
2. PlanExpenditure 41.7 241 247 229 10.9
3. Revenue 54 6.0 10.1 158 8.8
Expenditure
4. Non-Plan 4.8 5.6 83 144 8.5
Revenue
Expenditure
5. Overall BCR 689 347 118 -6.0 -350

2.41. To sum up, at the end of the century the
position on the revenue account and the size of the
plan resources indicated a significant deterioration
as compared to the late eighties. The falling revenue
buoyancy at both the Central and State level started
the downward trend, which was further aggravated
by the implementation of the revised pay scales at
the State level. Although the impetus to implement
revision of pay scales at the State level emerged
from the Centre, international practices do not
support the policy of equating pay emoluments
between the federal and provincial Governments
in a federation. If at all equalisation results, it is at
best an incidental event arising out of the sound
finances of the provincial Governments. That of
course is ruled out in the Indian context if one goes
by a secular deterioration of BCR. The end result
has been a significant fall in capital expenditure
despite a substantial increase in borrowings, which
underscores the inappropriateness of the use
borrowings were put to. Even to the extent capital
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expenditure did take place, financial returns were
dismally inadequate as is indicated by the falling
level of non-tax revenue in Table 2.2. Where returns
are not commensurate with the debt servicing, debt
burden is bound to become insurmountable.

[l STATE-WISE ANALYSIS OF FINANCING
OF STATES’' PLAN INVESTMENTS

2.42. The moblisation of plan resources of State
Governments, particularly in the Ninth as compared
to the Eighth Plan has been associated with three
features of considerable fiscal concern. One, the
falling share of plan resources / expenditure to
GSDP, which is indicative of the diminishing role
State investments are having on economic growth.
Two, the rising level of net debt receipts (gross fiscal
deficit) to Plan resources/expenditure, which reflects
the growing debt component of plan resources
caused by rapid growth of non-plan expenditure.
And three, the rising share of revenue expenditure
in net debt receipts (gross fiscal deficit), which reflect
the growing inappropriateness in the use of
borrowings.

2.43. These features have been examined State-
wise to isolate each States’ relative performance.
For this purpose, States have been grouped into
four categories. The first three categories group the
general category States into five States each, based
on their per capita GSDP.

Group A comprises high income States,
which include Goa, Punjab, Maharashtra,
Haryana and Guijarat.

Group B includes middle income States of
Tamil Nadu, Kerala, Karnataka, Andhra
Pradesh and Rajasthan.

Group C comprises low income States of
West Bengal, Madhya Pradesh, Orissa,
Uttar Pradesh and Bihar (Madhya Pradesh,
Uttar Pradesh and Bihar reflect their
undivided status as the period of study taken
in this chapter ends in 1999-2000, before
the bifurcation of these States took place).

Group D comprises all the special category
States (excluding Uttaranchal).
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2.44. Table 2.5 confirms the diminishing role of
plan expenditure on GSDP growth. All except the
special category States registered a fall in plan
expenditure in the Ninth Plan vis-a-vis the Eighth

Table 2.5
Plan Expenditure of individual States

(As a percentage of GSDP)

Plan Expenditure /GSDP
Eighth  Ninth Difference
Plan Plan

Group A 4.0 3.7 -0.3
1. Goa 6.2 5.5 -0.8
2. Punjab 3.8 3.3 -0.5
3. Maharashtra 4.1 3.5 -0.7
4. Haryana 4.4 4.3 -0.2
5. Guijarat 3.6 4.0 +0.4
Group B 5.1 4.8 -0.3
6. Tamil Nadu 3.8 3.5 -0.3
7. Kerala 4.3 4.6 +0.3
8. Karnataka 5.9 5.3 -0.6
9. Andhra Pradesh 5.0 5.3 0.2
10. Rajasthan 6.7 5.8 -0.9
Group C 4.6 4.4 -0.2
11. West Bengal 3.5 3.5 0.0
12. Madhya Pradesh 5.1 4.8 -0.3
13. Orissa 7.5 7.4 -0.1
14. Uttar Pradesh 4.5 4.2 -0.2
15. Bihar 4.0 4.0 0.0
Group D 12.7 12.8 +0.1
16. Arunachal Pradesh  38.3  37.0 -1.4
17. Assam 6.5 6.3 -0.2
18. Himachal Pradesh 14.1 15.9 +1.8
19. Jammu & Kashmir 14.4 14.2 -0.2
20. Manipur 20.4 20.2 -0.2
21. Meghalaya 14.8 13.7 -1.1
22. Mizoram 31.5 31.6 +0.1
23. Nagaland 19.8 18.8 -1.1
24. Sikkim 36.5 33.8 -2.7
25. Tripura 18.1 16.4 -1.7
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Plan. The low income category, Group C, however,
registered a lower fall than the high and middle
income categories. Within the high income category,
Group A, Goa registered the sharpest fall, followed
closely by Maharashtra. Along with Punjab, these
States were lower than the group average. On the
other hand, Gujarat recorded an appreciable
increase easily reflecting the best mobilisation effort
of Plan resources in its group.

2.45. In the middle income category, Group B,
Rajasthan recorded the maximum fall, followed by
Karnataka, which was significantly higher than the
group’s average. Kerala came out to be the best in
the group as it recorded an increase in the plan
expenditure.

2.46. In Group C, Madhya Pradesh and Uttar
Pradesh recorded a decline whereas other States
retained their Eighth Plan expenditure efforts in the
Ninth Plan as well.

2.47. In the special category, Group D, Arunachal
Pradesh, Meghalaya, Nagaland, Sikkim and Tripura
recorded significant decreases. However, more
significant was the improvement of Himachal
Pradesh, which in fact marginally raised the group’s
efforts in the Ninth Plan.

2.48. Midway through the Ninth Plan, the share of
plan expenditure in GSDP is recorded to be highest
for special category States, followed distantly by
Group B. Group C is the next, followed by Group A.
These relative positions were the same in the Eighth
Plan as well, which underscores the crucial
importance of State Government investments on
economic growth for the special category States,
but not so for other categories. The fact that plan
expenditure to GSDP ratio is the lowest for Group
A'is consistent with the view that high income States
must take the lead in promoting non-governmental
investment for the purpose of building productive
capacities. This will enable the Central Government
to focus on the deficiencies of Public investments
in low income and infrastructurally poor States.

2.49. Table 2.6 indicates that while growth in the
debt component of plan resources was common to
all the States, the highest growth was recorded in
the case of high income category, Group A,
marginally lower for the low income category, Group
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C, but much lower for the middle income category,
Group B. Special category States, Group D
recorded the smallest decline.

Table 2.6
Gross Fiscal Deficit (GFD) of Individual States

(As a percentage of Plan expenditure)

Gross Fiscal Deficit/
Plan Expenditure
Eighth Ninth Difference
Plan  Plan

Group A 66.9 95.2 28.3
1. Goa 43,5 70.3 26.8
2. Punjab 113.1 153.1 40.0
3. Maharashtra 60.4 89.8 29.3
4. Haryana 61.5 82.3 20.9
5. Guijarat 61.1 87.5 26.4
Group B 625 774 14.9
6. Tamil Nadu 63.9 84.8 20.9
7. Kerala 776 96.4 18.8
8. Karnataka 49.4  59.6 10.3
9. Andhra Pradesh 62.9 68.1 5.1
10. Rajasthan 67.2 90.8 23.6
Group C 77.8 105.2 27.5
11. West Bengal 96.6 148.1 51.6
12. Madhya Pradesh 45.1 61.2 16.1
13. Orissa 69.1 86.2 17.1
14. Uttar Pradesh 94.0 121.6 27.6
15. Bihar 75.0 955 20.5
Group D 28.3 39.0 10.7
16. Arunachal Pradesh 10.0 121 2.2
17. Assam 28.7 36.3 7.6
18. Himachal Pradesh 54.8 59.2 4.4
19. Jammu & Kashmir 10.5 351 24.5
20. Manipur 223 424 20.1
21. Meghalaya 23.0 335 10.4
22. Mizoram 23.6 29.5 5.9
23. Nagaland 61.9 556 -6.3
24. Sikkim 257 33.8 8.1
25. Tripura 215 287 7.2
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2.50. In Group A, Punjab utilised the largest
proportion of borrowings for non-plan expenditure
and Haryana the lowest. All other States within the
category were at equal distance from these two
extremes. Non-plan expenditure was a significant
impediment in raising the plan resources of high-
income states.

2.51. For Group B, growth in non-plan
expenditure was a relatively less significant
impediment. Rajasthan topped this group, with
Andhra Pradesh recording the lowest growth. In
fact, Andhra Pradesh recorded the lowest growth
among all non-special category States. Perhaps
in this middle income category, growth in non-
plan expenditure was significantly outpaced by
growth in borrowings.

2.52. For Group C, the impediment of non-plan
expenditure growth was almost as significant as that
of Group A. However, West Bengal caused a
significant distortion as its growth was not only
distantly highest in its respective group but also
among all non-special category States. Madhya
Pradesh recorded the lowest growth in this low-
income category.

2.53. For Group D, special category States, the
growth in GFD/plan expenditure was by far the
lowest. However, the burden of non-plan
expenditure growth must have been taken up by
large central plan grants, which constitute 90 per
cent of central assistance unlike that of non-
special category States, where it is only 30 per
cent. Nagaland in fact recorded a negative
growth, implying large grant-intensive central plan
transfers to the State. Jammu & Kashmir and
Manipur recorded non-plan expenditure growth
comparable to non-special category States.

2.54. In the Ninth Plan, the burden of carrying
the liability of non-plan expenditure on its
borrowings is largest for the low income States.
This is despite the fact that central debt transfers
to this category is largest vis-a-vis all other
categories as is indicated by the relative sizes of
central assistance. The requirement of pruning
and consolidating the non-plan expenditure is felt
most in this category.
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2.55. Finally, the inappropriate use of borrowings
as reflected in the growing share of revenue deficit
in net debt receipts or gross fiscal deficit is
examined. Among Non-Special category States, the
high income category, Group A recorded the largest
increase, followed by the low income, Group C, and
least by the middle income, Group B. This suggests
that the high income category was the most
imprudent as far as appropriate use of borrowings
is concerned.

2.56. Within Group A, as also among all general
category States, Goa recorded the highest growth
in inappropriate use. In fact for Goa, the contribution
of revenue account changed significantly from a
large surplus in the Eighth Plan to a deficit in the
Ninth Plan. Gujarat recorded the second highest
growth, which was half that of Goa. Punjab recorded
the lowest growth.

2.57. Within Group B, all States except Andhra
Pradesh recorded by and large similar growth
rates. Andhra Pradesh in fact recorded a negative
growth, which was against the trend of events
and indicative of an improved application of
borrowings. Andhra Pradesh was isolated in this
effort among States from all other categories.
Kerala recorded the highest growth in Group B.

2.58. Among the low-income category, Group
C States, Bihar’s performance was most
exemplary as it recorded a nil growth and stood
second next to Andhra Pradesh. In this Group,
Madhya Pradesh recorded the highest growth.

2.59. The special category States, recorded the
highest growth which was at least three and a
half times that of any other category. This was
despite the fact that large plan grants were
available to this category for sustaining the
surplus on the revenue account. The only reason
which can explain this phenomenon is a
significant growth in revenue plan expenditure,
which easily outpaced the growth in their
borrowings. Although the overall revenue account
contribution still showed a surplus, it is possible
that the revenue plan component may have been
significantly blown up due to inadequate transfer
of committed liability from plan to non-plan during
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preceding Plan periods. Inadequate transfers blur
the distinction between plan and non-plan
expenditure.

Table 2.7
Revenue Deficit of Individual States

(As a percentage of Gross Fiscal Deficit)

Revenue Deficit/
Gross Fiscal Deficit
Eighth Ninth Difference
Plan Plan

Group A 247 409 16.1
Goa -38.5 187 57.2
Punjab 53.7 64.2 10.5
Maharashtra 16.5 31.9 15.4
Haryana 389 533 14.5
Gujarat 106 36.4 25.7
Group B 33,5 46.0 12.5
Tamil Nadu 48.8 64.4 15.6
Kerala 38.3 57.3 19.0
Karnataka 115 28.3 16.8
Andhra Pradesh 41.5 381 -3.4
Rajasthan 25.4 427 17.3
Group C 455 58.6 13.1
West Bengal 51.9 65.7 13.8
Madhya Pradesh 33.3 51.2 17.9
Orissa 43.2 57.8 14.6
Uttar Pradesh 44 .1 57.9 13.8
Bihar 54.4 545 0.1
Group D -72.8 -17.9 54.9
Arunachal Pradesh -490.0 -347.5 142.5
Assam -21.7 7.4 29.1
Himachal Pradesh 27.2 43.0 15.8
Jammu & Kashmir -558.0 -84.0 474.0
Manipur -144.4 -28.6 115.9
Meghalaya -112.2  -48.0 64.2
Mizoram -104.5 -64.9 39.6
Nagaland 21.4 16.1 -5.3
Sikkim -89.1 -33.6 55.5
Tripura -90.5 -45.2 45.3
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2.60. In the Ninth Plan, the largest share of
revenue deficit to gross fiscal deficit is still being
reflected by the low income category, Group C.
However, as the foregoing discussion suggests,
Group D and Group A are fast catching up, with
only Group B, the middle income category showing
some signs of restraint.

2.61. To sum up, the role of public investment
in effecting GSDP growth is negligible for the
high-income category States. This could be the
result of a spurt in economic activites, which is
independent of public intervention. In deference
to this trend, high income States must promote
private investment for building additional
productive capacities while using their resources
for consolidating their existing capacities. Given
that in relative terms these States have their
non-plan as well as revenue expenditure
consuming the largest proportion of borrowings,
consolidation of existing capacities would again
be consistent with the present trend. Middle
income States must also follow in the footsteps
of high-income States. Although this is desirable
for low-income States as well, their
infrastructural deficiencies are too significant for
diluting the role of public investment. A
significant increase in non-plan revenue
transfers (share in Central taxes) to the low-
income States may be required for meeting their
social sector needs, which are spilling into larger
revenue account deficits. For the special
category states, the continued significance of
public investment and therefore Central
transfers cannot be over emphasised. Given the
inevitability of such transfers resources of these
States need to be permanently strengthened by
raising their share of Central taxes. To enable
this, States must appropriately transfer their
‘committed liabilities’ from plan to non-plan in
order to separate their fresh efforts towards
capacity building from the upkeep of existing
capacities.

V. SECTORAL DISTRIBUTION OF PLAN
INVESTMENTS

2.62. Allocation of aggregate Plan resources
among the various economic and social sectors
is the next important consideration after the
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determination of its size. In this section, allocation
of plan resources has been assessed by broadly
classifying plan expenditure into the following five
broad categories.

® Education and Health: This comprises
education, sports, art and culture, medical,
family planning, public health and water
supply & sanitation.

Agriculture and Industry: This comprises
agriculture, rural development, special
area programmes, industry & minerals.

Infrastructure: This comprises irrigation &
flood control, energy and roads & bridges.

Other Social and Economic Services:
This mainly comprises housing and urban
development, welfare, social security and
nutritional programmes and economic
services apart from Infrastructure
sectors.

General Services: This includes debt
servicing and assignment to local bodies.

2.63. For a given sector, incremental expenditure
like Plan expenditure eventually augments its
recurring expenditure. As already stated, the
genesis of recurring expenditure lies in the
cumulative impact of past policies, which were
designed to create productive capacities existing
as on date. It is the maintenance requirement of
currently existing facilities under the given sector,
which finds shape in recurring expenditure. The
recurring expenditure of such type is referred to as
non-plan expenditure under plan-non-plan
classification.

2.64. ltisimportantto bear in mind the significance
of non-plan expenditure, particularly when the
assessment of plan expenditure in this chapter is
restricted to the Fifth Plan onwards. Thus, on the
eve of the Fifth Plan, the recurring expenditure,
which entered the Fifth Plan period as the non-plan
expenditure was merely seeking augmentation,
which was provided in terms of plan expenditure
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under the Fifth Plan. At the end of the Fifth Plan,
the non-plan expenditure, which now carried the
Plan efforts of the Fifth Plan period included the
maintenance expenditure on facilities created in the
Fifth Plan. Thus, if total expenditure on Agriculture
& Industry accounted for 2 per cent of GDP at the
beginning of the Fifth Plan and 3 per cent at the
end, then the increase in 1 percentage points is
ideally made up of 1 per cent of GDP as plan
expenditure.

2.65. However, more often than not, the
increase in 1 percentage point is made up of any
combination of plan expenditure and increases/
reduction in non-plan expenditure. Where non-
plan expenditure increases, it reflects a
deepening of the thrust of existing facilities
instead of creating newer facilities. And where it
reduces, it reflects a weeding out of outdated
existing facilities in favour of newer ones. The
important point to note is that for a given sector,
a variation in plan expenditure between two
successive plan periods does not necessarily
imply a shift in sectoral emphasis between two
time periods. A change in sectoral emphasis can
be unequivocally stated only on the basis of the
variation in total expenditure.

2.66. Table 2.8 on total plan disbursements
indicates that across the period under
consideration, plan expenditure on education and
health increased by 0.2 percentage points
between the Fifth and the Sixth Plan. Whereas,
Table 2.9 indicates an increase of 0.5 percentage
points in total expenditure, this may be interpreted
as an increase in sectoral emphasis carried out
more on the non-plan than on the plan side. This
tendency is observed to be further reinforced in
the entire period under consideration as total
expenditure on education & health increased by
0.8 percentage points and Plan expenditure by
0.2 percentage points. The deepening of the
thrust of existing facilities is clearly more in
evidence than adoption of newer facilities. This
is not entirely unexpected as reasonable facilities
under this sector were significantly created in the
past, thereby requiring only an increase in their
capacities in order to cater to a rising level of
population. Education & health in the Ninth Plan
comprised around one-fifth of plan and one-fourth
of total expenditure.

2.67. Agriculture and Industry on the other hand
indicates a fall in both plan and total expenditure
indicating a reduction in sectoral emphasis. The

Table 2.8
Total Plan Disbursements (Revenue & Capital) of States

(As a percentage of GDP)

Major Sectors V Plan VI Plan VIl Plan VIl Plan IX Plan

1. Education & Health 0.6 0.8 0.9 0.8 0.8
(13.7) (16.4) (17.3) (19.0) (22.4)

2. Agriculture & Industry 1.1 1.6 1.5 1.2 0.9
(25.4) (30.7) (29.8) (27.8) (23.8)

3. Infrastructure 2.0 1.9 1.8 1.5 1.2
(46.0) (36.8) (35.8) (34.8) (33.2)

4. Other Social & Economic Services 0.5 0.7 0.8 0.6 0.7
(13.4) (14.6) (14.3) (16.2) (18.0)

5. General Services 0.1 0.1 0.1 0.1 0.1
(1.5) (1.5) (2.8) (2.2) (2.6)

Total 4.3 5.1 5.1 4.2 3.7
(200.0) (200.0) (200.0) (100.0) (1200.0)

Note : Figures in parenthesis are the share percentage in the total
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fall in total expenditure is more on total than on
plan expenditure. This indicates a greater emphasis
on newer plan schemes than on deepening the
impact on existing ones. This again is on expected
lines as these sectors mainly comprise subsidy and
welfare schemes that require reconstitution with
changing times. In the Ninth Plan, Agriculture &
Industry comprised one-fourth of plan and one-tenth
of total expenditure.

2.68. The infrastructure sector was
characterised by a declining trend in plan but a
firming up of total expenditure except in the Ninth
Plan, when total expenditure also fell under the
influence of a sharp fall in plan expenditure.
Although this may suggest that more emphasis

were laid on maintaining existing facilities, it also
implied a diversion of funds away from creation
of additional infrastructure facilities, which
throughout the period under consideration, has
continuously been felt as the most pressing
requirement. Since the maintenance expenditure
could not have been compromised upon,
additional plan funds for infrastructure stood
requisitioned by withdrawing the same from other
sectors. That did not happen as is evidenced from
Table 2.8, where the share of expenditure on
Infrastructure in total plan fell from around one -
half in the Fifth to one-third in the Ninth Plan. In
total expenditure, the share fell from one -fifth to
around one-sixth.

B0
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Table 2.9
Total Disbursements (Plan & Non-Plan) of States

(As a percentage of GDP)

Major Sectors V Plan VI Plan VIl Plan VIII Plan IX Plan

1. Education & Health 3.0 3.5 3.9 3.6 3.8
(22.5) (22.7) (24.2) (23.6) (24.7)

2. Agriculture & Industry 2.3 2.8 2.6 2.1 1.8
(17.0) (18.0) (15.7) (13.5) (11.5)

3. Infrastructure 2.8 2.9 3.0 2.8 2.3
(20.9) (18.7) (18.7) (17.9) (15.2)

4. Other Social & Economic Services 1.4 1.8 1.8 1.6 1.6
(10.8) (11.6) (11.3) (10.6) (10.1)

5. General Services 3.8 4.5 4.9 5.3 5.9
(28.8) (29.0) (30.1) (34.5) (38.5)

Total 13.3 15.5 16.2 15.4 15.4
(100.0) (100.0) (200.0) (200.0) (100.0)

Note : Figures in parenthesis are the share percentage in the total

Chart 2.6

SIZE AND COMPOSITION OF TOTAL DISBURSEMENTS OF

STATES AS A PERCENTAGE OF GDP
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2.69. Other social and economic services followed
a similar pattern as that of agriculture and industry,
where the emphasis was more on plan expenditure
in quest of locating newer schemes while restricting
the coverage of existing schemes. In the Ninth Plan,
the share in plan expenditure was around one-fifth
and in total expenditure, one-tenth.

2.70. Although general services in total plan
expenditure constituted a miniscule proportion,
its share in total expenditure was not only the
highest but increased from 29 per cent in the Fifth
to 39 per cent in the Ninth Plan. This was clearly
due to a large and growing chunk of debt
repayment obligations, which could be taken to
be the primary impediment in enabling a
reasonable application of total receipts to
important infrastructure and social sectors.

2.71. In the section under Plan investments
funding, a deficit on the revenue plan account was
noted throughout the period under consideration. It
was suggested that this was due to a large revenue
plan component arising out of two possibilities. One,
appropriate and thus adequate transfers from plan
to non-plan budget did not take place as should
have been the case at the conclusion of each Plan
period. And two, new revenue plan schemes at the
State level were introduced in excess of what
Central revenue plan transfers permitted.

2.72. Table 2.10 indicates that it was Agriculture
and Industry, which accounted for the largest share
of the revenue plan in the period under consideration
and can therefore be attributed with causing a large
revenue plan. Although its share diminished steadily
it still remained the largest. education and health
accounted for the second largest share. It also
declined from the Fifth Plan onwards but only till
the Seventh Plan. Thereafter, its share increased
in the next two Plans, at the time overall plan
expenditure of States was diminishing in relation to
GDP. This emphasises that in recent years, it is
education and health, which have shown an
increasing tendency of blowing up the revenue plan
outlay of States. Education and health along with
agriculture and industry has constituted more than
70 per cent of revenue plan outlay of State
Governments throughout the period under
consideration.

2.73. Table 2.10 also indicates that the share of
infrastructure in the revenue plan outlay remained
constant at 5 to 6 per cent. When observed in
relation to Table 2.8, which indicates a declining plan
outlay for infrastructure, it follows that it was the
capital component of the plan outlay on
infrastructure, which was compromised upon. Table
2.9 on the other hand indicates a steady growth in
the overall expenditure on infrastructure. This
implies that when the plan outlay on infrastructure,

Table 2.10
Revenue Plan Outlay of States

(As a percentage of GDP)

Major Sectors V Plan VIPlan VIIPlan VIl Plan IXPlan

1. Education & Health 0.47 0.66 0.71 0.65 0.68
(33.2) (29.9) (27.4) (29.4) (34.2)

2. Agriculture & Industry 0.59 1.06 1.19 0.94 0.71
(41.9) (48.1) (45.8) (42.3) (35.7)

3. Infrastructure 2.8 2.9 3.0 2.8 2.3

(5.4) (3.0) (8.8) (6.8) (5.5)

4. Other Social & Economic Services 0.24 0.38 0.43 0.43 0.43
(17.2) (17.5) (16.3) (19.6) (22.3)

5. General Services 0.03 0.03 0.04 0.04 0.05

(2.3) (1.5) (1.7) (1.9) (2.3)

Total 1.41 2.20 2.60 2.21 1.98
(1200.0) (200.0) (200.0) (100.0) (100.0)

Note : Figures in parenthesis is the share percentage in the total
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together with its capital component was declining,
non-plan expenditure was steadily increasing. The
rising non-plan expenditure could be taken as
indicative of a rising non-plan revenue expenditure
as the capital component of Infrastructure Non-Plan
is negligible. The rising non-plan revenue
expenditure is explained by the substantial growth
in subsidies and grants to State electricity boards
and road transport corporations. It also suggests,
particularly in view of the revenue plan component
being very small, that staff recruitment for both
irrigation and roads and bridges sector was done
way back in the past and continued at net rising
levels ostensibly for enabling better maintenance
of created assets. Although no conclusive evidence
exists within the scope of the present chapter, it is
generally held that staff recruitment under non-plan
was to such a great extent that it compromised on
basic maintenance of physical assets as constituted
by materials and supplies.

2.74. To sum up, sectoral emphasis on education
and health was more pronounced in consolidating
existing capacities than in building new ones.
However, building of new capacities must take
precedence if human resource development is to
develop the quality of the workforce. Sectoral
emphasis on agriculture and industry was more on
building additional capacities, which is expected for
a rapidly modernising sector. Policies aimed at
developing the entrepreneurial abilities in this sector
and that too on a sustainable basis however will
only reduce the burden of subsidies under both non-
plan outlays and plan investments. The sectoral
emphasis for the infrastructure, like education and
health was again on consolidating non-plan outlays
at the expense of large plan outlays enriched with
capital component. Itis in this sector that the capital
content of plan outlays needs to be enhanced by
reducing the unproductive component of the non-
plan outlays. Private investment may be a viable
option for supplementing public investment,
particularly in States where cost of availing these
services are affordable by the general population.
V. THE PATH AHEAD

2.75. During the pre-1974 period, the real
growth of GDP fell from 3.9 per cent in the First
Plan to 2.8 per cent in the Fourth Plan. In the
post-1974 period, the real growth of GDP rose
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from 4.1 per cent in the Fifth Plan to around 6
per cent mid-way through the Ninth Plan. A rise
in the real growth of GDP in the post-1974 period
is indicative of the effective utilisation of
productive capacities created by States’ plan
investment in the pre-1974 period. Similarly, a
realisation of the growth rate of 8 per cent and
above in the Tenth Plan is critical on the
augmentation of productive capacities expected
out of plan investments in the post-1974 period.

2.76. It has been indicated that augmentation of
productive capacities by States’ plan investments
in the post-1974 period fell below potential. This
was because the maintenance requirements for
sustaining productive capacities created in the pre-
1974 period proved to be too large for the revenues
available with the States. When, despite this
handicap, States attempted to build additional
capacities and for this purpose, diverted resources
from maintenance outlays towards plan
investments, it led to the loss of existing capacities.
Plan investments also could not effectively add to
productive capacities since a large number of new
schemes, which States introduced at the onset of
every Five-Year Plan secured only a thin spread of
resources not conducive to creating capacities fit
for deployment.

2.77. Along with the growth in the number of
schemes, the requirement for maintenance
outlays as well as unproductive expenditure on
establishment and administration also grew. In
fact, the presence of unproductive expenditure
was more significant since, as compared to
maintenance outlays, it was inflexible
downwards. As a result, sometime in the latter
half of the post-1974 period, unproductive
expenditure became a serious deterrent in
securing adequate resources for plan
investments, since unlike maintenance outlays,
unproductive expenditure could not be easily
reduced. Augmentation of productive capacities
continued to fall below potential.

2.78. In the nineteen nineties, States resorted to
large-scale borrowings for securing adequate
resources for plan investments. This may have
contributed to some growth in productive capacities.
However, recourse to large-scale borrowings for
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funding plan investments can continue only till such
time as the consideration for avoiding the crowding
out of private investment applies brakes to the
growth of public sector borrowings.

2.79. At the turn of the decade the restraint on
public sector borrowings is being seriously
considered since it has already been felt that the
public sector draft on private savings has become
large enough to crowd out private investment.
Unfortunately, this consideration has come after the
growth of States’ borrowings in the nineties
significantly added interest payments to other
unproductive expenditure. In the Tenth Plan a
restraint on further growth of States’ borrowings,
coupled with a large overhang of unproductive
expenditure can only obtain a very small amount of
resources for Plan investments and therefore
capacity building.

2.80. The path ahead therefore is to focus on ways
to protect existing productive capacities and building
additional ones by not repeating the pitfalls of the
bygone era. The following action-points are
emphasised.

e  States must protect the productive capacities
already acquired under their jurisdiction by
adequately providing for their maintenance
outlays.

Maintenance outlays should be
accommodated within the constraints of a
non-negative BCR.

The inclusion of all maintenance outlays
under a non-negative BCR would require a
political will to curtail administrative and
establishment costs.

For seeking adequate assistance from the
Finance Commission for maintenance
outlays, States must cease to misrepresent
these as plan investments.

Growth in borrowings should be planned
such as to sustain or even reduce the public
sector draft on private savings from current
levels.
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Following from lower levels of borrowings
and consequently the States’ plan size,
private investment must be promoted to build
additional productive capacities.

States can eventually compliment private
investment by raising their resources for plan
investments through mobilising own
revenues.

For mobilising own revenues, priority areas
include expansion of tax base, plugging tax
leakages and levying cost recovery
commercial user charges.

For making plan investments effective in
creating productive capacities fit for
deployment, States must restrict new
schemes to a manageable few.

The number of new schemes must entail a
future maintenance burden not more than
what is reasonable to be accommodated
within a non-negative BCR.

In order to be able to put restrictions on the
number of new schemes, States must divide
the responsibilities of building productive
capacities with the private sector.

The division of responsibilities could be one
where private investment focuses on
infrastructure requirements and States’ plan
investment on social sector needs.

2.81. The aforementioned action points basically
seek a stance from State Governments, which
protects the existing capacities and build additional
ones in partnership with the private sector in order
to achieve potential increments to the economy’s
productive capacity. However, such action points
could be implemented only if the ‘resource illusion’
of the States is broken. Hitherto,the liberal access
the States had to borrowings cultivated such
‘resource illusion’. Given the control, which the
Central Government exercises on States’ borrowing
programmes, the onus is largely on the Centre to
break this ‘resource illusion’- all for, enabling the
potential increments to the economy’s productive
capacity.
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