
EXECUTIVE  SUMMARY

CHAPTER- I NATIONAL SETTING  (Pgs   6-16)
Study of Management of Public Expenditure  by State Governments in India  is highly relevant as 

· The Indian Economy is in a decelerating mode according to the  Planning Commission (Approach Paper 10th FYP) marked by deterioration of the fiscal situation– with high fiscal and revenue deficits at  both Centre and the States especially in the 1990’s 
· Economic Survey (2000-01) of the Ministry of Finance, recognises  gaps in the reform process clouding the long term prospects of the economy and recommends credible medium term programme of fiscal improvement.
· International Monetary Fund’s Report  (April 2000) categorises India among the fastest growing economies of the world needing  deft handling of monetary policy to combat the challenge of fiscal deficit.

· Approaches to Public Expenditure Management during the Eighth Plan have been, directed towards reducing  budgetary deficits and have concentrated on compression of public investment affecting development investments (Mid Term Appraisal of the Ninth  FYP)
· There is need for appreciation of the fact that the character of expenditure, rather than the size of the deficit is more important and that the composition of the budget and direction of expenditure influence the growth of GDP and that the level and patterns of expenditure as well as the means through which resources are raised directly affect the income and expenditure streams.
· Analysis of the patterns and  composition of expenditure at the Centre and States reveal that 
(a) While development expenditure at the Centre increased in absolute terms from Rs.13,327 crores in 1980-81 to Rs. 1,34,637 crores in 2000-2001, it registered a decrease  from 9.3% of GDP in 1980-81 to 6.2 percent of GDP in 2000-01 (BE).

(b) Non Development Expenditure, on the other hand has increased both in absolute terms as also in terms of proportion of GDP. At the centre it has increased from Rs. 9867 crores (6.9% of GDP) in 1980-81 steadily to Rs. 213580 crores (9.8% of GDP) in 2000-01 (BE). 

(c) At the state development expenditure increased from Rs . 15961 crores in 1980-81 to Rs.208333 crores in 2000-2001 registering however a decline in GDP terms from 11.1 % to 9.6 % during the same period Non development Expenditure has increased from Rs. 4289 crores (3.0% of  GDP) in 1980-81 to Rs. 125484 crores (5.8% of GDP) in 2000-01 (BE) without any fluctuations in the intervening years.

(d) Plan expenditure at the Centre while increasing in absolute terms from Rs. 28,401 crores to Rs. 88,100 crores ,  has shown a decrease viewed as a proportion of total expenditure, from 5.8 percent in 1989-90 to 4.0 percent in 2000-01 (BE). 

(e) At the State level, it increased in absolute terms from Rs. 23012 crores to Rs. 89074 crores but , as a percentage of its total expenditure, decreased from 4.7 percent to 4.1 percent in the period form 1989-90 to 2000-01 (BE) 

(f) Non Plan Expenditure, at the Centre increased from Rs. 64505 crores in 1989-90 to Rs. 250387 crores in 2000-2001 but   as a proportion of total expenditure, recorded a decrease from 13.17 percent to 11.5 percent during the same period. At the state levels, however, non-plan expenditure increased both in absolute numbers as also as  a proportion of its total expenditure during the same period i.e. from Rs. 53798 crores (11.1 percent) to Rs. 261693 crores (12 percent) .

(g) As for the relative shares of Centre and States in Plan Expenditure one can see that, while the share of centre increased from 36.02 percent in the First Five Year Plan to 56.93 percent in the Ninth Plan outlays, the share of states came down from 63.52 percent to 43.07 percent during the same period.

· Analysis of transactions on revenue and capital accounts, at the centre reveals that, revenue surplus covered to a significant extent the capital deficit till the eighties but the trend reversed in the nineties with the emergence of capital surpluses and revenue deficits, reduction in capital expenditure and increasing borrowings and debt liabilities in the latter years. 

· Reviewing the Receipts at the centre, it is noted that 

(a) Gross tax revenues have over the last two decades  been slightly less the ten percent of the GDP except in the later part of the 80’s and early 90’s.

(b) The share of direct taxes in total Revenue have come down from 21.91 percent in 1980-85 to 18.76 percent in 1985-90 before increasing to 29.18 percent during 1995-99, the later day increase being attributed to widening of the tax base.

(c) The indirect taxes accounting for 79% in the eighties decreased steeply as proportion of total revenue accounting for 66.29 percent during 1995-99, mainly on account of progressive extension of MODVAT to the entire industry sector, and non taxation of the services sectors, and cut in customs duties.

The Non Tax Revenue, viewed as a proportion of total Revenue, increased steadily from 22.55 percent in the eighties to 27.62 percent in the nineties. But as proportion of GDP, it ranged between  2.13 and 2.7 percent of GDP during the two decades.

· Capital receipts of Centre , fluctuated between 6.2 to 7.3 percent of GDP during the two decades.

(a) Internal debt, a major category, accounted for 31.43 percent of total Capital Receipts during 1980-85, declined to 25.37 percent in 1985-90, before increasing to 26.39 percent in 1995, further steeply increasing to 43.99 percent in 1999.

(b) The share of recovery of loans in Capital Receipts was 21.46 % between 1980-85 15.79 % in 1985-90 ,13.64 % in 1990-95 and 10.35 percent in 1995-99.
(c) Small savings and provident funds increased from 14.62 percent in 1980-85 to 28.04 percent in 1995-99 
·  The fiscal scenario at the Centre for the nineties indicate that 

While the total expenditure increased in absolute terms, but declined as a proportion of GDP, the rising tide of expenditure could not be adequately met by the Revenue Receipts (Tax & Non Tax) and Capital Receipts (Loans recovery and disinvestments) put together resulting in an increase in Centre’s borrowing at high costs and consequent steep rise on interest payments reflected in the mounting non-plan expenditure. This effectively reduced the share of plan expenditure affecting public investment and capital formation. An important consequence of these has been the declining proportions of devolution and transfer of resources to the states.

CHAPTER- II   FINANCES OF THE STATES (Pgs 17-27)

· A perspective view of the State’s Finances reveal enormous increase in transactions on  both the Revenue and Capital Accounts .

(a) The total receipts on Revenue Account increased from Rs. 296.4 crores in 1951-52 to Rs. 64842 crores in 1990-91, and Rs. 214810 crores in 1999-2000 .Revenue expenditure increased from Rs. 392.6 crores in 1951-52 to Rs. 70993 crores in 1990-91 and Rs.271611 in 19990-2000.

(b) The Capital Receipts increased from 164.64 crores in 1951-52 to Rs. 21868 crores in 1990-91 and Rs. 101612 crores in 1999-2000 and capital expenditure during the same period increased from Rs. 189.47 crores in 1951-52 to Rs. 18025 crores.in 19990-91 and Rs.54023 crores in 1999-2000.

· State Budgets recorded more revenue surpluses than deficits during the first six five year plans and deficits if any during this period was relatively small, but from the mid eighties onwards, the revenue deficits became regular feature of the State Budgets increasing from Rs. 4582.4 crores in 1989-90to Rs. 56801 crores 1999-2000.

· Capital Account depicted fluctuations between small surpluses and deficits uptill the fourth plan period but from the mid-eighties, the capital account started recording increasing surpluses.

· This trend of revenue deficits and capital surpluses continued in the nineties. The Revenue deficit increased from Rs. 5651 crores in 1991-92 to Rs. 56, 801 by 1999-00(RE). and  capital surplus increased from Rs. 5495 crores in 1991-92 to Rs. 47589 crores in 1999-00(RE). With the revenue deficit increasing as a much faster pace than capital surpluses, overall deficit also increased.

· During the nineties, Gross Fiscal Deficit increased from 3.30 percent of GDP in 1990-91 to 4.13 percent of GDP in 2000-01 (BE). The primary deficit decreased first, from 1.78 percent in 90-91 to 0.93 in 97-98 and then increased to 2.52 percent of GDP in 1999-00(RE) and on the other hand, Revenue Deficit increased steadily from 0.93 percent of GDP in 1990-91 to 2.91 percent of GDP in 1999-00(RE)

· The Tenth Finance Commission also noted that  an increasing part of Capital Receipts was  used for financing revenue deficits leading to growth of public debt and interest burdens . With further expansion of Revenue expenditure and spiraling deficits, the GFD of the States increased from Rs. 3713 crores in 1980-81 to Rs. 18787 crores. In 1990-91 and to Rs. 56802 crores in 1999-2000 (RE)

· While the emerging picture of state finances as seen from the main fiscal indicators ,showed weaknesses in the late eighties , culminating in signs of stress in the nineties but as pointed in the RBI study the key deficit indicators, like revenue deficit, GFD etc. while serving as useful information variables do not depict a vital aspect of the States resource gap in the context of inter institutional transactions and  constitutional restraints on the borrowing powers of the State contributing to the ‘artificial’ stagnancy of GFD.

· In the financing of GFD of the states , loans from the Centre, market loans and small savings and other (including PR fund etc) increased significantly from the eighties to the nineties . Loans from the centre increased from Rs. 1567 crores in 1980-81 to Rs. 9978 crores in 1990-91 and to Rs. 39879 crores in 1999-2000 (RE) Market Borrowing (net) increased from Rs. 198 crores in 1980-81 to Rs. 2556 crores in 1990-91 and to Rs. 11829 crores in 1999-2000 (RE).Small savings and others increased from Rs. 1948 crores in 1980-81 to Rs. 6253 crores in 1990-91 and further to Rs. 43031 crores in 1999-2000 (RE).

Consequently, the total out standing liabilities of the States increased from Rs. 23959 crores in 1980-81 to Rs. 110289 crores in 1990-91 and further to Rs. 41852 crores in 1999-2000 (RE) and Gross interest payments increased from Rs. 1225 crores in 1980-81 to Rs. 8655 crores in 1990-91 and further to Rs. 45526 crores in 1999-2000 (RE)

Expenditure on Administrative Services increased from Rs. 1562 in 1980-81 o Rs. 7018 in 1990-91 and further to Rs. 24424 crores in 1999-2000 (RE) and pensions increased from Rs. 375 crores in 1980-81 to Rs. 3593 crores in 1990-91 and further Rs. 24750 crores in 1999-2000 (RE). The constricting nature of non-plan expenditure, reduced the availability of resources for investment and also maintenance expenditure leading to a structural weakness in the state finances. Eight state governments show a persistent and growing revenue deficit.

Bihar (Since 89-90),  Kerala (Since 83-84) ,  Maharashtra (Since 88-89),  Orissa (Since 84-85) , Punjab and Tamil Nadu (Since 87-88) , West Bengal (Since 86-87) , Uttar Pradesh (Since 88-89)
· Tenth Finance Commission reported  that 

(a) All the States had almost identical ‘turning points’ on their financial deterioration

(b) This was  indicative of ‘Systemic’ factors, rather than ‘State Specific’ factors.

· Other analysts have pointed out that the financial and institutional weaknesses at the State level emerged as  major constraints on the provision of social and infrastructural services, and that the  impact of structural adjustment policies in the nineties, affected expenditure patterns in various sectors with consequences for different economic and social groups to the detriment of basic objectives of Indian Planning like growth with social justice and equity  . There has been a deceleration in social sector expenditure in thirteen major states, including those with low levels of Human Development since the mid 1990’s. The social costs of transition are felt mainly by the marginalised sections of society, with decreasing plan expenditure on social services.

· Overview of finances at the centre and the states indicate fiscal deterioration marked by fiscal deficits of various kinds, with the state finances also deteriorating in the nineties on account of systemic factors and that the economic reforms and the structural adjustment policies led to compression of public investment at the Centre and lower social sector expenditure in the states.

· Detailed analysis of demographic indicators , State Domestic Product ,development and non development expenditure , Plan expenditure, credit availability , indicate that the on going reforms since 1991  with stabilisation and deregulation policies as the prime instruments , marked by  retreat of the state and increasing role for the private sector have affected the growth pattern and rates of states and have aggravated interest rates disparities.

CHAPTER- III CONSTITUTIONAL AND POLICY FRAMEWORK  (Pgs. 28-64)

For a better understanding of fiscal imbalance and budgetary dilemmas one need to take into account the structural aspects of (a) Fiscal Federalism (b) Democratic Planning  and (c)Mixed Economy

Fiscal Federalism 

· A review of the evolution and structural features of the federal economy of India in the pre independence and post independence era , highlighting the roles of the Finance Commissions providing statutory devolution of taxes and Grants-in-Aid from Centre to the states and the Planning Commission providing  discretionary plan Assistance for developmental schemes indicate that the criteria for transfer of resources from Centre to the States have lacked an element of continuity  leading to dissatisfaction among the states. 

· The Ten Finance Commissions – from the first  FC for the period 1952-57 to the Tenth FC for the period 1995-2000 have adopted different criteria for determination of the shares in the states in the divisible taxes as also in the criteria for distribution of state’s share among different states. 

· Though the Tenth Finance Commission recommended that 29 % of the total tax revenue should be transferred to the states and the inter-state-council had in 1990-97 reached a consensus on this , the required amendment of the constitution could not be carried out . 

· The Eleventh  Finance Commission  recommended that 28 % of the net proceeds of all shareable taxes should be transferred to the states.With the passing of the 80th Constitution Amendment Bill in 2000 , the states have become entitled to 28 % of the shareable taxes . 

· However the criteria adopted by the Eleventh Finance Commission for the distribution of the states share among individual states has led to a sense of grievance among the states in the Southern , Western and Northern region.

· The discretionary  assistance provided by the Centre to the states on the basis of recommendations of the Planning Commission have also been marked by changes in the criteria , brought about in 1969 . 1990 and 1991 . 

· The emergence of the National Development Council in which the Chief Ministers of the state are members , provided a forum for discussions before changes in criteria for plan assistance were made, thus enabling a measure of continuity in the patterns of assistance. 

· However the Planning Commissions insistence on additional resource mobilisation by the states to match their ambitious expenditure programmes has some times led to unhappiness among the states. 

· The Planning Commission  has for its part found itself wedged between the State Governments with a demand and the Union Finance Ministry with its own problems for mobiliastion of resources for meeting the increasing expenditure of the Central Government . 

· Analysis of the quantum and relative shares of Tax devolution, statutory transfers , Plan and other discretionary transfers , show that 

(a) the total quantum of resources transferred to the states as a percentage of resources raised by the Centre has come down in gross terms from 38.3 % in 1980-81 to 33.8 % in 1997-98 and in net terms from 31.3 % to 25.2 % during the same period. 

(b)  The transfer of resources  as a proportion of aggregate expenditure of the state have also been gradually falling in  Gross terms , from 50.2 % in 1980-81 to 38.9 % in 1997-98  and in net terms   from 40.9 % to 27.6  % during the same period, 

(c) Analysed in terms of proportion to the GDP , transfer of resources from Centre to the state came down from 7.2 % in 1980-81 to 6.7 % in 1997-98 , and in net terms from 5.8 % to 5 % during the same period. This had serious implications for management of  Public Expenditure by the state governments.

· Economic Reforms: While the impetus for  the Economic Reforms ,came in the eighties  from perceptions that a regulated economy was responsible for  low growth rate , leading to liberalisation and deregulation in the domestic sphere , the major policy initiatives in fiscal reform industrial policy , trade regulations and monetary and credit policies in the nineties came as a response to the Balance of Payment Crisis faced by the country and the Globalisation movement all over the world. 

· The philosophical base for the Economic Reform of the early 90’s was provided by a review of the role of the State and market forces in the economy  which led to a wide range of administrative changes and new institutional mechanisms in the areas if industrial licensing , prices and distribution controls , capital market and foreign investment regulations , foreign exchange management  and major Budgetary  Reforms, with impact on  public sector investment and transfer of resources to the states. 

· With the emergence of fiscal problems by way of revenue and fiscal deficits , budgetary reform moved in the direction of reductions in Government Expenditures , Defence Expenditures ,subsidies and man power requirements as also increase in administered prices like those for power fertilisers and food grains . 

· Analysts of Economic Reforms have drawn attention to the adverse impact of reform measures on plan expenditure and on the social sector spending . Plan expenditure as a percentage of aggregate expenditure had come down from 29.9 % in 1992-93 to 25.7 % in 2000-2001 with budget support for Central Plan , as a share of total expenditure from 16.1 % to 14.4 % and central assistance to the state plan coming down from 12.8 % to 10.9 %  during the same period. This was also accompanied by increase in  non plan expenditure on interest payments defence expenditure and General Services and  reduction in expenditure on subsidies for food  fertilisers and other items .

· The net resource transfers from Centre to the states came down , as a percentage of GDP  from 5.7 % in 1990-91 to 4.7 % in 2000-2001 and Total assistance to state and UT plans from 2.4 % to 1.7 % during the same period. While the Approach paper to the Ninth Plan pointed out a decline in the share of the states in the total plan outlay , the Mid Term appraisal of the Ninth Five Year Plan (Oct 2000) indicated a lower annual growth of 6.2 % against target of 6.4 % in the first three years of the Plan and unlikelihood of investment targets being reached in the last two years of the Plan. 

· Review of the actual pattern of Budgetary provisions and public expenditure during the nineties indicate that (a)the envisaged careful balancing of the rolls of the State and the Market did not materialise and permeate the planning process of the Centre and the State  (b) the Budgetary constraints and fiscal deficit reduction objectives had led to compression of public investment and Government expenditure leading to a slowing down of the process of Economic Growth. 

· Some analysts have even argued that the root cause of industrial recession experienced during the entire Ninth Plan Period had some thing to do with the unrealised expectations of annual plan outlays. While the  liberalisation of procedures and decontrol in the industrial sector , was expected to stimulate industrial investment , the removal of import restrictions and reduction in customs duties created an air of uncertainty regarding domestic demand due to flow of foreign goods.

· The reduction of subsidies for agricultural inputs like fertilisers and uncertain seasonal conditions  affected agricultural production . The impact of varying growth rates in different sectors of the economy could not be properly met by Public Expenditure programmes which were guided mainly by fiscal consolidation objective aiming at reduction in revenue and  fiscal deficit both at the centre and the states , apart from a series of reforms constricting the supports provided by the reserve bank of India to the state governments . 

CHAPTER-IV GROWTH PERFORMANCE  OF THE STATES  (Pgs  65-82)
· Review of policies and programmes on Public expenditure have to take into account the structural transformation of the Indian Economy , with variations in sectoral growth rates in different states and the levels of development reached by each state  after nearly five decades of planning and popular aspirations and potential for growth. Assessment of growth should keep in view the changes effected in data base and methodology in aggregation in the National Accounting Systems .

· The sectoral composition of National GDP shows that the share of agriculture and allied activities has come down from 34.5  % in 1980-81 to 24 % in 2000-2001 while Share of Industries  came down marginally from 23.2 % to 21.9 % and the Share of Services increased sharply from 42.3 % to 54.1 % .

· Within the broad pattern of structural transformation of the economy there have been over the years persisting problems of inter state and regional disparities, and serious attempts by Planning Commission and the Governments to reduce the disparities have had only marginal impact. 

· Detailed examination using various indicators and component analysis by S.N.V Siva Kumar and V.V.N.Somayajulu  (Asian Economic Review ). L.M.Bhole and Abdul Shaban ( Journal of Rural Development ) Dr. N.J. Kurien (Economic and Political weekly) C.P. Chandra Sekhar and Jayathi Ghosh (The Hindu Businessline) P.R.Brahmananda  ( Hindu Businessline ) T.C. Ananth , K.L. Krishna , Uma Dutta Roy Choudhary ( Tenth Finance Commission)  B.G.Jandhayala Tilak  (IASSA quarterly ) A.K.Sivakumar (EPW) S.P.Paul and D.K.Pant (Margin)  show that pace and patterns of development vary from state to state and inter- state disparities continue to be high . Sectoral analysis show that individual states secure different ranks , depending on the parameter chosen for  classification and ranking and thereby indicating that the priorities for Public Expenditure Management  need to be guided by local resource endowment , development needs and popular aspirations. (See tables 4.4 to 4.10 )

· However Public Expenditure Programmes , formulated in the context of Economic Reforms with emphasis on fiscal consolidation  have been marked by decline in budgetary outlay for social services in several states , and the implementation of structural adjustment policy has not also contributed to the build up of social and technical infrastructure necessary for stepping up the pace of Economic Growth. 

· Analysis of the growth of different sectors in the nineties and their  implications there of, for the macro economic indicators like fiscal deficit tax revenue, external debt, interest payments etc should take note of the change in computation of GDP.The introduction of the new series by CSO in 1993-94, included new activities under different sectors, as it will affect the estimates of various macro economic indicators as a proportion of GDP.

· Growth rate of GDP as also the three sectors varied from year to year , with high rates between 1993-94 to 1996-97 and falling thereafter. The growth rate of services was higher than the other sectors and its contribution to GDP increased from year to year .  

· In view of the structural transformation of the economy, and the need for refining and speeding up policy responses to sectoral problems, conventional examination of the sectoral growth rates need to be supplemented by  analyses of the seasonal factor published by RBI.

· Making mid term assessment of economic trends, around October-November each year will facilitate timely decisions on needed corrective action,both for resource mobilisation and expenditure management.

· For effective and efficient management of finances, the present time lag between their assessment of field conditions, their reaching the centre and the policy response and the decision making and their application at the field level needs to be reduced.

· While comparing the growth rates of different states, only a broad view of the performances can  be taken as states use different methodologies for computing their growth rates.

· Classification of states have been made in different manners depending on the purposes. For Plan Assistance  they have been  grouped into special category states and other states, and analysts have further grouped them into (a) major states and smaller states (b)high income, middle income and low income states (c)high budgetary deficit, low budgetary deficit and budgetary surplus states.

· The focus, since the beginning of planning has been on reducing regional imbalances and inter state disparities with  criteria for public investment giving more weightage for backward regions.  The recent emphasis on efficiency and financial performance has shifted focus from the earlier objectives of balanced regional development.

· An important aspect that needs special attention, from the point of view of public expenditure management, is the extent to which the plan and programme implementation have achieved their target of reducing the inter-state and intra state differentials in development.

· Approach Paper to the Ninth Five Year Plan reviewed that the inter regional disparities in terms of percapita income and indicated that  grow rates of states varied and that some of the most populous states were still less developed having growth rates lower than the national average.

· The 1997 Committee appointed by Planning Commission headed by Dr. E.A.S. Sharma used 3 basic indicators like (a) deprivation (b) social infrastructure, (c) economic infrastructure to develop and aggregate measure of backwardness and identified 100 districts spread in 38 in Bihar, 19 in M.P, 17 in U.P,  10 in Maharashtra, 4 in Orissa, 4 in West Bengal, 2 in Rajasthan and l each in Haryana, H.P. and Dadra Nagar Havali.

· The National Institute of Rural Development, worked out, in 1999 indices of backwardness, social and infrastructure for all states and pointed out that, the states of U.P., Rajasthan, M.P., Bihar, Orissa and Maghalaya showed backwardness in all respects and that  social development and Gender development indices have a higher level of inter state and intra state variations.

· Several analysis have confirmed the high level disparity among the States and most studies place  Southern and Western States among the developed states, and the Northern and Eastern States like Bihar, Orissa included among the less developed States.

· While studies have examined the impact of structural changes resulting from the reforms of the nineties on the growth performance of the States in terms if sectoral performance , it is difficult to establish, on the basis of available data, that there is a causal relationship between the share of primary sector and the rate of growth of the State economy. 

· Studies by C.P. Chandrasekhar and Jayanti Ghosh and Prof P.R. Brahmananda, Dr. Brahmananda show Maharashtra , Gujarat and Tamilnadu and  Karnataka among  the top performers, Kerala, West Bengal, Haryana, Punjab and Andhra Pradesh among the middle performers and Bihar, Orissa, M.P., Assam, Rajasthan and Uttar Pradesh among the poor performers.

· NCAER, in collaboration with Planning Commission and UNDP have attempted to develop the required database for constructing these Human Development profiles for different regions of the country.

· Computation of HDI for the major states  by B.G. Jandhyala Tilak (1991), A.K. Shiva Kumar (1991) and S.P.Pal and D.K.Panth (1993), place the four states of Punjab, Kerala, Haryana and Maharashtra among the top four, although, the ranks of other states are different in each study .

· The World Bank study entitled “Reducing poverty in India: options for more effective public services”. ranks the states based on  head count index, life expectancy, infant mortality and literacy rates to indicate the ‘well being of the states places Punjab at the top and Bihar at the bottom.

· Dr. N.J.Kurien, analysing data for 489 districts of 15 major states, places Punjab, Haryana, Gujrat, Maharashtra, Andhra Pradesh, Karnataka, Tamil Nadu and Kerala (total 190 districts) in the forward group with high socio- demographic development. The remaining  seven states  , Assam , West Bengal , Bihar , Orissa Madhya Pradesh , Uttar Pradesh and Rajasthan (total of 299 districts) are placed in the backward group with low socio-demographic development. This classification, however, is highly weighted in favour of a large number of demographic and gender indicators, indicative mainly of social backwardness.

· M.Ravallion and K.Subba Rao (1992), Sanjay Baru (1993), S.P.Gupta (1995) have looked into the implications of structural adjustment policies on fiscal compression and social sector spending, while others like V.B.Tulsidhar (1993) and Seetha Prabhu and other (1993) have drawn attention to the sectoral implications of the decline in budgetary outlays for social services in several states 

· All these studies emphasise the need for active interventions by the Government in the fiscal sphere for ensuring adequate financing for achieving Human development/Social development in the States.

CHAPTER – V  BUDGETARY TRENDS IN THE STATE   (Pgs. 83-112)

· Analysis of  developments of the past decades need to take into account the differing perspectives and time frames of the Planning Commission , the Reserve Bank of India and the Union Ministry of Finance. Examination of budgetary trends  from (a) the ‘long term’ perspectives of the Planning Commission,  (b)the ‘medium term’ views of RBI on the trends in the economy, and (c)the Ministry of Finance, with a shorter budgetary time frame.show that the main problem in Public Expenditure Management has been  one of matching  limited resources and capacity for mobilisation with  ambitious development plans. 

· The RBI , which has been the Nation’s Banker, monitoring developments in the field of currency and finance, has been pointing out that , the overall budgetary position of the States had been markedly deteriorating due to their declining receipts and increasing expenditure and that the position had worsened with committed non-plan expenditures being financed by cut backs in development expenditure. RBI diagnosed the problems of State finances in the nineties as a structural weakness, as the capital receipts were diverted to finance revenue deficits, instead of revenue surpluses financing capital investments.

· The Finance Ministry, which frames the Central Budget, for the short time frame of a financial year has pointed out, the significant differences between budget estimates and the revised estimates in the state budgets and the need for fiscal consolidation  and expenditure reform. 

· It can be seen that all the key actors in the federal financial structure were in the know regarding the deteriorating finances of union and the states and were advocating corrective measures from time to time . But the reforms adopted on ad hoc basis, however failed to arrest the deterioration resulting ultimately in the launch of the full scale economic reforms of the nineties.

· Appraisals of the Development Plans , such as the Mid Term Appraisal of the Third Plan (Nov 1963)  and Mid Term Appraisal of the Ninth Plan (Oct 2000) show that states have not been able to fulfill the targets for additional resource mobilisation and the excess of expenditure over the revenue receipts  has led to dependence on increased borrowings by states to finance their plans. 

· Analysis of transactions  on revenue and capital accounts , show the emergence of a large revenue deficits during the last two decades  , with the revenue surplus of Rs. 1486 crores (0.13 % of the GDP )in 1980-81  converted  into a deficit of Rs. 5309 crores (0.93 % of GDP) in 1990-91 and further to Rs. 56801 crores (2.91 % of  GDP) by 1999-2000. 

· There is a shifting pattern of receipts and disbursement and emergence of fiscal imbalance in the nineties marked by increase in gross fiscal deficit, changing pattern of  financing gross fiscal deficit , dwindling  devolution and transfer to resources from Centre to the states and rising debt and interest payments .

· The budgetary performance of state governments have been greatly influenced  by the fiscal federal character of the Constitution, with the transfers recommended by the Finance Commission , and  the development perspective and plan assistance provided by the Planning Commission at the National level.

· Review of the Gross transfers from the Centre to the States in the nineties, as a proportion of aggregate expenditure of the States show a declining trend from 44.8 % in 1990-91 to 39.8 % in 2000-2001. The statutory transfers under the ageis of Finance Commissions, also showed significant changes .

· While aggregate receipts of all the states increased from Rs. 21872 crores in 1980-81 to Rs 91313 crores in 1990-91 and further to Rs. 316421 crores in 2000-2001 , The aggregate disbursements were Rs.22770 crores , Rs.91242 crores , Rs.325634 crores in the respective years.

· Detailed analysis of transaction on the revenue and capital accounts show a trend of increasing revenue deficit at the aggregate level as also in the individual states.

Revenue Receipts

· The total Revenue Receipts of the States in the nineties increased from Rs. 66467 crores in 1990-91, to Rs. 244920 crores in 2000-01. But as a proportion of GDP, it showed an increasing trend in the first four years of the 90’s decade (from 11.7 percent in 1990-91 to 12.30 percent in 1993-94), thereafter decreasing to below the 90-91 level (from 12.10 percent in 1994-95 to 11.20 percent in 2000-01)

· The own tax revenue of the states increased from Rs. 30344 crores in 1990-91 to Rs. 125563 crores in 2000-01, and as a proportion to GDP from 5.3 percent to 5.8 percent during the same period .Total tax revenue showed a fluctuating trend in the 90’s, hovering in and around 8 percent of GDP.

· Total non tax revenue increased from Rs. 21881 crores in 1990-91 to Rs. 68551 crores in 2000-01 (BE), and  as a proportion of GDP, uptill the mid nineties, from 3.9 percent in 1990-91 to 4.3 percent in 1993-94, but decreased in the subsequent years from 4.1 percent in 1994-95 and  3.1 percent in 2000-01 (BE). 

· Own Non Tax Revenue of the States showed a fluctuating trend varying between 1.5 percent of GDP to 2.1 percent, recording the highest (2.1 percent) in the year 1994-95 and lowest (1.5 percent) in 2000-01 (BE)

· Grants from the Centre increased from Rs. 12643.3 crores in 1990-91 to Rs. 36963.5 crores in 2000-01, although as a proportion of State’s aggregate expenditure it increased from 13.9 percent in 90-91 to 15.7 percent in 1993-94 before decreasing to 10.5 percent in 2000-01.

· Share in Central taxes, taken for the whole decade, covered lesser proportion of states aggregate expenditure, although it increased in absolute value and some of the intervening years recorded an increase of one or two percentile points. The states share in central taxes increased in absolute terms from Rs. 14241 crores in 1990-91 to Rs. 50805 crores in 2000-01 (BE) but decreased as a proportion of aggregate state expenditure, during the same period, from 15.6 percent to 14.5 percent 

· In the five year periods 1980-81 to 1984-85, 1985-86 to 1989-90 and 1990-91 to 1994-95 , Development Expenditure,  grew at an annual average of 16.1, 13.7 and 14.5 percents, and Non Development Expenditure for the State grew at an average annual rate of  19.2 percent, 18.2 percent and 20.9 percent respectively .

Revenue  Account Transaction 

· The entire decade of nineties, showed an increasing trend of revenue deficits. It increased, for all states from Rs. 5309 crores in 1990-91 to Rs. 45702 crores in 2000-01 (BE).The State wise data show that, except for Rajasthan and special category states, all the major states revenue growth was inadequate to meet their expenditures in the nineties but by the year 2000-01, even special category states started reporting revenue deficit with the few exceptions of Arunachal Pradesh, Nagaland, Sikkim and NCT Delhi.

· Analysing the data to ascertain the fiscal marksmanship of various states in its states budget studies, RBI notes that the not only the gap between the actuals and budget estimates is large, even the revised estimates show large differences from the actuals and attributes this to the non-materialisation of Additional Resource Mobilisation Targets, and the heavy dependence and  overestimation of the states on transfers from the Centre .

ARM

· The Additional Revenue Mobilisation (ARM) of the States increased from Rs. 772.16 crores in 1991 to Rs. 1383.8 crores in 1994-95 with lower yields.of  Rs. 948.9 crores in 1995-96 , Rs. 684.4 crores in 1996-97 and Rs. 1012 crores in 1997-98 but  recorded a sharp increase to Rs. 2969.6 crores and Rs. 5599 crores in 1998-99 and 1999-00 respectively.

· The States of Gujarat, Maharashtra, Kerala and West Bengal have pursued ARMs every year in the nineties but Karnataka, M.P., Punjab, Tamil Nadu, Rajasthan have also attempted ARMs, but in some years .

· Fourteen states proposed ARM to tune of Rs. 2677 crores in 2000-01, of these, the states proposing higher ARMs, relative to their own resources were also the States which have entered into MOU agreement with the Centre and availed assistance under the fiscal reform programme.

· The ARM proposals in general, tends to place higher reliance on tax sources for raising revenues. Bihar was the only state which showed considerable non tax revenue of Rs. 257.8 crores (2000-01) under ARM.

Transfers

· The Tenth Finance Commission did not envisage any revenue deficit grants for the States in the year 1999-2000 in the expectation that better revenue mobilisation effort and expenditure management will wipe out the deficit. But as the Eleventh Finance Commission pointed out that this did not materalise and contrarily, the state finances deteriorated further. 

· The question is whether the awards of the earlier Finance Commissions’ based on the gap filling approach led to fiscal prodigalism of the States, and whether this can be fully corrected by MOU’s and the newly created Incentive Fund for performance of monitorable fiscal reform programme.

Expenditure 

· The most important contribution to fiscal imbalance in the State have been on the expenditure side. The total revenue expenditure in 1990-91, of Rs. 70993 crores. equals the entire revenue account expenditure from the first to the fifth plan periods. 

· Total Expenditure in 1990-91 increased  from Rs. 91,242 crores  to  Rs. 3,25,633 crores in 1999-2000 ,  as a share of total expenditure , Revenue Expenditure increased from 78.66 % to 83.41 % while capital expenditure decreased from 21.34 % to 16.59 % during the same period 

Development Vs Non Development Expenditure
· Development Expenditure, as a proportion of total expenditure decreased from 69.5 % in 1990-91 to 60.9 %  in 1999-2000 while non-development expenditure increased from 24.8 % to 33.8 % during the same period. 

· The Development Expenditure in absolute terms is higher than the non development component, development expenditure grew at 14.9 % in the eighties and 13.7 % in the nineties and non-development expenditure grew at 18.7 %., and 19.1 % during the same period.

Components of Development Expenditure

· The States’ share in the Total Development Expenditure is higher than that of the Centre.  In 1990-91, it exceeded that of the centre by less than 10 %, while in 2000-01 it exceeded by about 55 %. The Centre’s share in total expenditure on social services, was 13 % in 1980-81, 9.85 % 1990-91 and 13.5 % in 2000-01 while the state’s share has consistently been above 85 percent.

· Expenditure on social services in 1990-91 increased from 46.1 % to 54.3 % in 1990-2000, and on economic services went down from 45.1 % to 35.7 % in the same period. 

· Direct development expenditure on power projects showed an increase from Rs. 3585 crores in 1990-91 to Rs. 5951 crores in 1999-00, during the same period in irrigation sector it increased from Rs. 7113 crores to Rs. 19871 crores ,in the energy sector from Rs. 1994 crores to Rs. 6914 crores.,Water supply and sanitation expenditure increased from Rs. 1993 crores to Rs, 7782 crores ,urban development rose from Rs. 664 crores to Rs. 4033 crores and welfare of scheduled castes, scheduled tribes and other backward classes increased from Rs. 1909 crores to Rs. 6900 crores. The Revenue Expenditure on Science and Technology was only 131 crores in  1999-00,  despite the emphasis on modernisation of society in the nineties.

· However, these increases with in the category of development expenditure, do not appear to be adequate to meet the growing obligations of the State for promoting equitable development of the States. A point to be noted here is that formation of corporate financing and development bodies, to cover the specific target groups like scheduled castes, scheduled tribes and the minorities appeared to absorb more resources on administrative expenses and there by reduced the availability of funds for development schemes.

Components of Non Development Expenditure

· Non Development Expenditure of the States increased from Rs. 22600 crores in 1990-91 to 123533 crores in 2000-01 (BE) of this , Organs of States increased from Rs. 685 crores to Rs. 2976 crores, fiscal services from Rs. 1616 crores to Rs. 8179 crores interest payment and debt servicing from Rs. 9226 crores to Rs. 55745 crores, Administrative Services from Rs. 8655 crores to Rs. 29219 crores and pension from Rs. 3593 crores to Rs. 27415 crores during the same period.

· The distribution of Government employees in the various Government sectors. Shows Central Govt. employees increased from 33.47 lakhs in 1976 to 33.66  lakhs in 1996, State Government employees increased from 48.97 lakhs to 74.14 lakhs, Quasi Government employees increased from 33.92 lakhs to 64.58 lakhs and that of local bodies increased from 19.85 lakhs to 21.92 lakhs in the same period. 

· From 1976 to 1996 , there has been an  addition of 25.88 lakh employees by the State Governments, , 24.43 lakhs employees by Quasi Government organisations 3.17 lakhs by the Centre and  2.59 lakhs by  local bodies. 

· This picture is disconcerting to say the least, as much of the services impinging on quality of life in urban and rural areas is the responsibility of the local bodies which has shown only a marginal increase in the employment, This, policy seems to contradict the basic precincts of fiscal reforms advocating downsizing and reduction in expenditure on wages and salary bills. Also, it results in progressive reduction in resources available for developmental activities.

· Proper employment policy in various sectors and Government Departments with attention to the public functions of the department and the population to be serviced rather than common VRS policy, needs to be pursued vigorously.

Plan  -  Non Plan Expenditure

· State Plan Expenditure while increasing in absolute numbers (from Rs. 27432.9 crores to 89073.5 crores) decreased as a proportion of GDP (from 4.8 percent to 4.1 percent) and also, as a proportion of total expenditure (from 30.10 percent to 25.40 percent) during 1990-91 to 2000-01.

· State Non Plan Expenditure on the other hand increased in absolute terms (from Rs. 63809.1 crores to Rs. 261693.3 crores), as a proportion of GDP (from 11.2 percent to 12 percent) and also as proportion of total expenditure (from 69.9 percent to 74.6 percent) in the same period.

· One important factor of note in this context is that, the Plan, Non Plan Expenditure classification is ambiguous. Vital items of expenditure like those involved in maintenance of expenditure of projects, continuing research projects, operating expenses of power stations, maintenance of law and order are classified as Non Plan and have all non plan expenditure is not ‘bad’.

Expenditure –Debt

· Total debt of states increased from Rs. 52281 crores (1986) to Rs. 108203 crores (1991) and further to Rs. 498841 crores in 2001 . The total debt increased by  Rs. 80257 crores (2000-01) in one year period. The debt stock, as a percentage of GDP rose from 19 % in 1991 to 22.9 % by March 2001.

· In the eighties, loans from the Centre met 51.9 percent of the overall borrowing requirements of the States, but these could meet only 48.5 percent of the needs in the nineties.Of the total outstanding debt of Rs. 4,98,841 crores in March 2001, loans and advances, from the Central Governments accounted for Rs. 2,85,825 crores, 57.3 % of the total outstanding debt. Market borrowings covered  the State fiscal deficit, to an extent of  16.4 % in the nineties,  and only  11 % in the eighties 

· An important rider, which added to the expenditure is the deregulation of the interest rate in the nineties and the Central Government resorting to market related interest-rates resulting in rising interests on central loans to the States.

· The interests on central loans increased from an average interest of 5.5 percent on on-lent loans in 1980-81 to 11.74% in 1996-97. The weighted average of interest rates for loans of State Governments increased from 11.5 percent in 1990-91 to  12.35 % in 1998-99 . The States gross interest payments increased from Rs. 10944 crores (as a percentage of revenue receipts 13.5 %) in 1991–92 to Rs. 54271 crores (22.2 % ) in 2000-01.

· From 1995 onwards , interest rates on plan loans,( the single largest component of Central loan to States), has been revised to 13.5 percent. The average borrowing cost to the Centre from the market has increased from 10.43 percent in 1991-92 to 12.05 in 1995-96 and further to 12.09 percent in 1996-97. The interest rate subsidy from the Centre has thus come down from 1.57 percent to 0.66 percent and further to 0.35 percent during the same period.

· Looking at the debt picture of individual states, we can observe that as many as 18 States have a higher rate of debt accumulation relative to the revenue growth. As many as five special category sates and nine non special category states recorded a higher rate of growth of debt than all states’ average .

· Gross interest payment as a percentage of revenue receipts,  increased from 11.1 % in 1991-92 to 18.9 % in 2000-01 for A.P.,  11.9 to 21.4 % for Maharashtra, 10.4 to 15.4 % for Karnataka, 8.2 to 14.9 % for Tamil Nadu and 16.9 to 18.9 % for Kerala.

· The RBI Study of State Finances analysing the dynamics of states debts,  points out that the crisis is closely linked to the fiscal accounts of the Centre due to the increasing debt repayment and interest burdens (as discussed in the earlier points) as also to the dependence on federal flows by the states. The impact on growth has been in two ways basically; (a) restricting resource availability for investment, (b) the necessity of using capital surpluses for covering non development al expenditures.

· Government guarantees as a proportion to GDP in the case of 17 States has declined from 6.5 percent in 1992 to 4.7 percent in 1999 . This  has implications for the risk associated with loans from financial institutions. RBI has set up a Technical Committee, in 1999 ,on State Government Finances, , for prescribing limits for ensuring greater selectivity in providing and transparency in reporting Government Guarantees. 

GFD

· In the nineties the size of GFDs of all States has increased and their decomposition and financing has implications  for Expenditure Management .

· Revenue deficit, began to rise from Rs. 5309 crores in 1990-91 to Rs.8200.5 crores in 1995-96, increasing steeply to 16,113 crores in 1996-97 and further to Rs. 56801 crores in 1999-2000. This has been attributed to the salary and wage pressures from State Government employees following the implementation of the Fifth Pay Commission recommendations by the Central Government.

· The GFD of the States rose from Rs. 3713 crores (2.57 % of GDP) in 1980-81 to Rs. 18787 crores (3.30% of GDP) in 1990-91, further to Rs. 90092 crores (4.86% of GDP) in 1999-00.

· The accountancy tactic of shifting of the classification of small savings to the category of states borrowings through special securities in 1998-99, brought down the centre’s deficit while pushing up that of the States, without any material improvement in overall fiscal health.

· On the financing of Gross Fiscal Deficit, the States resorted on a larger scale than earlier to market borrowings and tapping small savings, provident funds and loans from financial institutions, reserve funds and deposits on the nineties. The shares of different sources of financing GFD kept fluctuating in the nineties, indicating the lack of firm and steady strategy of fiscal management to cope up with the fiscal crisis.

GFD –Interstate Comparison

· An inter state analysis reveals that, in 2000-01 (BE) U.P. had the largest GFD (Rs. 12358 crores), followed by West Bengal (Rs. 10339 crores), Andhra Pradesh. (Rs. 8460 crores)  and Maharashtra (Rs. 7030 crores). 

· West Bengal has a relatively lower level of Capital outlay (Rs. 1402 crores), but a high level of revenue deficit (Rs. 7525 crores) indicating the cut in investments to finance revenue deficits. Subsequent sections study this aspect in detail for the select states.


1990-91

2000-2001(B.E)



(Rs. Crores)
%
(Rs. Crores)
%


of GDP
of GDP

Receipts

1.Total Revenue Receipts
66467
11.7
244920
11.2

2.Own tax revenue
30344
5.3
125563
5.8

3.Share in Central Taxes*
14241.5
15.6
50805
14.5

4.Total Tax revenue
44586
7.8
176368.5
8.1

5.Own non Tax Revenue
9237.2
1.6
31588.2
1.5

6.Total non Tax Revenue
21881
3.9
68551.6
3.1

7.Grants from the Centre*
12643.3
13.9
36963.5
10.5

8.Capital Receipts
24847
4.40
101544
4.7

Expenditure 

1.Total Expenditure 
91242
16
350766.4
16.1



2.Revenue Expenditure
71775.8
cal
290622.4
cal

3.Capital Expenditure
19466
3.4
60144
2.8

 * As a percentage to total expenditure.


1990-91
2000-2001(B.E)



Rs.Crores
%
Rs.Crores
%



Of GDP

of GDP
1.Development Expenditure 
63370
69.5
208332
59.39

2.Non Development
22600
24.8
125484
35.77

3.Others
5272
5.7
16950
4.84

Expenditure on Major Heads
1990-91
1999-2000 (R.E)


Rs.Crores

Rs.Crores


1.Direct Developmental Expenditure
57815

186492


2.Advances to power projects
3585

5951

3.Irrigation sector
7113

19871

4.Energy
1994

6914

5.water supply and sanitation
1993

7782

6.urban development
664

4033

7.Welfare of scheduled caste

and scheduled tribes
1909

6900

CHAPTER  VI   SOCIO ECONOMIC PROFILE OF SELECT STATES  (Pgs113-123)
· An overview of demographic social and economic characteristics of the sectoral southern states and Maharashtra can  present a clear picture of the developmental performances and expenditure management.

Table  :  demography (1991-2001) 


Population
Decadal Growth
Share in 
Density per 
Sex ratio females


1991
2001
1981-91
1991-01
total Pop
Square Kms
per 1000 males






1991
2001
1991
2001
1991
2001





India
846387888
1027015247
23.86
21.34
100
100
267
324
927
933

Maharashtra
78937187
96752257
25.73
22.57
9.33
9.42
257
314
934
722

A.P
66508008
75257541
24.20
13.87
7.86
7.37
242
275
972
978

Karnataka
44977201
52733958
21.12
17.25
5.31
5.14
235
275
960
964

Tamilnadu
55858946
62110839
15.39
11.19
6.60
6.05
429
478
974
986

Kerala
29098518
31838619
14.32
9.42
3.44
3.12
749
819
1036
1058

TABLE :  CHANGES IN LITERACY


1991




2001


1991
2001


O 
M
F
G

O
M
F
G
Rank
Rank


India
52.20
64.13
39.28
24.85
65.49
75.96
54.28
21.68


Maharashtra
64.87
76.56
52.32
24.24
77.27
86.27
67.51
18.75
10
10

Andhra
44.09
55.13
32.72
22.42
61.11
70.85
51.17
19.68
27
28

Karnataka
56.04
67.26
44.34
22.93
67.04
76.29
57.45
18.84
21
22

Tamilnadu
62.66
73.75
51.33
22.42
73.47
82.33
64.55
17.78
12
13

Kerala
89.81
93.62
86.17
7.45
90.92
94.20
87.86
9.34
1
1

o-Overall,  M-Male F-Female  G-Gap

· From 1990-91 to 1997-98 Maharashtra recorded a percapita income growth of 5.65 % and an overall income growth of 7.35 %, while  Karnataka 5.8 %and 7.16 %, Andhra Pradesh 3.36 % and 4.81 %, Kerala and Tamil Nadu recorded 4.66 % and 5.01 % percapita growth and overall income was 5.74 % and 6.08 % respectively.

· Review of annual growth of GSDP, shows that Maharashtra’s growth peaked with 15.49 % in 1992-93 , while A.P. peaked with 11.05 % in 1998-99, Karnataka peaked thrice,  (12.71 % in 1991-92, 10.91 % in 1996-97, 10.75 % in 1998-99), Tamil Nadu’s peak growth occurred in 1994-95 (10.98  % ) and  Kerala’s occurred in. 1993-94 (10.94 %)

· Poverty, an important criteria for measuring well being has been computed variously, adopting different methodologies. 

POVERTY LINE AS PER OFFICIAL METHODOLOGY
(Rs. Monthly Per capita)


All India
Maharashtra  
A.P
Karnataka 
T.N.
Kerala 




1973-74
R
49.63
50.47
41.71
47.24
45.09
51.68


U
56.76
59.48
53.96
58.22
51.54
62.78

1993-94
R
205.84
194.94
163.02
186.83
196.53
243.84


U
281.35
328.56
278.14
302.89
296.63
280.84


Source: India Planning Experience , A Statistical profile , Planning Commission  January 2001

· The annual percentage decline in poverty during 1977-78 and 1993-94, has been for All India, 2.18 percent for Maharashtra 3.22 percent, 5.31 for Andhra Pradesh, 2.94 for Karnataka, 3.53 for Tamil Nadu and 4.24 for Kerala in respect of rural areas.

· There are some methodological issues raised by economists in this estimate of poverty. Also, some of the State Government like Andhra Pradesh are not in agreement with this assessment. It is argued that poverty ratio anchored in a caloric norm is at best an indicator of food poverty and a poor proxy for the State of well being of the people.

· From the point of view of public expenditure management, it is essential to take note of this controversy, as state specific price index for the estimation of poverty may not be the correct indication of the prevalent prices as the large subsidy scheme, like the one in Andhra Pradesh may depress the price index.

· In the case of Andhra Pradesh the rice subsidy scheme, making a significant impact on the availability of food grains to the poor has been costing quite a crunk to the exchequer. In 1998-99 subsidy was Rs. 2512 crores, reducing the availability of funds to other developmental/investment activities to that extent. The adoption of the Expert Committee recommendations, which is based on the reduction in food poverty due to the subsidy scheme, impacts negatively on the time of Central funds to the State to the extent, would cause further deterioration of the already distressed financial situation of the state .

· The implementation of the fiscal reforms, as also adoption of newer criteria for resource allocation should keep the beneficiary effects of the diet supplementary programmes and subsidies therein in mind and only need out those which do not impact on the real income of the poor.

CHAPTER   VII    BUDGETARY PROFILES OF SELECT  STATES  ( Pgs 124-133)

· The nature of transformation in expenditure management of all the states, can be seen in terms of the average annual growth rates of developmental expenditure, non development expenditure  as also plan expenditure 

TABLE :   Average Annual Growth Rate


                                                                     Dev. Exp
          Non Dev. Exp
            Plan  Exp


1980-81
1990-91
1980-81
1990-91
1980-81
1990-91


to
to 
to
to
to
to


1984-85
1994-95
1984-85
1994-95
1984-85
1994-95

Chapter ES All States
16.1
14.5
19.2
20.9
16.4
14.0

Maharashtra
15.4
15.7
21.0
16.4
18.6
21.6

Andhra Pradesh
16.9
16.6
18.2
19.2
18.6
21.3

Karnataka
16.6
15.5
25.7
17.1
20.4
19.8


Tamilnadu
20.1
16.4
17.0
19.0
29.1
13.0


Kerala
14.5
15.4
10.7
19.8
18.1
16.2


TABLE :  PLAN AND NON PLAN EXPENDITURE  -  PROPORTION OF GSDP 



Year
All ST
Mah
A.P.
Kar
T.N.
Ker


Plan

1990-91
3.7
4.6
4.9
7.0
4.6
5.4

1998-99
3.0
2.5
5.9
4.7
3.3
4.9

Non Plan 

1990-91
11.2
12.2
14.1
14.3
16.5
18.6

1998-99
11.5
9.6
13.3
11.8
13.7
12.0


· In 1990-91, the sectoral distribution of expenditure, social services absorbed Rs. 29220 crores, economic services Rs. 28596 crores each working out to 5% of GDP and general services amounted to Rs. 22600. In 1990-00, social services accounted for Rs. 1,07,680 crores and economic services Rs. 78,812 crores. In terms of loans and advances, social services accounted for Rs. 2984 crores, economic services Rs. 8,847 crores, and general services Rs. 1,07,309 crores.

Centrally Sponsored Schemes (CSS)

· The Planning Commission, in the Approach Paper to the Tenth Plan, has highlighted CSS as an area of weakness in the design of plan programmes, governance, and institutional framework.The CAG report also highlighted various problem areas in the planning and execution of centrally sponsored schemes.Analysts have pointed out that , in the nineties, the multiplicity of the CSS has taken place at the expense of infrastructure, industry and energy sectors.

· Central Government taking note of this, in 2001-02 announced as part of Expenditure Management  measures its intention to converge various CSS to eliminate duplication. Of the 256 Centrally sponsored schemes covered, 139 schemes are to be transferred to the States, while 117 schemes are to reviewed by the respective Government Departments. Elementary education and literacy will have a massive cut down from 19 to 2, and higher education from 22 to 8 schemes.

Revenue Transactions 

· The extent to which own tax revenue of the states could meet their revenue expenditure varied from state to state.The tax revenue/ revenue expenditure ratio for all states decreased from 43.4 % in 1985-90 to 40.4 % in 1998-99, the ratio decreased from 56.3 % to 55.3% for Maharashtra, 50.6% to 47% for Andhra Pradesh, 54.2 to 55.8% for Karnataka, 56.9 to 54.4 % for Tamil Nadu and 51.4 to 50.4 % for Kerala.

· All the select states recorded increasing deficits in the late nineties; Andhra Pradesh and Maharashtra showed a revenue surplus only in 1993-94 and 1994-95 respectively.

TABLE : COMPARATIVE PICTURE OF GFD
(as % of GDP)


Select States
Rev Receipts
Agg Exp
GFD




1990-91
1998-99
1990-91
1998-99
1990-91
1998-99



All States
11.7
10.1
15.0
14.3
3.3
4.2

Maharashtra
13.5
8.7
16.0
11.6
2.5
3.0

Andhra Pradesh
15.4
12.5
18.2
17.5
2.8
5.0

Karnataka
16.7
12.4
19.1
15.9
2.4
3.4

Tamil Nadu 
16.2
12.2
19.8
16.2
3.6
4.1

Kerala
17.0
11.4
22.7
16.2
5.7
4.8





· RBI Study of State Finances notes this increasing dependency of the states on the centre and the consequent structural rigidity in the fiscal operations of the state governments as manifested in increasing stock of public debt. It argues that to achieve structural flexibility the states have to reduce their dependency by increasing their own sources of revenue. 

· The State Governments seem to be realising the importance of restoring their fiscal health as evidenced by the white papers and fiscal strategy papers brought out by them recently.

CHAPTER   VIII    SECTORAL INSIGHTS  (Pgs. 134-159)
8.1 Economic Services: Irrigation Financing and Development 
· A detailed analysis of economic services in terms of expenditure on irrigation is taken up. Irrigation though a state subject, the Government of India, through the Central Water Commission and the Irrigation Ministry as also the Planning Commission provides the broad framework for its development and utilization.

· Important policy issues have been dealt with from time to time, by the First Irrigation Commission of India (1901-1903) prior to independence, the Second Irrigation Commission (1970-72) and the National Water Policy (1987).

· The National Commission of Water in its report of 1999, classified water resources into available water resources and usable water resources, placing the former at  1953 km3 and the latter at 1086 km3, including 690km3 of surface water, 693 km3 of ground water and the present level of use is estimated at 600km3
· Irrigation has been an important plan expenditure item from the first to the ninth plan, adding up to a total of Rs. 73388 crores estimated at 1996-97  prices.

Irrigation- Potential and Utilisation 

· The potential created by major and medium irrigation projects -32.96 million hectares  utilization -28.44 million hectares (End Eighth Five Year Plan) since then, 2.59 million hectares to the potential and 1.81 million hectare to utilization have been added.

· In minor irrigation, the practice upto 1980, was to take utilization as 100 percent of the potential created. As it was unacceptable to the Public Accounts Committee of the Parliament, Planning Commission after consulting State Governments fixed a base figure for 1984-85, for potential created at 37.5 million hectares and utilization at 32.25 million hectares. At the end of Eighth Five Year Plan the potential increased to 56.60 million hectare and utilization to 52.31 million hectares. This amounts to a total potential 89.56 million hectares and an utilization of 80.75 million hectares. But the land utilization statistics records only 70.64 million hectares under gross irrigated area. This indicates an even larger gap between potential created and utilized, than indicated by the irrigation statistics, at 9 million hectares.

· Irrigation sector’s share in the state plans, had been high in the first three decades of Planning but declined from 23.25 percent in the Fifth Plan to 18.48 percent in the Eighth Plan. Major and medium irrigation projects, in 12 out of 16 major states have expenditures higher than outlays (Ninth Five Year Plan).

· Committee on water pricing set up by the Planning Commission in 1992 pointed out that the gross revenue realised in irrigation projects was not even covering the working expenses. Recovery percentage computed as the percentage of working expenses to gross receipts   for the country as a whole came down from 8.59 % in the late eighties to 8.53% in the early nineties, for Andhra Pradesh from 5.03 % to 8.3 % , Tamil Nadu from 2 % to 2.59%, Maharashtra from 5.8 % to 3.63 % for the same period . Some others, like Punjab, with high recovery rates of 23.69 % came down to 16.03 % in the same period. The fall in recovery rate appears to be common for all the States although quantum of decline varies from State to State.

· Maharashtra in 1994, Karnataka in 1985, Andhra Pradesh in 1986, Tamil Nadu in 1962 and Kerala in 1974 revised their water rates. The prevailing water rates in Andhra Pradesh, Tamil Nadu and Kerala is quite low. 

· Analysts identify several core problems -financial performance of irrigation sector, policy towards water rates and Beneficiary participation in irrigation management.Irrigation projects show enormous time and cost over runs. In Kerala, Periyar valley project, started in 1956, shows a 1711 % increase between the original and revised estimates. Other projects started around the same time, like Kanjirapuzha, Kallada, Kuttiady etc. also showed a similar large difference. Consequently, the investment on irrigation has not yielded commensurate revenue for long periods of time restricting resource availability for other uses.

· CAG, draws attention to the execution of non essential works in Kallada Irrigation Project, additional expenditure due to adoption of higher rate in Idamalayar Project and removal of sand dunes, non completion of flood control works started in 1971, and negatory expenditure on idle staff in Kerala irrigation department.

· Andhra Pradesh, had an irrigation potential of 11.2 million hectares and utilization of over 5.9 million hectares. By 1994, there were 26 ongoing projects. 258 large dams were completed. According to CAG by March 2000, 22 incomplete major and medium irrigation projects, having already cost Rs. 4482 crores to the exchequer, without any benefits accruing for 2 major and 8 medium irrigation projects and partial benefits for six major and six minor irrigation projects, and 15 projects were languishing for more than 15 years. A scrutiny of CAG’s list shows that the assessment may not be totally correct, as projects like Singur (1976) and Tungabhadra lowlevel cannal (1974) have been yielding results through not at the promising level.

· Creation of irrigation potential, and its utilization apart from dam construction, also involves canal works and command area development, which to a considerable extent depends on the agriculturists, their acceptance and assimilation of new techniques and ideas to bring about the necessary change from dry land agriculture practices and associated life styles to wet agriculture practices and associated life styles. This influences the time frame of the project, phasing of the projects backed up by the socio, economic, cultural and environmental studies of the command area, at the beginning and various phases of the project. 

· Government of Andhra Pradesh in its strategy paper takes cognizance of the problems involved in the utilization of the irrigation potential and its translation to prosperity and initiated a major reform program in 1996.  The State Government issued a white paper on irrigation sector taking steps in three areas (a) increase in water rates, (b) farmer education and (c) farmer empowerment and enacted Andhra Pradesh Farmer Management of Irrigation systems Act 1997, providing for linkages between irrigation department and farmers organisations. It initiated  the formation of water users association spanning 4.8 million hectares of irrigated area of the State.

· Scheme of modernisation of irrigation sector in Andhra Pradesh is being implemented with specific objectives of (a)Improving cost recovery and productivity of irrigated agriculture, (b)Strengthening cost recovery for O & M, (c)Reversing the decline in irrigated area under existing commands, (d)Effectively expanding irrigation utilization levels.

· Maharashtra had in 1992-93, an irrigation potential of 8.9 million hectares and utilization of 3.5 million hectares. By 1994, 1220 dams were built and 300 more were under construction. Relative to Andhra Pradesh its utilization, has been slow, probably due to unfavorable topography. The first Irrigation Commission of 1962 had recommended a review of the sector once in 15 years. Second Irrigation Commission was recently appointed by the Maharashtra Government recently to review the changes in the sector.

· Karnataka, had an ultimate irrigation potential (major and medium) of 5.9 million hectares and utilization of 2.7 million hectares. By 1994, 188 medium projects were completed and 28 still under construction.  Karnataka’s minor irrigation potential was higher than that of its major and medium irrigation potential.

· In Karnataka, a sharp intra regional imbalance, the paucity of positive efforts, lack of prioritization of schemes, inadequate drainage facilities, and beneficiary participation as also poor land development are affecting development of irrigation potential.

· In Tamil Nadu, Irrigation sector’s performance is impressive despite relatively low budgetary outlays with a more clear cut  development strategy based on identification and classification of districts according to predominant source of irrigation and efficient bank and co-operative credit system. Only one major project and 15 medium projects started in late eighties and early nineties are pending.

Irrigation Expenditure







Rev. Exp.


Cap. Exp.


1991-92
2000-01
1991-92
2000-01
All States
4140.28
9859.51
3851.83
11032.25


Maharashtra
708.70
728.63
526.11
1434.10

Andhra Pradesh    438.20
1596.16
372.95
1191.06

Karnataka
269.65
691.19
373.77
1343.20

Tamil Nadu
139.42
236.77
49.37
483.78

Kerala
62.46
148.45
90.81
220.65

(Note: Irrigation Expenditure includes that for flood control. Ref. DET tables, Statistical Tables ) 


Study Findings:-

· Achieving optimal levels of utilization of irrigation potential, the engineering aspects, farmer training and empowerment and credit facilities.

· Water pricing committee recommendations for improving project design, appraisal management in the irrigation sector to be implemented.

· Also, provision of an incentive structure, periodic upward revision of irrigation rates, determination water rates on a volumetric basis and extending beneficiary participation in irrigation management to all sections of farmers.

· Problems like the environmental impact, acquisition and compensation aspects of project execution, disputes between beneficiaries and persons displaced, interstate disputes, prolonged gestation period of the irrigation projects need to be tackled for effective expenditure management .

8.2 Social Services : Education (Pgs.145-154)

· The expenditure on Social Services, especially education, in the post reform period of the nineties in the backdrop of the constitutional provisions, plan objectives and policy changes and resources available is studied here.‘Education’, is in  the concurrent list and the responsibility of both centre and states figuring in the budgets of both. As per the Constitution, elementary education is to be provided free for all by the Government.

· Education for all has figured among the priorities set by the different plans, from the first to the tenth. The Tenth Plan, acknowledging education for all to be one of its primary objectives, announced the launching of the ‘Sarva Siksha Abhiyan’

· Analysts are of the opinion that social services expenditures including education, health, housing, urban development and social welfare has declined considerably during the first few years of reforms. For instance education expenditure for the states decreased form 21.08 percent in the pre reform period to 19.70 percent of total revenue expenditure during the reform period.

·  Tulasidhar (1997), reviews percapita expenditures on social services for three categories of states:- poor states of Bihar, Madhya Pradesh, Orissa, Rajasthan and Uttar Pradesh, middle income states of Andhra Pradesh, Assam, Karnataka, Kerala, Tamil Nadu and West Bengal and Rich States of Gujarat, Haryana, Maharashtra and Punjab, finds that the poor states’ social service expenditure has declined much more in the nineties, than those of the other categories, impacting severely on their human development.

· The national policy on education (1986) emphasised elementary education, especially free elementary education. A review of the state government expenditure on elementary education in the post reform period of 1991-95 shows –(a)as a proportion of NSDP, five states out of fifteen major states recorded a lower expenditure than the average for the fifteen states. (b)as a proportion of total revenue expenditure of the states, nearly half of the major states had a lower proportion than the average for the fifteen states. 

· By 1995-96, the proportion of  primary students enjoying free education in the states ranged from 54 percent to 96 percent, with Assam at the top with  95.1 percent and Haryana at the bottom with 54.10 percent and an all India average of 76 percent.; middle school students enjoying free education in the states ranged from 51 percent to 93 percent indicating dropouts, due to decreased expenditure. This is supported by the average household expenditure per student. (National Sample Survey, 52nd round 1995-96) ranging between Rs. 501 and Rs. 915 for primary and middle school education. Even in the poor States (Tulsidhar’s classification) referred to earlier, Rs. 450 to Rs. 550 on average per student per household is spent. Coupled with the dwindling public expenditure on education it will impact negatively on Human Development on the region, affecting  the development of these States.

Education Budget 

· Successive versions of the national Policy on education, ever since 1968, have  resolved that around 6 percent of GDP should be invested in education. By the end of 1999, only 3.8 percent of GDP was spent on education. Despite its high priority in the national agenda, centre’s share in education expenditure has been relatively less although it increased from 6.8 percent in 1980-81 to 11.1 percent in 1995-96. 

· A large proportion of this expenditure at both the centre and the state level has been on the revenue account, categorised under the non-plan category. In 1991-92, Non Plan Expenditure on education was  91.44% of the total, decreasing  to 88.09 percent in 2000-01 (BE).

· Contrarily, in capital account, the share of plan expenditure on education (99.06% of total) is relatively higher than non-plan expenditure (0.9 percent 1.5 percent of total). Revenue expenditure is higher than Capital expenditure which is relatively small and declining. In 1991-92 capital expenditure accounted for 1.60 percent of the total expenditure (Revenue + Capital). It declined to 0.80 percent in 2000-01 (BE). Low capital expenditure on education affects the quality of education in terms of inadequate provision for equipment, furniture, libraries etc.

· Similarly for all states, non plan expenditure increased from Rs. 15617.1 crores in 1991-92 to Rs. 50462.41 in 2000-01(BE) i.e. by Rs. 34845.31 crores and plan expenditure on education increased from Rs. 1737.79 crores to Rs. 7272.42, i.e. by Rs. 5534.63. This seems woefully inadequate with a decadal variation of 21.34 percent in population during this period, the entrants into the school age group has also increased.

· Another dimension to the public expenditure on education lies in the intra sectoral allocations, which have favoured the higher levels of education rather than the crucial elementary level. Even the various commissions on education appointed from time to time have been asked to focus on higher education despite the priority accorded to primary education. Analysts fear that this  preponderance of higher education in India at the expense of elementary education has marginalised the weaker and poor sections of society further. In the nineties, however  the intra sectoral allocation seems to have changed slightly in favour of elementary education in the states, except  in West Bengal, Punjab and Andhra Pradesh..

· Total education expenditure as a proportion of GSDP, in Maharashtra, Andhra Pradesh, Karnataka, Tamil Nadu and Kerala. ranges between 2 to 3.6 percent, which is much lower than the  3% recommended for elementary education alone.  Kerala  has consistently recorded higher percapita expenditure on education and the share of education in social service expenditure has been higher than that of the other states, as reflected on its higher literacy and educational growth rates. Analysts feel that, this achievement in social services sector is at the cost of economic growth, and the root cause of the fiscal crisis faced by the state and propose a retreat of the state from this sphere with measures like closing up ‘uneconomic government schools’ and encouraging private investments. While others have noted that squeezing expenditure on education and other social service sectors may ultimately affect economic growth through its impact on human development.

· Tamil Nadu, launched  “elementary education movement” in the year 1999-2000, giving special attention to children belonging to economically backward sections. It aims at improving the quality and quantity by expanding the services to cover all the school age children, opening new schools and upgrading existing ones, with in one kilometer of their residence. It continues to run supplementary nutrition programmes like the midday meal programme for improving  enrollment and retention in schools.

· Andhra Pradesh, has also launched special programmes like ’Back to School’, Vidya volunteers scheme etc under Janmabhoomi programme to improve access and quality and expand elementary education in the late nineties.

· While other southern states have been involving in and committing themselves to, improving social services and education, Kerala having a significant record in social services, is being advocated by analysts and experts to withdraw or retreat from its commitments in the sector as a way to resolve its fiscal crisis.

· Such a withdrawal has to be gradual, accompanied by social mobilisation in terms of NGO and local community participation advocated in the ninth and tenth plans, vigorously pursued and monitored to plug wastages and leakages.

8.3 : General Services -Administrative Services (Pgs 155-159)

· Salaries and allowance of Government employees, is an important area of concern in State Finances. Between 1991-92 and 1999-00, the administrative expenditure has increased from Rs. 7809 crores (9.06%) to Rs. 24424 crores (10.05% as a proportion of total expenditure).  As a proportion of States own revenue they decreased from 19.73 percent to 18.59 percent in the same period.  As a proportion of total revenue receipts, it increased from 9.69 percent to 11.93 percent during the same period.

· This shows that the increasing administrative expenditure is being covered to a lesser and lesser extent by the states own resources than other receipts. But relative to the rise in interest payments, during the same period, from Rs. 10944 crores to Rs. 45269 crores the increase does not appear to be steep. Dr. Rakesh Mohan’s analysis shows that expenditure on Government servants has grown at a lower rate than the GDP growth rate.

· There are interstate variations in the Administrative Expenditure, but commitments on Grant-in-aid for salaries of employees of educational and local body institution are common to most states. While only a few of the State Governments have linked the salary scale of their employees to the Central Government pay scales and their finances came under serious threat with the acceptance of the recommendations of the Fifth Pay Commission by the Central Government, as pointed out by J.L.Bajaj. The impact of revision, placed at Rs. 20,000 to Rs. 30,000 crores, likely, to be faced by the Government of Uttar Pradesh, Madhya Pradesh and Maharashtra would affect the finances already riddled with high revenue deficit, fiscal deficit and debt stock as also a higher quantum of employees.

· The down sizing of employees, as a measure to control administrative expenditure needs to be selective with particular attention paid to the responsibilities of the various organs, proper man power planning to improve the efficiency and efficacy of the services provided by the Government is needed. Andhra Pradesh fiscal strategy paper, reveals that the pay and allowances has steadily increased from Rs. 1231 crores in 1990-91 to Rs. 4470 crores in 2000-01(BE) despite the decrease in number of employees. The grants in aid in salaries has increased from Rs. 1056 crores to Rs. 3620 crores, while pensions increased from Rs. 358 crores to Rs. 2179 crores in the same period.  In 1994 Andhra Pradesh Government introduced legislation to regulate employment in public enterprises and Government departments with a programme for restructuring them.  The impact of these on the establishment cost does not appear to have been significant, although the ratio of establishment cost to states own revenue improved due to increase in state’s own tax and non-tax revenues, from 85.7 percent in 1990-91 to 74.8 percent in 2000-01 (BE)

· In Maharashtra, in 2000-01 the total salary bill of the State Government took away 60.93 percent of revenue receipts. The total pension liabilities amounted to Rs. 2657 crores. According to Ashok Lahiri, the State Governments wages bills has gone up by 2 to 4 percent of their respective GSDP’s during the nineties. The increases was from 7.5 percent in 1991 to 8.9 percent in 1997-98 in the case of Uttar Pradesh, Rajasthan recorded increase from 5.5 to 8.4 percent between 1991 and 1999. In Orrisa the increase was from 8.4 percent in 1993-94 to 11 percent in 1998-99.

· In the present times of violence it is not surprising that the police expenditure in the nineties rose from Rs. 3981 crores to Rs. 14490 crores i.e. from 56.71 percent to 59.73 percent of Administrative Expenditure. In the State like Andhra Pradesh and Maharashtra, not only has the police expenditure increased, but special assistance is being provided to meet naxalite problems. Important issues here are-(a)the growing unemployment levels (b)increasing disenchantment among the youth. (c)the consequent increase in crime rate and militant activity. (d)whether the States can radically downsize in this context and retreat?  Therefore  a balanced approach covering all sectors of the economy is feasible.

CHAPTER -IX: PROBLEM AREAS IN PUBLIC EXPENDITURE  (Pgs. 160-192)

9 . 1  :  Leakage and Wastage (Pgs. 160-714)

· The Objectives of Growth with ‘Social Justice’ and ‘Poverty alleviation’ have been sought to be achieved through planned development in terms of - high economic growth and all round development percolating to the weaker and marginal sections; vigorous anti-poverty and employment programmes for identified target groups and  according high priority to social expenditure on education, health, family welfare, water supply and sanitation, nutrition, housing, labour and employment, welfare of SC/ ST’s  and OBCs.

· From the VI Plan, specific plan allocations for Rural Development, as a head of development, and increased allocations for social services were made. Increasing allocations and the large scale of implementation led to growing concern over efficacy of expenditure and avoidance of wastage and leakage in implementation.

· Main feature of the poverty alleviation and employment generation schemes in the self employment category is a provision of package of assistance consisting of subsidy or margin money provided by the Government and a loan provided by the bank or credit institutions for acquisition of productive assets by the beneficiaries; some schemes included training and special packages for women.  A 1990 Government of India evaluation of these schemes revealed that a poor individual beneficiary without any skill or experience could not achieve income security.

· The wage employment schemes for tackling short term seasonal unemployment suffered from the  targeting errors of inclusion of non poor and exclusion of a significant proportion of poor in many states and frequent shift in focus between employment generation and  asset creation. A total of 5 million households were provided assistance under IRDP and related schemes with an average of Rs. 18000 per beneficiary household by 1998-99 and nearly 40% of this assistance was by way of Government subsidy.

CAG Evaluation

· CAG’s performance audit of JRY and EMS programmes in 25 states reported short comings in critical areas of targeting, inadequacy of resources, as also insignificant employment generation and fictious reporting of employment generation and asset creation.

· CAG reports that out of a total allocation for CSS employment schemes of Rs. 50715 crores, the Union and the States spent Rs. 48,821 crores from the Fifth Plan (1977-80) to the Annual Plan (1998-99)

· For the ten year period of 1989-99, JRY and EAS expenditure accounted for Rs. 41,090 crores. Of which CAG found, a diversion of Rs. 2178 crores to other activities and Rs. 1747 crores to personal deposit accounts, a non utilization of Rs. 754 crores and an excessive administrative expenditure of Rs. 14.5 crores, providing only 7 to 21 days of work under JRY and 9 to 18 days of work under EAS for Below Poverty Line employment seekers.  The crux of the matter according to CAG is the routine manner of implementation impervious to lags and bottlenecks in execution and unverifiable out puts.

· The important points that emerge are- (a) the change of focus in employment generation and other CSS schemes resulting in confusion and inefficiency at the implementation level as also dilution of verifiability of the quality of execution, (b) the multiplicity of controls by Central Government, State Governments and local bodies diluting both efficiency of physical implementation and financial accountability. (c) Dual sources of funding burdening the field staff with administrative responsibilities of coordinating fund release eating into their field execution time. 

· Much of what is perceived as wastage could be the resources absorbed not only by intermediate agencies but also increasing overheads on the salaries and travel of officials and members of the innumerable committees.

Public Distribution Scheme

· PDS is an important scheme directed towards poverty alleviation through provision of food security. CAG (Reports 3 of 2000), comments that PDS has substantially contributed to the containment of rise in food prices and ensured access of urban consumer to food.

· The PDS in 1999, encompassed a total of 4,55,055 fair price shops catering to 19.12 crore ration cardholders of which 7.20 crores were below the poverty line. The procurement operations cover 11 crore operational holdings handling 15 % of the total available rice and wheat. The scheme costs about 0.5% of GDP and 6% of Centre’s Revenue.

· With a view to reduce subsidies under PDS, in 1997 Government of India modified the scheme to targeted PDS.  CAG (Report 3 of  2000) reports that 18 out of 31 states and Union territories have not completed the necessary identification and listing of families Below the Poverty Line and even where it was completed ration cards were not provided to a significant proportion of BPL families adversely affecting the offtake from PDS, lifting of stocks from FCI and state government agencies.

· Analysts observed that wherever the policy of delivery of food grains at the door steps of Fair Price Shops (FPS) is there leakages at the FCI godown level (first level) is minimal; in those states where the FPS dealers have to lift the stock at their own expense leakages at the first level are high and often the food grains do not reach the village.  The leakages at the second level, due to bogus cards, diversion of quantities not taken by card holders by the FPS dealers are due to the lower margins and income of these dealers, according to the analysts.

· Analysis reveals that, PDS despite its weaknesses had managed to provide food security in its universal application. Misconceived efforts to reduce budgetary burden of food subsidy through higher food grain prices has resulted in reduction in offtake, higher storage costs and wastage of food grains due to storage problems. Thus universal application of PDS sans implementation bottlenecks may be the more effective solution.

9 . 2  : Intra State Disparities and Political unrest (Pgs. 174-180)

· Existence of intra regional disparities is an acknowledged fact.  The popular perceptions, policy and programme responses in different states to this needs attention. Andhra Pradesh, Karnataka, Maharashtra have faced agitations stemming from local discontent. The official responses have been in the form of study teams and area development boards like, Malnad area development board, Hyderabad-Karnataka area development board, Telengana and Rayalseema Development boards etc.

· Similar discontent in Tamil Nadu and Kerala have not led to agitations. In Tamil Nadu the official response has been to bifurcate and trifurcate large districts to create more manageable districts while in Kerala area development boards have been created to deal with the issue.

· NCAER, South India Human Development Report, 2001, commenting on the inter district variations in levels of development in different sub regions in the Southern States, points out that Telengana is the least developed sub region in Andhra Pradesh. The Telengana agitations, demanding a Telengana State started in 1969 leading to the constitution of area development board and specific allocation of plan funds for the same. In 1973, a counter agitation for a separate Andhra State started with the supreme courts upholding the formulae of employment for ‘locals only’ in the Telengana area,  assuaged by a six point formula dealing with services, and provision of a separate development fund. Resurgence of Telengana Movement for a separate State has brought to the fore issues of efficacy of public expenditure programmes in achieving inter and intra regional balances in growth.

· In the case of Maharashtra the formation of a Vidarbha backlog removal and development forum in 2001is estimating the backlogs in allocation of development funds to the region. The official committee estimates that the backlog in allocation of irrigation funds to the region is Rs. 4265 crores (as per the 1994 rates) when the estimated cost was Rs. 50,000 per hectares.  Maharashtra Government has decided to accept the committee’s report in principle and proposes to raise funds through bonds for irrigation development corporations constituted separately for Vidharbha, Marathwada and Konkan areas.

· In Karnataka, in May 1980, a committee was constituted to study the backward area of Hyderabad- Karnataka region and it recommended in 1981, (a) the establishment of a statutory board to formulate plans for the region, (b) Setting up a development corporation to execute these plans. The State Government in response constituted in 1992, a fullfledged area development board to implement the development plan.and a high power committee to monitor the development of the region was setup. In 1994 Institute of Social and Economic Change (ISEC) seminar, reviewing the development in this region, concluded that the region had remained economically and socially backward despite conscious efforts by the State Government to develop the region.

· The NCAER South India Human Development Report observes that the northeastern districts of Karnataka are the most backward with regard to social as well as economic indicators. The area development boards have not been able to achieve the expected success and have met with resistance from environmental and local groups in same districts.

· It would appear that, for the most part, the problems of Andhra Pradesh, Karnataka and Maharashtra which inherited areas form the old Hyderabad State, is a historical legacy of the old feudal regime.

· Kerala State represents another dimension of the development scenario. Its 14 districts exhibit high social development but rather low economic indicators. Of the total, four districts have been classified as better-developed, six districts as medium developed and five districts as less developed by the NCAER Study.

· In its budget of 2001-2002, Kerala Government, announced the constitution of (a)Coastal Area Development (b) Hill-Area Development authority with a preliminary provision of Rs. one crore each. The success of this move, in the light of the experiences of similar moves by Karnataka and Andhra Pradesh seems doubtful.

· The regional developmental aspirations and their political manifestations, thus seems to be simmering just under the surface, erupting now and then under the influence of events elsewhere in the country like the formation of Uttaranchal, Jharkhand, and Chattisgarh districts.

· This move will no doubt add to the expenditure on administration, but also fragment the resource base of the States. This needs to be averted especially in view of the fact that decentralization of effective resource allocation and use, for various sectors at the micro level has already been mooted in terms of the provisions of 73rd and 74the Amendments.

9 . 3  : Devolution to Local bodies (Pgs. 180-184)

· The emphasis on felt needs of the people and local participation as the key elements in formulation of plans and programmes has been the continuous refrain of five year plans, but have been translated into action with varying degrees. Different concepts of this decentralization have held centre stage and exited during the last five decades, without any of them being given time and scope for getting fully operationalised in the different states.
· Devolution to local bodies, has assumed importance in the light of 73rd and 74th Amendments enacted in 1992, according constitutional status to the municipalities and panchayats to make them a permanent feature of the third tier of Governance in the Country,  leading to effective decentralization and use of resources.  To speedup the devolution of power, functions and finances to the local bodies, Planning Commission appointed a committee in 1996. But the State Governments have been dragging their feet in this regard.
· Analysts like Bohra, Bandhopadhyay, have observed that the assignment of functional responsibilities at Gram Panchayat, Panchayat Samities and Zilla Parisherd levels have not been uniform among the states as common selection criteria have not been used. There is a need for a clear policy and operative statement with regard to plan formulation by the local levels; the policy regarding panchayat finances needs to be clearly defined vis a vis those of DRDA and other existing agencies, as also Government funded NGOs. The multiplicity of agencies as also schemes at the local level need to be streamlined for better co-ordination and efficient functioning.
· The Tenth Finance Commission (1994) recommended a total grant of Rs. 5380.93 crores for local bodies in four equal installments starting from 1996-97. The Eleventh Finance Commission recommended a grant-in-aid of Rs. 8000 crores to panchayats and Rs. 2000 crores to municipal bodies for the period 2000-05.  The local bodies grants made by all the states together, in 1990-91 was only under non-plan account amounting to Rs. 1015.52 crores. rising to Rs. 5057.63 crores in nonplan account and Rs. 66.91 crores in plan account in 2000-01 (BE) indicating a general increase in aid to local bodies in the nineties.
· The Tenth Plan approach paper, suggests that the Finance Commission awards and other development funds for local bodies should be given to the States only when such powers as envisaged are transferred to the local bodies by the State Governments concerned so that effective decentralization is achieved. It recommends that the local bodies should be empowered to raise some revenue on their own to reduce their exclusive dependence on the other tiers of Governance as also to discourage their heavy leaning on the higher levels of Governance. Measures like, strengthening of accountability of the local bodies, through evolution of code of conduct for elected members, simplification of rules and transparency in procedures, ensuring proper audit of finances have been recommended by the approach paper.
· With the changing philosophies of Governance at the national level, Institutional changes and sub national and sub state levels have implications for the flow of funds between the different levels as also the quality of public expenditure at these levels. The situation at present is still transitional and fluid with settled pattern get to emerge with different experiments of decentralization taking place in different states. These changing trends will add a new dimension to the public expenditure management in the states in terms of posing severe challenges in the flow of funds from the state to the sub-state levels than have been experienced in the Centre State devolutions.
9 . 4  : Falling levels of Fiscal Marksmanship (Pgs. 184-189)

· The procedure of Budgeting is designed to provide parliamentary control and administrative accountability to check falling levels of fiscal marksmanship. Budget, as recommended by Godbole committee, needs to be reformed towards greater clarity and transparency by publishing a simpler version of the budget with key issues and made freely available to the common man. Publishing of a ‘Budget in Brief’ a simplified version by some states and the Planning Commission and RBI  presenting various budget details with functional classification are steps in the right direction. 

·  To make legislative control of budgets more effective, the budgetary composition needs to change. The ‘committed’ expenditure accounting for over 60 percent of the consolidated funds and 80 percent of the revenue receipts limits the scope for modification of budget by the legislatures.

· An important aspect of the budget is the difference between the Budget estimates presented in the Parliament/Legislatures and the revised estimate and the actuals, both in case of receipts as well as expenditure. This impinges upon the legislatury control compromising the role and discipline of the budgetary mechanism on expenditure.

·  The estimates of tax revenues by the State Government could at times be affected by unforeseen changes, but other sources of revenue could be more accurately estimated, as such errors on the part of the Government affects several sectors seriously. Like in the case of Andhra Pradesh which first took recourse to ways and means advances and overdrafts to the tune of Rs. 7756 crores and later during the year resorted to freezing of expenditure to the tune of Rs. 3035 crores to crucial sectors of water supply, sanitation, housing under social services and rural development under economic services.

· Article 205 of the Constitution, provides that variations in expenditure, particularly excesses are to be regularised by the departments explaining the reasons for such occurrences to the Public Accounts Committee of the legislature. In a number of cases however the procedure has not been followed and huge amounts have not been regularised and expenditures were incurred for which provisions were not made either in the original estimates or in supplementary demands according to CAG. For avoiding lapse, and surrender budgetary provision not likely to be used, the state departments, CAG reports, have been drawing funds and keeping them under deposit outside the public account to report utilization during the year. 

· Wastage of capital expenditure in terms of lower provision for O &  M expenditure resulting in deterioration of the quality of capital assets created, sometimes requiring reinvestment are some of the issues concerning the weaknesses flowing from the calculated disregard of budgetary propriety and legislature conventions that need to be addressed as part of the reform process to achieve financial security.

Chapter ES 9 . 5  : Fading Standards of Accountability (Pgs. 189-192)

· One of the important areas of concern in the fiscal crisis of the States is the need to plug leakages and wastages and use the resources available efficiently. Fading standards accountability assume importance here. The financial control and audit, both of the Centre and State Governments have been designed to control leakages and wastages in government transactions.

· Several of the articles in the Indian Constitution like Articles 112, 202, 77(3), 166(3), 266 to 292 etc, clearly set down rules and procedures for Central and State financial transactions. These along with the scrutiny of Government accounts and audit provided under article 148 (1) of constitution make for checking  of wastage and leakage at different levels. The CAG as envisaged, in the financial framework, is expected to critically review the effectiveness of Governments revenue mobilisation and expenditure management envisaging the accountability of the executive to the parliament for the way in which public monies are handled by the concerned Governments. Rules and procedures are drawn up in detail, indicating the manner in which these audit reports are to be taken up by the Lok Sabha and State Assemblies for scrutiny and discussion.

· While this is the framework as per the Constitutional provisions, the ground reality is that, Audit instead of being looked upon as a valued ally, bringing to the notice, procedural, technical and other lapses and irregularities, errors of judgement, negligence or intents of dishonesty, is looked upon as some thing alien in the nature of impediment. Many public account committees have not discussed the audit reports for several years and Government and legislatures have generally ignored the audit reports.

· Analysts feel that fraud, waste and corruption are on the increase in many states because of :- (a)poor state of accounts and audit by the State Government audit officers. (b)archaic treasury system, (c)lack of specialisation in the audit department (d)the audit departments lack of direct contact with the public either to publicise the discrepancies and frauds it has traced nor to seek suggestions from the public to tackle the same. (e)the unintelligibility of the CAG reports to the common man unfamiliar with jargons and accounting procedures.

CHAPTER   X    FISCAL REFORMS AND THE FUTURE  (Pgs. 193-207)

10.1: Reversing Fiscal Crisis. (Pgs. 193-198)

· Our Study establishes clearly the nature and pace of deterioration of State Government Finances in earlier chapters. An important fact that emerges is that the Governments of the Southern States and Maharashtra under study here, have announced corrective steps in their white papers/strategy papers.

· Government of Maharashtra’s  white paper in December 1999, acknowledging the fiscal deterioration indicated that over a period of five years, the revenue deficit would be wiped out with a yearly reduction of 20 percent. The steps announced for this purpose included reduction in interest payments, salary and related expenditure from 73 percent to 50 percent of the revenue receipts over the next five years through review of the norms of Grant-in-Aid to institutions, right sizing of the Government departments, Zilla parishads and State PSUs and restricting the borrowings to investments. Setting up of a three member board for financial and managerial restructuring of State PSUs, constitution of expenditure priority committee and Expenditure reform committee under the chairmanship of the Chief Minister are some of the other measures of Government of Maharashtra. Maharashtra Government appointed Dr. Godbole committee, to look into the budgetary aspects for bringing in greater transparency and easy comprehension, submitted its report with a number of recommendations to make the budget user friendly in December 2000. 

· Andhra Pradesh has been publishing white paper on state finances since 1994. This exercise in February 2001 included sector specific strategy papers apart from a fiscal strategy paper and was circulated for discussion in the legislature and among the enlightened public. The fiscal strategy paper admitted that the worsening of the fiscal situation due to various reasons resulted in a higher level of debt (24.16% of GSDP) than the average for all states (21.5 percent of GDP).  The paper emphasised the need to reorient the mix of public expenditure from, low priorities and inefficient applications to key social and developmental priorities by increasing capital investments from the present level of 1.3 percent of GSDP to 2.2 percent of GSDP in the mean term and to 2.4 percent of GSDP by 2004 and by reducing power, rice and other subsidies from their level of 1.5 percent of GSDP to 1.2 percent of GSDP by 2005. Fiscal strategy paper announced a ceiling of 9 percent of GSDP for Government guarantees to PSUs and co-operatives, and the adoption of Zero based budgeting, improvement in accounting procedures and performance measurements. All these relevant measures, however are yet to be put into practice.

· Karnataka, in July 2001, announced a medium term fiscal plan for the period 2001-02 to 2004-05 and indicated that this will be followed by a fiscal responsibility bill. The various measures announced were- (a)reduction in budgetary support for PSUs and closure of unviable  PSUs, (b)to cut implicit and explicit subsidies for transport and electricity sectors, (c)stop borrowings by Krishna Bhagyajala Nigam and Karnataka Niravari Nigam, (d)to shift to long term low cost borrowings World Bank & Asian Development Bank.  Targets set for the terminal year 2004-05 are (a)transformation of revenue deficit of 1.49 percent of GSDP in 2000-01 to a surplus of 0.40 percent of GSDP, (b)reduce fiscal deficit from the percent level of 3.66 percent to 3 percent of GSDP, (c)reduce consolidated fiscal deficit form the present levels of 5.44 percent to 3 percent of GSDP, (d)reduce overall debt stock from 32.65 percent to 31.03 percent and stabilise it at that level, (e)increase capital expenditure form the present 1.66 percent to 2.41 percent of GSDP.  The Medium Term Fiscal plan also covers tax reform, expenditure reforms and management, levy of user charges and PSU reforms and administrative reforms. The plan is sharp it its focus with clear goals. Implementation is yet to begin.

· Tamil Nadu Government, brought out a white paper on state finances for the period 1996-2000 in August 2001, seeking political consensus on fiscal correction programme to be adopted. The white paper notes all the key issues relative to the financial predicament of the state and attributes it to increase in the salaries, pensions, loans and interest payment liabilities, as also the unsustainable subsidy regime and the decline in the state’s share in central taxes from 20 percent (1992-93) to 16 percent (1999-2000)  and has announced measures to increase its revenues, reduce the unabridged deficit, maintain tighter control over expenditure, encourage small savings and revise user charges and other fees collected for various public services.  A cell has been constituted to analyse the implications of shifting to a value added tax regime and has announced its decision to act on the recommendations of the committee on PSUs reporting a total accumulated loss of Rs. 2292 crores eroding completely the States Government share capital of Rs. 1298.

· Kerala released a white paper on state finances noting its alarming deterioration, almost on the verge of bankruptcy in June 2000. It noted the decline in capital expenditure in the nineties and the increasing liabilities. The white paper could identify resource mobilization option for only Rs. 1435 crores and proposed austerity measures to save Rs. 975 crores. For enhancing tax collections rationalisation and simplification of tax structure was proposed for improved tax compliance. Small savings collections were proposed to be stepped up from Rs. 876 crores in 2000-01 Rs. 1200 crores in 2001-02.. Revision of the fee structures, in some areas, to increase non-tax revenues by Rs. 275 crores were also proposed. Power supply tariff was proposed to be revised for all categories of consumers by 60 percent. Intention to adopt zero-based budgeting was also announced. 

· All in all, the Southern States and Maharashtra have realised their fiscal position and have proposed changes to arrest its deterioration. The implementation will require political will and possibly a rescue mission form the centre.

10.2:  Cost recovery and subsidies (Pgs. 198-207)

· An important issue in the fiscal consolidation in the nineties is the emphasis on reduction of subsidies and recovery of costs incurred in the provision of services, as also the retreat of the State as a provider of services and the privatisation of the same.

· Planning in India has been committed to raising the income and standards of living of the people; the public sector was to take initiative in the provision of services to raise the  standards of living of the people. Social and economic services have been basically designed around equity consideration rather than economic/financial ones. Over the decades the role of state and public sector has changed from predominant presence in the fifties to restructuring and retreat from some areas in the eighties to a major withdrawal and privatisation in the nineties, as the state finances slid from surpluses to deficits to financial crisis. The plan documents through the decades depict this policy/philosophy shift. The nineties witnessed privatisation of public utilities like power, water supply, infrastructure etc., and restructuring of public enterprises and disinvestment in PSUs, marking the retreat of the state. These measures have met with popular and user resistance to the tariff revision involved. 

· The approach paper to the Tenth Plan, has spoken of the need for a new development policy to make a break from the past despite this. In this new policy framework reduction of subsidies and cost recovery measures assume importance in public expenditure management. In 1994-95,  the Aggregate Govt. Subsidies (centre and  States) amounted to Rs. 1,36,844 crores (14.35 percent of GDP) of which 70 percent of the subsidies were borne by the States. In 1993-94 a study of 15 major States, revealed a subsidization higher then the cost recovery. The overall recovery rate for social and economic services taken together was only 5.81 percent of the total cost incurred. Out of a total states subsidy of Rs. 73,100 crores, 28.7 percent covered the merit group of elementary education, public health, sewage, information and publicity, welfare of SC, ST and OBC, labour and nutrition, while the balance of 71.3 percent was claimed by the non-merit subsidies. The percapita subsidy increasing with increase in percapita income and the non-merit subsidies rising at a faster rate. But the recovery rates in non-merit services increased with increase in percapita income.

· Government of Andhra Pradesh in its while paper of 1996, classified sudsidies into 3 categories (a) direct or transparent, with clear identification of beneficiaries and explicit budgetary allocations. (b) indirect or hidden subsidy due to non recovery of user charges. (c) subsidized loans to co-operatives, public undertaking, housing loans to individuals. Analysis revealed that the direct subsidies increased from Rs. 416.49 crores in 1991 to Rs. 805crores in 1993-94, reaching Rs. 1322 crores in 1995-96. The indirect subsidy cost to the state budget increased from Rs. 882 crores in 1991 to Rs. 2506 crores in 1995-96. The twin subsidy pressures on the State Finances identified were - the direct subsidies pushing up the revenue expenditure and the indirect subsidies freezing non-tax revenues.

· Government of Andhra Pradesh measures in this regard are- (a)increase in issue price of rice and redefining the target group to of PDS reduce rice subsidy, (b)revising power tariff for various categories of consumers, (c)reducing the subsidies in public education. The crucial areas of irrigation rates, subsidized power supply to agriculture, involving the highest non-merit subsidy according to the State Government, have not been included in this exercise. With the options for improving state finances boiling down to either the paring down of expenditure on service provision and privatisation of services, or improving non-tax revenues, especially by the levy of user charges and cost recovery on a range of services, the latter option is preferred by the Andhra Pradesh Government, which notes that if the quality of services are improved users can be persuaded to pay commensurate charges.  Andhra Pradesh Government’s decision (preamble to G.O.No 170, Finance and Planning Department of 2001), recognizes the need to make system more user friendly and cost efficient and allows the departments concerned to moblise their own resources and retain with them the amount so collected to improve the services. The departments included in the detailed procedural instructions are police, irrigation, sports, technical education, medical and public health, water supply and sanitation, information and publicity, labour and employment, crop husbandry, animal husbandry, fisheries, forest, industries and tourism.

· In Maharashtra, the high level of subsidies amounting to Rs. 9607 crores in 1993-94 consisted of only 30 percent of merit subsidies. The percapita subsidy is Rs. 1157 crores. In the Budget for 2000-01, a decrease  in the water rate for sugarcane growth in lift irrigation schemes (from Rs. 1900 per hectare to Rs. 950 per hectare), although irrigation schemes were executed with loans carrying high interest of 17 to 18 percent.

Food Subsidy

· Analysis reveals that while Maharashtra operates a relatively smaller scale of PDS than Andhra Pradesh it suffers from a higher cost of leakage; the poor, in Andhra Pradesh receive the substantially higher subsidy than the poor in Maharashtra ; rural Andhra Pradesh suffers from wastage due to errors of inclusion of non-poor  in the distribution of substantial subsidy; Administrative actions to streamline the PDS is not yet forthcoming.

· Broad indicators of cost recovery like the ratio of non-tax revenues to non-plan revenue expenditure in respect of social services (education & health) and economic services (irrigation & road) for the 90’s, computed by RBI, cannot provide the true measure of either the cost or the extent of its recovery, as for instance, the non-tax revenue and non-plan expenditure taken for education, is booked under education, sports, art and culture. Of these, educational facilities can confer benefits to individuals, but expenditure on sports, art and culture tend to be more on infrastructure and administrative services in these sectors.

· In another analysis of state budgets from 1990-91 to 1998-99, defining cost recovery ratio, as the ratio of cost recovered form the beneficiaries to the total cost incurred on each of the budgetary services provided by the state governments and subsidy as the difference between the cost recovered and cost incurred, in the provision of services, concludes that the combined recovery rates of general services, economic services and social services has declined from 14.22 % to 12.12 % in Andhra Pradesh and 13.01% to 11.91 % for all states. States cost recovery rates, in the period , 1990-91 to  1998-99,  came down from 19.65% to 14.36% for general services and  from 2.10 % to 1.93% for social services. While  for economic services it went up from 20.59 to 23.43 % for the same period.

· Cut in the flow of subsidy benefits to the non-poor, defined as middle and high income groups and higher user charges for higher income slabs can improve the recovery from 1.5 percent to 44.54 percent in Andhra Pradesh alone. The administrative difficulties in implementing the above suggestion makes a simple system of nominal charges, universally applied and efficiently operated more pragmatic. For different sectors different approaches to cost recovery are needed as in some cases it is far easier to relate the services provided to the costs incurred, while in others it may not be so. In some, beneficiaries can be easily identified and charges levied, while in common public services it may be a little more difficult. In economic services, the O & M cost and benefits vary from service to service, as also between different sub categories within the same service category. Political pressures, and lobbying have kept rational/optional pricing policies at bay for most of the services.

· The Tenth Finance Commission observes-“ … most states have preferred the softer option of letting services deteriorate rather than improving their spread and quality by realising economic returns on investment in these areas and deploying additional resources for these purposes”. State governments have however realised, in the wake of their financial crisis, that the revision of rates and tariffs in power, irrigation and other sectors are long overdue. Andhra Pradesh Government’s example of making public, costs involved in the provision of subsidies and move towards higher charges may be a step on the right direction.
CHAPTER   XI   SUMMING UP AND SUGGESTIONS (Pgs. 208-220)

· The persistent fiscal challenges faced by the Centre having spread to the States, the Finance Ministry at the Centre has taken a more active role in redefining the modalities of arranging discretionary transfers as also inducing the states to adopt fiscal and budgetary reforms appropriate to their specific situation. Several State Governments have realised and acknowledged the poor state of their fiscal health in the NDC meeting of 1999

· The Reserve Bank of India has started monitoring its ways and means advances (WMA) to the states carefully. Reserve Bank of India constituted an Advisory Committee to consider the rationalisation and revision of the limits of ways and means advances to the states in 1998. Recommendations of this committee covering both special and normal WMAs to the states included- (a)raising the limit from Rs. 2234 crores to Rs. 3685 crores for all states specifying different limits for 23 States, (b)a ceiling on overdrafts and a restriction the number of days the states could operate overdrafts to 20 working days in a quarter. As suggested by RBI a Consolidated Sinking Fund for the States to retire debts, introduce flexibility in market borrowing and timing their access to market has been set  up. 

· The Department of Expenditure of the Ministry of Finance at the Centre has taken initiative in introducing MOU with 14 State Governments to restore financial viability of electricity boards to rationalise electricity tariff.

· In 1998-99 Union Budget, a task force to examine the question of elimination of plan and non plan distinction in the Budget and to make recommendations for a functionally viable and more focussed presentation of Government Expenditure in the budget. Union Government announced in its budget of 2000-01 announced its intention of carrying out structural changes in the composition of Central Governments expenditure and effect economy in non-plan revenue expenditure with greater vigour, simultaneously improving the quality of plan expenditure. The expenditure reforms commission constituted by it has submitted its report in respect of six ministries, but the implementation is slow and reluctant. 

· The fiscal responsibility bill, introduced by the Centre in Parliament in December 2000, sought to reduce the fiscal deficit to 2 percent and completely eliminate revenue deficit in the next five years. A critical examination of the bill shows that the ambitions are rather lofty and considerable operational problems limit the extent of implementation.

· The Eleventh Finance Commission felt that excessive attention to plan expenditure has resulted in a neglect of maintenance of past projects classified as ‘non plan’. In pursuance of its additional terms of reference, the Eleventh Finance Commission, in order to encourage the state government to implement fiscal reforms in a time bound manner recommended setting up of an incentive fund, consisting of 15 percent of the withheld portion of the grants recommended by EFC. This has been set up by the centre. The release will be based on a single monitorable fiscal objective of a minimum improvement of 5 percent as a proportion of revenue receipts in their revenue deficits each year till 2004-05.

Suggestions 

· There is need for state specific programmes of action , with a proper time frame, that maintains a balance between Economic, Social and Political value systems and factors operating at the ground level. 

· Tax performance and expenditure control need to be among the premium virtues attracting devolution and transfers of central resources for interstate disparities in central assistance to be relatable to identifiable difficulties in fiscal performance, paucity of natural resources, logistical problems of the states for making the fiscal reforms and discipline more effective and meaningful.

· Some of the measures announced like levy of User Charges, scrutiny of staff strength  with a view to restricting new recruitment, creation of surplus pool employees to redeploy surplus staff and use of Information Technology to promote efficiency in activities with large interface with people , could be equally applied to the State Governments.

· The states should immediately pay greater attention to fiscal integrity, audit and accountability, and regain for the system at least a part of the sanctity associated with obtaining legislative approval.

· Relationship between Macro Economic Management and Micro Economic Planning is important and that coordination within the Government agencies concerned with micro management should be given due importance.

· An improvement in the quality of budget preparation, with due attention to, and prior determination of inter se priorities of alternative claims for the ever shrinking resources of the state and Union Governments and improved quality of decision making is needed. Improving the presentation aspects of the budget can help improve the quality of legislative control, and monitoring of expenditure.

· The real improvement in fiscal health of the state can come about only by more detailed attention to the resources side, with studies of trends in tax and non tax revenue, and review of the existing frame work for cost recovery and reduction of subsidies.

· Mechanisms like Expenditure Finance Committee and Public Investment Board, which provide some degree of pre investment scrutiny of feasibility reports, now obtaining at the Centre and the time phasing of investments, with provisions in the budget matching the needs of approved projects need to be introduced in the States. Tightening of procedures relating to approval of revised costs estimates is an urgent necessity.

· The proposed project preparation facility at the Planning Commission can make a difference in due course, if the State Governments avail this facility in adequate measure. For its part the Planning Commission could consider training State Government employees in project formulation and appraisal. The proposed scheme of training could be implemented by the Planning Commission with expert faculty from authorities like the Central Electricity Authority (CEA).  

· Creation of a mechanism for concurrent audit and monitoring by a mutli-disciplinary group with representatives having administrative, technical and audit professional background need to be deliberated and decided upon.

· A constitutional cap on borrowings has become urgent. state governments appear to be getting encouragement to access directly International Financial Agencies. This needs to be curbed, for one of the major reasons for distortion of plan priorities and expenditure are the subtle dictations of these agencies. Constitutional and fiscal propriety both demand a firm decision in this area. 
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