Executive Summary

In the present report efforts had been made to conduct a research study on behalf  of  the  Planning Commission, India regarding Flow of  Fund  to eight  selected  States  for the seventeen major Plan Schemes  for three financial years i.e. 1998-99,1999-2000 & 2000-01.The eight selected States are Andhra Pradesh, Assam, Bihar, Maharashtra, Manipur, Rajasthan, Tamil Nadu and  West Bengal. The seventeen schemes in this study are Centrally Sponsored Schemes (CSS), Central Sector Schemes involving transfers to the states or earmarked assistance for State Plan Schemes. These are all forms of conditional or specific purpose transfers from the central government to the States to influence expenditure in areas that are a constitutional responsibility of the States.

The broad objectives of the study are:

· To document stages in release of funds and time lags involved in the case of seventeen centrally sponsored, central sector or earmarked state plan schemes with regard to eight specific states and three specified financial years.

· To examine arrangements for monitoring physical progress and expenditure in the case of these schemes.

· To recommend policy action if required to improve release mechanism and monitoring arrangements of physical output and expenditure based on above. 

This study is organized in sections that include a brief review of literature on the subject of specific purpose inter-governmental transfers, an analysis of the design features of the sample schemes, a description of the various ways in which fund flow takes place from the central government to the implementation level and the time lags at different stages in the context of the release mechanism.

Discussion on the subject of specific purpose transfers in the literature on fiscal federalism suggests limited use of this form of transfers to areas that reflect considerable spillovers beyond sub national boundaries and design features that incorporate simplicity, outcome orientation, appropriate penal provisions and sunset clauses. It also discusses the context in which different forms of specific purpose transfers (block, matching and non-matching) are appropriate. In the literature on inter-governmental transfers in India, the predominant debate has, in the main, focused on the extent to which vertical transfers have been fair to states and horizontal transfers secured the goal of equity and balanced regional development.  CSSs have often been considered excessive and an encroachment on the states but a conceptual framework on CSSs has been lacking. India presents a case of extensive use of various forms of conditional transfers.  Among these, plan assistance linked only to sectoral priorities would be an example of block transfers, CSSs involving 100% central funding are non matching transfers while the large number of CSSs requiring states to contribute varying proportions of funds are examples of matching transfers.

The proper implementation of centrally sponsored schemes is often considered to be hampered by the failure of states to ensure adequate and timely release of funds and by the quality of monitoring arrangements.  Of the seven specified schemes, three are in the nature of block transfers, nine are non-matching transfers and five are matching transfer schemes.  However, most of the schemes appear to violate the principle that specific purpose grants should be limited to areas of significant externalities.  Eleven of the schemes reflect an adherence to formula based elements for purposes of allocation.  Only six relatively small schemes (and of these two are not even CSSs – NBDP and NEC) have no clear allocation criteria.  However, most of the formula based schemes (in combination with other design features) appear to promote a ‘draw down of rights’ perspective among the states.  Only the two health sector schemes have some competitive element in their allocation mechanism.  Eleven of the schemes have a complex, process oriented focus.  All the block transfer schemes have a simple structure while schemes that are of relatively recent origin or have been subjected to revision, have a greater complexity in their guidelines.  All schemes not only have internal, process and expenditure oriented monitoring arrangements that are amenable to patronage based pressures but have an ability to withhold further releases linked to failure to spend.  However, only five of the schemes have an explicit or implicit sunset clause but even in their case, this lacks credibility in view of the longevity of schemes or their ability to re-emerge as new schemes with similar objectives.  Again the schemes that are the subject of this study exhibit an expenditure based focus and the combination of various design infirmities create poor incentives for performance.  Block transfers have formula based allocations and simple guidelines. However, these are offset by the expenditure focus and lack of a sunset clause. In the case of non-matching schemes, the expenditure focus and failure to secure a credible sunset clause are compounded by problems related to lack of clarity in allocation criteria (in some cases) and the internal monitoring arrangements.  Concern with inability to secure performance appears to be resulting in greater attention to more complex process oriented guidelines. While matching schemes ensure state participation, in view of the design shortcomings, usually the attempt is to convey proforma adherence to secure the central shares.  On the whole, the design parameters of all these schemes would appear to generate the kind of perverse incentives that a principal agent relationship is prone to in the absence of an ability to change agents or deliver a credible message of penalty for poor performance.

For the scheme Pradhan Mantri Gram Sadak Yojana, in most cases analyzed, subsequent release of second installment was delayed considerably while in the case of Rajasthan even the release of first installment at state level occurred after a considerable time lag.

The three sample states that received funds under the scheme Hill Area Development Programme, only West Bengal reported specific releases to implementing agencies.  Even for this single state, state releases were of varying amount over the year and only in one case did central and state release amounts tally but even in this case it cannot be definitely stated which particular installment of central release it pertained to.

Central releases under the scheme Slum Development Scheme are made in monthly installments along with installments of central assistance for the plan.  Details of specific state level releases were obtained in the case of Assam, Bihar, Rajasthan and West Bengal.  None of these states followed a monthly pattern of releases to match the central release.  Hence working out exact time lags was not possible.  And at best the percentage of total release made in a particular quarter of the year not only shows the tendency to make releases in the last quarter but also the need to improve accounting and monitoring systems.

Calculating time lags against central releases is not practical for Pradhan Mantri Gramodaya Yojana, as only a few specific releases at state level could be located.    Release date from Assam, Bihar and West Bengal bore no relationship with the numerous central installments released till that time. Only in the case of Rajasthan two central releases for rural housing (Gramin Awas) each were matched by releases of like amount at state level.

All the sample states received Special Central Assistance for Tribal Sub-Plan but only Assam reported specific sanctions for expenditure under the scheme.  It would appear that central releases under the scheme were not guided by a strict adherence to a condition of securing expenditure data on earlier installments or it was possible for states to fudge such data and secure release.

The estimated time lag figures for focus states under Integrated Dairy Development Project reflect the permission to draw funds from the treasury for further disbursement to implementation agencies.  Actual receipt of funds by this implementation level (usually Milk Federations/Unions) may have taken even longer.  The fact that central releases have been made even while earlier installments were still to reach implementation levels reflects poor monitoring and failure to impose even the process related condition of prior expenditure by the central ministry.  The spend pressure at the central ministry level was clearly greater than the desire to ensure compliance with conditions relating to expenditure of earlier releases on the part of the states.  

The Operation Blackboard Scheme primarily supported teacher salaries.  Therefore, tracking time lags in this scheme is meaning less where salaries are being paid on a monthly basis in this fashion.

For National Oilseeds Production Program, while time lags were maximum in the case of Assam, they were least in the case of Rajasthan.  State level release data could be obtained from the states of Assam, Rajasthan and West Bengal.  It would appear that the central ministry’s ability to influence state level release is limited.

Against the central release data under National Pulses Development Programme, state release data that matched the amounts involved was not forthcoming from any of the sample states. While matching the release amounts proved difficult, it would appear that the trends were similar to those exhibited in the case of the Oilseeds scheme.  Rajasthan exhibited lesser time lags than West Bengal in making releases.

For National Programme of Biogas Development, central releases were reported to all the eight states in the concerned years.  Of these information on receipt of the funds was forthcoming from six states but information on actual release dates could be obtained only from four states i.e., Assam, Bihar, Rajasthan, and Tamil Nadu.

For National Aids Control Programme, while central release data was obtained for all eight states, data at state level could be gathered from only four states.  Of these four, the data for Assam and West Bengal could not be matched with central releases at all.  In the case of Bihar and Rajasthan, the receipts from the centre for the relevant period could be tracked for the dates on which the drafts were deposited in the concerned State Aids Control Society Account.

For Revised National TB Control Programme state level release data could be obtained from the states of Assam, Rajasthan and West Bengal.  An exact match on transaction amount was possible in only one case but estimation of time lags has been attempted in other cases also wherever it was considered plausible to do so.  The type of Release Mechanism adopted would appear to have little correlation with time lags between first release till funds reach implementation level.  

Under the Indira Awas Yojana separate central release transactions are undertaken with each district in the country.  Data on receipt of the central releases in the concerned districts was obtained for Kamrup district, Assam, Jehanabad district, Bihar, Jaipur district, Rajasthan and Burdwan district, West Bengal.  The time lag for these four districts, has been measured basically in relation to the dates on which the receipt has been recorded in the concerned district.  Even in the case of these four districts there are many instances of mismatch in the data.  While some central releases not shown, there are additional entries that may relate to state share releases.  For measuring time lags, only the entries where amounts matched have been considered.

As in the case of IAY, central releases under the Employment Assurance Scheme (now merged in the SGRY) were made directly to districts.  Matching central release received at district level with disbursement to subsequent levels is rendered virtually impossible by the fact that the amounts and dates vary for the large number of agencies (usually blocks) to which releases are made.  In a case like Burdwan where DRDA first releases to the Zila Parishad and funds are then passed on to implementing agencies, it should have been possible at least to match DRDA to ZP entries but even this was not possible.

Details of State level release for Swarna Jayanti Shahari Rozgar Yojana could be obtained only from two states, Rajasthan and West Bengal.  The time lags reflect funds becoming available for passing on to urban local bodies responsible for implementation.  Actual disbursal to the local bodies and further actual expenditure on the schemes by them would obviously involve more time lags. 

States release data under Balika Samridhi Yojana was obtained from the states of Assam, Bihar and Rajasthan.  However, only one entry in the case of Assam matched one of the central releases relating to this state.

Data of central releases made under North Eastern Council Schemes to both Assam and Manipur were obtained through the State Planning Division of the Planning Commission for all the three years.  However, at the state level data on further releases by the state government to implementing agencies could be obtained only from Assam.  The central data showed a much greater number of transaction than those showed at the state level.  In the circumstances, the only time lags that can be accurately computed in releases at the intermediate level are those between the date of first and final release by the State Finance Department for a specific scheme.

The general conclusion of the broad objectives that can be drawn from the study are:

Firstly, the different mechanisms for release of funds to state governments in the case of earmarked state plan schemes, centrally sponsored schemes and central sector schemes implemented through state government agencies are as follows:

· To state governments through credit to the state government account at the RBI by the Finance Ministry (Type 1).

· To state governments through credit to the state government account at the RBI by the concerned Administrative Ministry/Department or a subordinate office of that Department (Type 11).

· To separate agencies at state or district level directly by the concerned Administrative Ministry/Department or a subordinate office of that Department (Type 111).

· To state government departments by means of a bank draft by the concerned Administrative Ministry/Department or a subordinate office of that Department (Type 1V).

· To separate agencies at state or district level by another agency under the concerned Administrative Ministry/Department or a sub-ordinate office of that department (Type V).

Of the schemes that are the subject of this study, as many as sixteen fall in the first three categories and one in the fourth category .The stages that could be mapped for time lags in each of the above cases are  central level, intermediate level and implementation level.

There are both constraints on availability of information as well as discrepancies in the data secured at the intermediate level compared to the central level.  This discrepancy exists even with regard to the amount of receipts reported by the states against the releases said to have been made at the central level.  The extent of this discrepancy is evident in the comparison of the scheme wise central level release figures and the receipts recorded at state level on an annual basis for each of the three years.  The level of mismatch, reflecting the extent of accounting problems and mix up appears to increase from Type I Release Mechanism to Type IV Release Mechanism.  The state wise mismatch status shows the maximum instances in the case of the two North East States and least in the case of West Bengal, Tamil Nadu and Andhra Pradesh.

Secondly, for the passage of funds to the final implementation level, no data has been forthcoming.  In the case of Type I and II releases, dates of actual withdrawal from treasuries by the concerned implementing field office could not be accessed in any state. In the case of Type III releases, the date of approval/passing on of funds to implementing levels by the agency receiving the funds from the center, were also not feasible to ascertain.  This is largely because segregated accounts or reporting systems do not exist to permit such data to be made available readily in an intelligible fashion.

The analysis of time lags has largely been restricted to the stage where the funds become available at the intermediate level for passing on to the implementation level.  No clear patterns are evident from an attempt to see the correlation with the quarterly release pattern of each scheme .At best, it is possible to say that generally central releases tend to be least in the first quarter and maximum in the fourth under all schemes. In the case of Type I and II Release Mechanisms, another stage analyzed for time lags is that relating to credit in the state government account at the RBI does not necessarily have a linear relationship with the time taken for funds to reach implementation levels .A comparison of the data on central releases and corresponding credit to concerned state government accounts at the RBI brings out the fact that – 

· There are a number of instances where the releases reported by the GoI do not appear to have been credited in the State Government accounts at the RBI.

· Where credit entries have been made while in many cases, this occurs within a day or two of the release, there are instances of considerable time lag also.

Of the total number of release orders reported to have been issued under both Type I and II Release Mechanisms, 17.56% could not be matched with credit entries to concerned state governments at the RBI in the three references years.  There are instances of central releases where corresponding credit by RBI to State Government could not be traced.

The most important inference that can be drawn is that a considerable number of release transactions reported by the centre are not being recorded appropriately at the RBI.  The proportion of such transactions varies across schemes and states but clearly the errors are greater in the case of schemes falling under Release Mechanism II.  The North East states have the maximum untraced entries while states like Andhra Pradesh, Maharashtra and West Bengal have the least missing credits.  Clearly there is a greater need for reconciliation between Ministries and the RBI as well as State governments and the RBI.  In the case of Type I Releases, less than 11% of releases were credit to states after 3 days and less than 1% took more than 15 days.  On the other hand, in the case of type II Releases, over 69% releases took more than 15 days to be credited to state governments.  There is clearly a need to evolve better release procedures for Type II Releases.

Thirdly or lastly, uniformity in systems of account keeping and an emphasis on capacity building in this direction are warranted.  This could do with considerable improvement specially in the case of states like the two states from the north-east which were part of the sample for this study.  The fact that to a considerable extent central releases tend to get bunched in the last quarter was not entirely surprising but the level of discrepancy between reported central releases and their credit in state government accounts at the RBI was not anticipated.  The time lags in this process, specially in the case of Type II Release Mechanism, drew attention to the need for improving systems in this regard. The analysis of time lags at the intermediate levels shows that correlations between greater or lesser time lags and broad categories like types of release mechanism or block, matching or non-matching transfers are difficult to draw.  But it is possible to say that states with better account keeping systems appear to show lesser time lags and at the central level schemes with an ability to enforce greater adherence to conditions of prior expenditure by the states before making subsequent releases, clearly showed smaller time lags in releases at the intermediate level.  States like Assam and Manipur which reported acute fiscal stress shown greater time lags in making releases at state level. The conclusions on time lags draw attention to the importance of the need to adhere to appropriate design principles if better implementation is to be secured. A core issue of the principal agent problems and consequent lack of ownership at state level can be mitigated only by reducing the number of such schemes and restricting them to matters involving significant spillovers. Overall, in sum, the conclusion of this study is that it is not the type of release mechanism that is critical to lesser time lags and (if time lag is an appropriate proxy for this) of better performance.  It is adherence to key design principles that matters far more and it is this area that really needs attention.
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