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VOLUME - II
GROWTH AND BUDGETARY PERFORMANCE 

OF THE STATES 

IV  GROWTH PERFORMANCE OF  THE STATES
4 . 1    STRUCTURAL TRANSFORMATION

Policy measures and programmes of Public Expenditure to be reflected in the budget need to be guided by a more detailed analysis of the sectoral variations in growth , and intra sectoral examination of the factors responsible for annual changes in the growth rate. It is well known that the sectoral composition of the real GDP and the relative contribution of the three ,major sectors  have been marked by changes over time, reflecting  structural transformation of the economy as shown  below. 

TABLE 4 . 1  SECTORAL SHARES IN GDP


1980-81
1990-91
1997-98
1998-99
1999-2000
2000-01

Agriculture and Allied
34.5
27.5
26.7
26.8
25.5
24.0

Industry
23.2
25.9
22.7
22.0
22.2
21.9

Services
42.3
46.6
50.6
51.2
52.3
54.1


Note :The data for 1980-81 and 1990-91 are based on NAD with 1980-81 as the base year while the data for 1998-99 is based on NAS with 1993-94 as the base year.

It may be worthwhile to note that the review of data base and methodology for aggregation along with shift of the base year from 1980-81 to 1993-94 resulted in changes in the sectoral composition and upward revision of the GDP with implications for macro economic indicators like fiscal deficit, tax revenue, external debt, interest payments when indicated as a proportion of the GDP and used to assess the efficacy of policies formulated and implemented as part of economic reforms.

An analysis of the trend growth rates in real GDP and its sectoral components for the period 1993-94 to 1997-98  as per the Old Series with 1980-81 as base and the New Series with 1993-94 as the base year showed that the trend growth rate in Agriculture and allied activities was 2.1 % as per the Old Series and 3.7 % as per the New Series The CSO has indicated inclusion of activities like floriculture, backyard crops and marine fisheries as the reasons , and this could be accepted. Estimates for industry remained at 9.2 %  as per both the series . Estimates of GDP at factor cost were placed at  7.0  % and 7.2% in the old and new series respectively .

The growth rates of GDP at factor cost as per the Old and the New series for the later years of the nineties are shown below in Table 4.2

TABLE 4 . 2    - GROWTH RATES OF GDP IN THE NINETIES 

Year
GDP(at factor cost)





Old Series
New Series


1990-91
5.4
5.3

1991-92
0.8
1.5

1992-93
5.3
4.5

1993-94
6.2
6.0

1994-95
7.8
7.0


1995-96
7.2
7.3

1996-97
7.5
7.5

1997-98
5.1
5.0

1998-99
-
6.8

1999-00
-
6.4


Source: RBI, “Hand Book of Statistics on Indian Economy “-1999 and 2000 pp.
Rates of GDP growth by sector for the last seven years is shown below.
Table 4 . 3  GDP Growth By sector (in percent at factor cost)



1994-95
95-96
96-97
97-98
98-99
99-2000
2000-01(A.E)


Agriculture and allied sectors
5.0
-0.9
9.6
-1.9
7.2
1.3
0.9

Industry



9.2
11.8
6.0
5.9
4.0
7.5
6.1

  Of which

      Manufacturing
10.7
14.9
7.9
4.0
3.6
8.5
6.4

Services



7.0
10.3
7.1
9.0
8.3
8.7
8.4

   Of which

       Community , social and

        Personal services
3.3
7.9
6.2
12.2
10.9
10.0
7.6

Total GDP



7.0
7.3
8.5
5.0
6.8
6.4
6.0



A sectoral analysis of the Quarterly trends in the last two years , as compared to the first two quarters of the current year show varying rates of sectoral growth that have different implications for Government policies in respect of Agriculture , Food Production and Industry as also Public Expenditure Programmes. The estimates of growth rate in agriculture were not however encouraging owing to the impact of weather conditions later reports of agricultural and food grains production seemed to indicate that the problem was not with the level of production but with the post harvest operations of procurement by official agencies and transport to the consumption centres. This had implications for the fixation of minimum support price and procurement targets of the Food Corporation of India and their  distribution across the states as also for the determination of Issue Price for wheat and rice as part of the Public Distribution Scheme. 

Index of Industrial Production  show that the growth of Industry in the first half of the 2000-2001 was lower than the growth rate in the first half of 1999-2000, and officials were not sure whether the pick up noticed in the third and the fourth quarter of 1999-2000 will be repeated  in the later part of the 2000-01 and whether the onset of industrial recession  should be countered by stepping up government procurement expenditure and project investment to stimulate demand for industrial products. Reconsideration of customs and excise duties , with implications for revenue estimates and consequently on deficit management  also had to be considered. The services sector has shown consistent growth in the different quarters of 1998-99 and 1999-2000 and during the first two quarters of 2000-2001. This has made considerable difference to the GDP growth , claiming in increasing level of contribution to the aggregate GDP.This has led to questions on relative priority  to be accorded in plan formulation and investment planning to the Old Economy as against the New Economy . 

In the context of the structural transformation of the economy and the need for refining and speeding policy responses to sectoral problems , varied and different as they are, it may be useful if the examination of sectoral growth rates for different quarters  as available from provisional estimates of the CSO are supplemented by analysis of the Estimated Seasonal Factors published by RBI. impacting on 62 economic time series data classified into five major groups  namely (a) Monetary and Banking indicators (22 series)  (b) Whole sale price Index (17 series) (c) Consumer prices index for industrial workers (one series) (d) Index of Industrial Production (18 series) (e) External Trade (4 series)

There may be advantage setting up  inter departmental/ organisational  Economic Monitoring Group to gather and analyse data input from different agencies and place them before the Government’s Cabinet Committee on Economic Coordination to make a mid term assessment of economic trends around October  - November each year and take timely decisions on corrective steps if any required. This assessment may help in the formulation of the Macro Economic Statement proposed in the Fiscal Responsibility Bill. The present time lag between assessment of field conditions reaching the policy makers in Delhi and the necessary response time  for decision making needs to be reduced for even after the government takes a decision , it takes time for the policy response and expenditure decision to be carried to and felt at the field level.

4 . 2  GROWTH  PERFORMANCE  AND LEVELS OF DEVELOPMENT
Analysis of the aggregate growth rate data at the National level do not however bring out the difference in the growth rates in different states. There are problems in computing , and comparing the growth rates  for different states as the data are not strictly comparable owing to difference in methodology. The observation made on the performance of the States have to keep this in view.

In assessing the performance of the various states, official agencies have found it convenient to treat the special category states as a separate group and evaluate the performance of sixteen states, dividing them into further sub categories of (a) major states and smaller states. (b) High income, middle income, low income states (c) High budgetary deficit, low budgetary deficit and budgetary surplus states, depending on the purpose of the analysis.

While  attention has been focussed on Regional Imbalances , and Inter State Disparities in levels of development , since the beginning of the Planning Era  , and this attention has taken the form of criteria for public investment   including  weightage for location in backward areas  and the resultant infrastructural disadvantages,  the more recent emphasis on efficiency , and financial performance of public sector have tended to shift the attention away from  the earlier objective of balanced regional development . This policy shift , not very well articulated has to be kept in view , while reviewing the performance of states in the 90s.

LEVELS OF DEVELOPMENT
An important area needing attention from the point of view of management of public expenditure, is the extent to which the implementation of plans and  other programmes have been able to reduce the inter-state disparities and intra-state differentials in development. While analysts and policy makers have dealt with inter state disparities it must be admitted that the five decades of development planning have , while contributing to overall growth , have not been able to eliminate the inter-state differential in levels of development and rates of growth .The Approach Paper to the Ninth Five Year Plan drew attention to the evidence of deterioration of inter regional disparities in per capita income , and pointed out that “ some of the populous and less developed state have experienced growth rates which are lower than the national average”. (pg 7 Approach Paper to the Ninth Plan 1997).

The problems of Backward areas in the country and districts within the states have earlier received attention from policy makers and planners and have led to specially designed packages for accelerated development. Committees appointed by the Planning Commission on the eve of the Fourth Five Year Plan, like the B.D.Pande Committee on Dispersal of Industries (1968) , the Wanchoo Committee appointed by the National Development  Council (1968) had dealt with the problem of identification of backward areas or districts to provide incentives for industrial development and transport subsidies. The Committee on Backward Areas  (1972) headed by Dr.Sukhumoy Chakravarthy and the National Committee on Development of Backward areas (1978-81 ) headed by Sri B.Sivaraman , also dealt with the identification of districts for implementation of employment schemes .

In 1997 the Planning Commission appointed a Committee for identification of hundred most backward and poorest districts. This Committee headed by Dr.E.A.S Sarma paid attention to the problem of persisting backwardness in certain parts of the country. On the basis of indicators of (a) deprivation (b) Social infrastructure (c) Economic infrastructure , the Committee developed an aggregate measure of Backwardness and identified 100 districts spread in several states . These districts were 38 in Bihar , 19 in Madya Pradesh 17 in Uttar pradesh , 10 in Maharashtra 4 in Orissa , 4 in West Bengal , 2 in Rajasthan and 1 each in Haryana , Himachal Pradesh , Dadra Nagar Haveli . The Committee felt that the North eastern states  (consisting of Assam , Arunachal Pradesh , Nagaland , Manipur , Meghalaya , Mizoram and Tripura ) and the Jammu and Kashmir had certain peculiar problems of Backwardness and needed an approach different from other poor and Backward districts of the country. This aspect has been more than adequately covered by the Planning Commission and Finance Ministry , devising packages for special category states .

In 1999 the National Institute of Rural Development worked out Backwardness Index Social Development Index and Infrastructure Development Index for all states , and the Report observed that Uttar Pradesh , Rajasthan . Madhya Pradesh , Bihar , Orissa and Meghalaya  have shown high level of backwardness in all respects. The Social Development Indices  and Gender Development Indices presented in that study have also shown high level of interstate and intra state variations.

These attempts have highlighted and spread awareness of the problems without making any significant impact on reducing the levels of disparities or backwardness of areas in the various states. That socio demographic disparities continue to be persist  in all the major states has implications for Public Expenditure Management , for there are already signs of serious outbreak of crime and problems of law and order maintenance , which in their turn pressure leading to increased expenditure on police.

In an analysis of the problem of regional imbalances , its extent and reasons , S.N.V Siva Kumar and V.V.N.Somayajulu 1  have drawn attention to the efforts of the Planning Commission and the Finance Commission to bring about better balance in the levels of development among the states. Indicating the per capita aggregate revenue and capital expenditures of the states between 1956 and 1997 , the authors have pointed out that the per capita aggregate revenue and capital expenditures increased from Rs. 180 during the Second Plan to Rs. 1102 during the Fifth Plan and further to Rs.2058 in 1991 and Rs. 4332 in 1997 . The authors had taken the actual expenditures of the states during the nineties and divided them by their population .Analysing the per capita SDP at constant prices for the period 1980-81 to 1994-95 , and details of Tax Revenue , Non Tax Revenue , Capital Expenditure , Expenditure on Social Sector , Expenditure on Economic Services,Market Borrowings , Loans and Advances from Centre and Internal Debt , the authors have assigned Ranks to the States . In their view , “ After about four and a half decades of the implementation of Five Year Plans and the awards of Finance Commissions one finds no betterment in the position of some of the states . For instance the Per Capita Net State Domestic Product ( SDP) of Bihar is less than one third of Punjab while  Madhya Pradesh and Uttar Pradesh have about two fifths of Punjab during 1991-92” 

Analysing “Regional Disparities in Rural Development in India “ in a contribution to the Journal of Rural Development  L.M. Bhole and Abdul Shaban2 have used 17 indicators of development - (1) Per capital Net States domestic product at factor cost, (2) Number of working rural males per thousand rural population (July 1990-June 1991) (3) Number of working rural females per thousand of rural female population (July 1990-June 1991) (4) Rural male illiteracy rates (5) Rural female literacy rates (6) Average food graining production per capita in Kgs (1989-90 to 1991-92) (7) percentage of rural population below poverty line (87-88) (8) Rural Death rate (1990) (9) Rural infant mortality rate(1990) (10) Percent of rural children covered by pulse polio (92-73) (11) Percentage of rural H.H.S with access to safe drinking water facilities. (12) Percentage of rural HHS having toilet facilities (13) Percentage of rural HHS having electricity connections (14)Total housing shortage in rural areas (15) Area per post office (16) Number of rural Bank Offices- per lakh rural population  (17) Road length per hundred Sq. Kms. Reducing these 17 indicators to four principal components, and using principal component analysis, cluster analysis and other statistical method to measure inter state differential in Rural Development in India for 1991-92 the authors have pointed out  that inter state disparities are very high and  that at the aggregate level of development , Punjab is the most developed State followed by Haryana, Kerala and Karnataka. At the lower and the least developed State is Bihar followed by Orissa, Uttar Pradesh and Assam. 

Analysed in terms of Principal Component showing General, Social, Economic and Infrastructural Development, the authors place Kerala at the top, followed by Punjab, Haryana, Maharashtra and Tamilnadu and the least developed States are Bihar,U.P. , M.P, Rajasthan and Orissa. Analysis of the indicators in terms of Principal Component showing agricultural development and lower infrastructural development, the authors place Punjab at the top followed by Haryana, M.P., Karnataka and Andhra Pradesh. In this category Kerala is at the bottom followed by Assam, Bihar, Orissa and West Bengal.

Analysis with higher negative loading for female employment and higher positive loading for the per capita food grain production shows Punjab at the top followed by Assam, Haryana, West Bengal and U.P. In this category Tamil Nadu  is at the bottom followed by Andhra Pradesh, Orissa and Karnataka. Analysis in term of lower mortality rates and higher density of post office, M.P. is placed at the top, followed by Kerala, Rajasthan, Assam and Karnataka. In this category Maharashtra is at the bottom, followed by Uttar Pradesh, Tamil Nadu and West Bengal.

In a special article  Dr. N.J.Kurian 3 has made a comparative analysis of the emerging trends in fifteen major states which together account for 96 percent of India population  in respect of some key parameters which have an intrinsic bearing on social and economic development particularly gender and equity issues. The author has analysed the Demographic Characteristics , Social Characteristics the structure and magnitude of state domestic product and level of poverty , the disposition of state government expenditure  in developmental and non developmental categories for the years 1980-81 and 1995-96 , the sectoral distribution of Eighth  Plan Outlay , Resource Transfer from Centre to States , Disbursal of Financial Assistance by All India Development Institutions , the spread of commercial banks and credit deposit ratios and levels of development of infrastructure in irrigation , electricity , transport and telephone and has concluded that interstate economic and social disparities in India have been increasing inspite of various governmental measures. The author’s analysis places the  fifteen states  two groups, with the Forward Group  consisting of Punjab , Haryana  , Gujarat . Maharashtra , Andhra Pradesh Karmataka , Tamil Nadu and Kerala and the Backward Group consisting of Assam , West Bengal, Bihar , Orissa , Madhya Pradesh  , Uttar Pradesh and Rajasthan . Significantly , the Forward Group of states accounting for 42 % of the national population  are located in the western and southern parts of the country and the Backward group accounting for 54 per cent of the population are in the eastern and northern parts. The Special Category states account for barely 3-4 percent of the population. 

A study titled “ Attracting Investment in North India – Agenda for Competitiveness” conducted by the National Council of Applied Economic Research for the Confederation of Indian Industries , and focussing attention on six states ( Jammu and Kashmir ,Punjab , Haryana , Himachal Pradesh , Union territories of Delhi and Chandigarh and Uttar Pradesh ) points out that the northern states  have not been managing their finances well during the decade , and that a comparison of the growth performance of different regions during the 1980s and 1990s show that the western region , with Goa , Maharashtra and Gujarat have been able to step up its growth rates from 5.7 per cent in the Eighties to 6.6 Per cent whereas the growth rate of the states in the Northern Region declined from 5.6 % in the Eighties to 4.5 per cent . The NCAER observed that “ The high growth performance of  India in the mid nineties appears to entirely bypassed the northern region “ and points out that  growth deceleration and fiscal deterioration in the northern states was in conspicuous contrast with the states in the western and southern region.

A common point in all these studies and others , is that inter state disparities vary considerably depending on the economic or social indicators chosen.

It may be worthwhile to note that just as sectoral transformation of the National economy has made changes over time in the contributory shares of the three sectors in GDP similar structural changes in the state economies have to be taken onto account while assessing the performance.  C.P.Chandrasekhar and Jayathi Ghosh 4 have in their analysis of the Performance of the States in the 90s have pointed out that between 1993-94  and 1998-99 the states have recorded not only different annual rate of growth in the NSDP but also in Per Capita Domestic Product , and that the states which have undergone some degree of structural change in terms of reducing the share of the primary sector in the GDP have shown relatively better performance . 

The share of the three sectors in SDP of fourteen states in 1993-94 and 1998-99 shown in Table 4.3 and the annual growth rates of the SDP and Per Capita ,  shown in Table 4.4 indicate that the states like Karnataka Tamilnadu  and Gujarat which have reduced primary sector contribution to GDP in 1998-99 , as compared to 1993-94 , has shown higher annual growth rates in respect of SDP and per capita SDP . It is however difficult to establish , on the basis of available data , that there is a causal relationship between reduction in the share of primary sector in the GDP and rate of growth of the State Economy. That the boom in the services sector prompted by Information Technology can be sustained over long periods is still to be established.

TABLE  4.-4   SHARE OF SECTORS IN STATE G.D.P 5


    1993-94


1998-99


Primary
Secondary
Tertiary
Primary
Secondary
Tertiary


Andhra Pradesh
37
17
46
33
19
48

Assam
48
13
39
44
14
42

Bihar
48
16
36
38
19
43

Gujarat
26
30
44
35
30
45

Haryana
43
24
37
36
25
39

Karnataka
40
22
38
30
26
44

Kerala
30
20
50
27
20
53

Madhya Pradesh
43
20
37
38
20
42

Orissa
45
15
40
41
14
45

Punjab
48
19
33
41
22
37

Rajasthan
37
21
42
41
20
39

Tamil Nadu
27
29
45
22
25
53

Uttar Pradesh
40
17
43
37
19
44

West Bengal
36
21
43
33
21
46


TABLES – 4 . 5  GROWTH RATE OF G.D.P. BETWEEN 1993-94 AND 1998-99 5


Annual Rates of Growth (Percent).

                                       State GDP 
Per Capita


Andhra Pradesh
5.43
4.0

Assam
2.56
0.78

Bihar
4.6
2.91

Gujarat
8.33
6.52

Haryana
5.75
3.52

Karnataka
8.09
6.37

Kerala
5.95
4.72

Madhya Pradesh
4.16
2.04

Mahrashtra
6.69
5.00

Orissa
4.39
2.98

Punjab
4.58
2.62

Tamil Nadu
7.25
6.25

Uttar Pradesh
4.43
2.18

West Bengal
6.92
5.17



The data of different indicators on growth performance show that while attention on economic performance during the reform period is focussed at the All India Level, leading to expression of satisfaction and some what misleading applause for the reform measures, detailed analysis show, as argued by C.P.Chandrashekar and Jayathi Ghosh that “there are very important regional differences  not only in the per capita  income of the different states, but in their patterns of growth over time, and especially in the recent period.” Chandrashekar and Ghosh argue that “this should be examined periodically, not only because the regional variations themselves change over time, but because it turns out that there are very quite standard misconceptions about the relative performance across different States, and further the analysis are based on data which  are either out dated or not borne by actual experience.”

Prof. P.R.Brahmananda 6 has analysed  the trend of overall and per capita income growth, yearly growth rates and index of real income of 15 major states during the era of Reforms and has classified them into top performers, middle performers and poor performers. The Tables 4.5 and 4.6 indicate the statewise Annual Growth Rates of State Domestic product and Real Income .Dr.Brahmananda observes that   the 1990s were the period in which the State Governments reaped the cumulative effect of the past schemes programmes and policies in respect of Growth Population control , employment and efforts at poverty eradication .Deriving estimates of growth rates by adopting a log linear approach Dr. Brahmananda covers the various states and places Gujarat on the top followed by Maharashtra , Karnataka, Tamilnadu which have enjoyed more than five percent per capita growth rates of real income from 1990 to  1991. In terms of performance , arranged in a hierarchical order , the states that follow are Kerala , West Bengal , Haryana , Punjab and Andhra Pradesh. Further down in the order in terms of performance come Bihar , Orissa , Madhya Pradesh , Assam , Rajasthan and Uttar Pradesh. 

For determining the relative shares of the states in the resources to be transferred from Centre , the Eleventh Finance Commission has used a criteria of population , per capita GSDP, Tax GSDP ratio and index of fiscal self reliance  worked out as an average of  1994-95 , 1995-96 and 1996-97 and apart from this , Eleventh Finance Commission has also adopted an index of Social and Economic Infrastructure  worked out by T.C.Ananth , K.L.Krishna and Uma Dutta Roy Choudhry , “ Measuring Interstate Differentials in Infrastructure ”. This index brings out the differences in the levels of development of the various states  and places state like Goa , Punjab, Kerala, Tamilnadu ,Haryana  Punjab , Maharashtra .

However these indices can serve only to explain the varying levels of performance in specific  sectors , and all these , on the whole confirm that the different levels of development and different degree of performance by the State even during the earlier period continue in the nineties. It is in this context that one finds the search for socio economic indicators of performance somewhat relevant.

TABLE   4 .  6 ANNUAL GROWTH RATES
                                                                                                                                                                         (In Per cent)


States
1990-91
1991-92
1992-93
1993-94
1994-95
1995-96
1996-97
1997-98
1998-99
1999-2000


I. Top Performers

1. Maharashtra
4.50
-0.31
15.12
11.03
4.93
9.92
6.99
0.30
9.88

NA

2.Gujarat
1.48
-8.26
32.18
-3.16
21.80
4.11
11.59
0.71
4.70

NA

3.Tamil Nadu
8.33
2.67
5.16
8.72
10.98
7.79
7.60
5.90
4.07

NA

4.Karnataka
0.73
12.71
2.32
7.45
8.14
6.50
10.91
4.30
10.75

4.50

II. Middle Performers

1. Kerala
7.56
1.96
7.21
10.94
3.96
2.79
7.10
6.56
5.60

NA

2.West Bengal
5.26
7.83
2.98
7.27
9.30
5.66
7.66
6.32
 7.08

7.02


3.Haryana
10.45
2.06
-0.03
4.51
7.59
1.84
11.67
1.40
6.00

NA

4. Punjab
1.90
4.53
4.72
4.37
4.33
3.25
7.69
1.97
                 NA

NA


5.Andhra Pradesh
1.56
2.53
-1.17
9.71
5.61
5.65
6.50
-1.70
11.05

4.95

III. Poor Performers

1.Bihar
9.48
-5.66
-5.92
2.42
3.98
-3.20
10.55
2.71
2.90

3.30

2.Orissa
-16.99
12.70
-1.69
6.44
4.27
5.24
-8.52
16.89
4.20

NA

3.Madhya Pradesh
14.21
-7.21
7.34
10.65
4.08
5.49
6.42
3.12
6.73

NA

4.Assam
4.26
4.41
1.01
3.90
2.32
5.39
3.51
2.67
1.82

NA

5.Rajasthan
15.69
-7.67
14.99
-8.15
18.01
-0.86
14.78
4.53
                  NA

NA

6.Uttar Pradesh
5.95
0.41
1.08
2.48
2.65
2.54
7.41
2.17
3.57

NA


Note: For calculating Growth Rates for 98-99 and 99-00, New Series (base : 1993-94) data has been  utilised.

Source: Compiled at IIE, Hyderabad  based on NSDP at Factor Cost (at constant prices)   Data from “Hand book of Statistics on Indian Economy”, RBI, 2000

TABLE 4 . 7 INDEX OF REAL INCOME(1990-91=10)

States
1991-92
1992-93
1993-94
1994-95
1995-96
1996-97
1997-98
1998-99
1999-2000


I. Top Performers

1. Maharashtra
99.69
115.13
125.35
132.94
145.78
157.15
165.01
174.58
186.98

2.Gujarat
91.74
121.26
117.54
143.16
149.05
166.32
167.50
175.37
N.A.

3.Tamil Nadu
102.67
108.00
117.40
130.30
132.60
142.70
151.10
157.30
N.A.

4.Karnataka
112.71
115.32
123.92
134.00
142.71
158.28
165.09
182.83
191.17

II. Middle Performers

1. Kerala
101.96
109.31
121.27
126.68
129.59
138.79
147.89
156.18

2.West Bengal
107.83
111.04
119.11
130.19
137.56
148.10
157.47
140.20


3.Haryana
102.06
102.03
106.63
114.72
116.84
130.48
132.30
140.20

4. Punjab
104.53
109.46
114.24
119.19
123.06
132.52
135.14

5.Andhra Pradesh
102.53
101.33
111.17
117.41
124.04
132.10
129.89
144.21
151.34

III. Poor Performers

1.Bihar
94.34
88.75
90.90
94.52
91.50
101.15
103.89
N.A.
N.A.

2.Orissa
112.70
110.79
1117.93
112.97
129.41
118.39
138.39
N.A.
N.A.

3.Madhya Pradesh
92.79
99.59
110.20
114.70
121.00
128.77
132.78
N.A.
N.A.

4.Assam
104.41
105.46
109.57
112.11
118.16
112.30
125.57
N.A.
N.A.

5.Rajasthan
92.33
106.17
97.52
115.08
114.09
130.96
136.89
N.A
N,A.

6.Uttar Pradesh
100.40
101.50
104.00
106.80
109.50
117.60
120.10
N.A
N.A.


Source-P.R.Brahmananda, “Reforms and growth in States – I, II, & III”,

The Hindu Business line, 17/06/2k, 24/06/2k  and 01/07/2k.

TABLE 4 . 8 - INDEX OF SOCIAL AND ECONOMIC INFRASTRUCTURE



States
Index


Andhra Pradesh
103.30

Arunachal Pradesh
69.71

Assam
77.72


Bihar
81.33

Goa
200.57

Gujarat
124.31

Haryana
137.54

Himachal Pradesh
95.03

Jammu & Kashmir
71.46

Karnataka
104.88

Kerala
178.68

Madhya Pradesh
76.79

Maharashtra
112.80

Manipur
75.39

Meghalaya
75.49

Mizoram
82.13

Nagaland
76.14


Orissa
81.00

Punjab
187.87

Rajasthan
75.86

Sikkim
108.99

Tamil Nadu
149.10

Tripura
74.87

Uttar Pradesh
101.23

West Bengal
111.25


Source : T.C.A Anant, K.L.Krishna and Uma Dutta Roy Choudhry (1999) Measuring Interstate Differentials in Infrastructure

SOCIO ECONOMIC INDICATORS
Attempts to measure socio economic development have resulted in the refinement of concept of development , identification of indicators relevant to each area of concern and construction of Indices to reflect not only Economic Growth , but also Social Development. One  must  draw attention in this connection to the construction by UNDP, of Human Development Index, which help to trace the linkage between material well being and social development identifying three critical elements. Access to income and assets needed for decent standard of living, Knowledge acquisition and Enjoyment of long and healthy life. 

Such analysis of development performance in terms of indicators broadly referred to as Human Resource Development (HRD) gained currency commencing with the contribution of Theodore Shultz,7 who in 1960 defined Human Capital in terms of five major categories. With further contributions from Hector Correa  (The Economics of Human Resources 1963) and F.K.Harbison , (Human Resources as Wealth 1973), the United  Nations Development Programme in its Development Reports8 enlarged this as the “ the process of enlarging the range of people’s choices , increasing their opportunities for education ,health care , income and employment , and covering  the full range of human choices from a sound physical environment to economic and political freedoms “ . this has led to  publication of Human Development Index with further refinement Human Poverty Index and Gender Related Development  Index for various countries according ranks .

The National Council of Applied Economic Research, in collaboration with Planning Commission and UNDP has attempted to develop the required database for preparing a human development profile for the country. While recognising that, “the Human Development Index’ though  superior to traditional aggregate indices such as GDP fails to reveal disparities among population sub groups and therefore has a limited role in deciding policy prescriptions for raising the level of human development”
In the Indian context  computation of HDI index for major states have been attempted by B.G.Jandhyala Tilak (1991) Human Development Index for India IASSA quarterly 10(2) ; A.K.Shiva Kumar, UNDP’s Human Development Index : A computation for India states , EPW Oct 22nd 1991 , and S.P.Pal and D.K.Pant , ‘An Alternative  Human Development Index , Margin Special issue Jan-March (1993) .  The scores and the ranks given by these Analysts are summaraised in Table : 4.9

Table : 4.9 Ranking of Indian States Based on HDI


Shiva Kumar
Tilak
Pal and Pant

States
HDI
Rank
HDI
Rank
HDI
Rank
Punjab
0.586
2
0.744
2
0.793
1

Kerala
0.651
1
0.775
1
0.769
2

Haryana
0.514
4
0.624
4
0.724
3

Maharashtra
0.532
3
0.655
3
0.711
4

Gujarat
0.465
8
0.566
5
0.678
5

Tamilnadu
0.483
5
0.508
6
0.652
6

West Bengal
0.457
7
0.436
8
0.641
7

Karnataka
0.475
6
0.502
7
0.639
8

Assam
0.372
10
0.256
10
0.608
9

Andhra Pradesh
0.397
9
0.361
9
0.589
10

Rajasthan
0.347
12
0.246
11
0.565
11

Madhya Pradesh
0.344
13
0.196
13
0.543
12

Uttar Pradesh
0.292
15
0.110
15
0.530
13

Orissa
0.348
11
0.224
12
0.529
14

Bihar
0.306
14
0.147
14
0.503
15


Source : B.G Jandhyala  Tilak (1991) “Human Development Index for India’ IASSA Quarterly 10(2).

A.K.Shiva Kumar (1991) ‘ UNDP ‘s Human Development Index : A computation for Indian States .” EPW  Oct 22.

S.P.Pal and D.K Pant (1993) “An alternative Human Development Index “ Margin Special Issue January – March Part –II.

Further analysis of HD index have been made by Paramjit  Dhindra ( Human Resource Development and Economic Growth in India – An interstate Analysis , Indian Economic Association 81st Conference Volume 1998 pgs 494-502)   NCAER , India Human Development Report , 1999. P.V.Sharma Inequalities in the quality of life , Indian Journal of Regional Science (Vol XXXI Number 2 , 1999 pgs 1-20) , K.S.Chalam  Human Resource Development in South India (Journal of Social and Economic Development July – December 2000 pgs 291-314.
While the main justification for construction of such indices of human development is argument that economic growth by itself measured by per capita GDP is an  insufficient indicator of the all round development of well being , the Human Development Report 2000, proceeded further to include , political and civil rights as another indicator of human development , as in its view “ Only with political freedom – the right for all men and women tom participate equally in society  -  can people genuinely take advantage of economic freedom” . At one level such refinement  appear to constitute intellectual refinement but risks involved in  uncritical acceptance of such  refinements of measures from the point of view of Public Policy formulation and Public Expenditure Management have been more than brought forward by the controversy attending on the draft of the HDR 2000. It may be mentioned that the draft report of the HDR 2000 evoked some controversy with economists questioning it as creating confusion among institutions financing development programmes like the World Bank.  Economists like Prof T.N.Srinivasan9 had questioned both the conceptual aspect as also cautioned  their implication for policy formulation 

It might be useful however to  take note of the status of development in Indian states , as reflected by HDI  In a Study entitled “Reducing poverty in India; options for more effective public services”  the World Bank has indicated State ranking from the highest (16) to the lowest (1) namely, Head Count index, (for 93-94), mortality rate in 1995 and literacy rates 1993-94. The Ranking of Sixteen  states are indicated below

TABLE 4 .10   STATE RANKINGS BY ALTERNATIVE INDICATORS OF WELL BEING



Head Count Indexa          Life expectancyb     Infant mortalityc
Literacy









Ratea

Total 
Rural
Urban
Male
Female
Male 
Female



Punjab
16
16
16
13
12
14
8
11

Andhra Pradesh
15
15
14
7
5
8
2
5

Gujarat
14
14
15
6
6
10
11
9

Kerala
13
11
10
14
13
15
16
16

Haryana
12
13
12
11
10
7
9
8

Rajasthan
11
10
11
4
4
4
4
1

Himachal Pradesh
10
12
13
-
-
-
14
14


Karnataka
9
7
7
10
7
9
7
7


Tamil Nadu
8
6
6
9
9
12
12
12

Maharashtra
7
5
4
12
11
13
15
13

West Bengal
6
9
8
8
8
11
10
10

Assam
5
8
9
-
-
5
13
15

Uttar Pradesh
4
4
5
2
3
3
3
3


Madhya Pradesh
3
3
3
1
1
2
5
4

Orissa
2
2
1
3
2
1
6
6

Bihar
1
1
1
5
-
6
1
2


Note: (a) 1993-94; (b) early 90s; (c) 1995. The ranking is from highest (16) to lowest (1).

Source: World Bank (1998)

While a plethora of data has been built upon inter state differences in development , attention to intra state differences have also been paid by analysts and policy makers .

Citing the data brought out by National Commission on Population ,covering  569 districts , Dr.N.J.Kurian (Economic Times 28th August,2001 pg.6 ) has analysed the data relating to 489 districts of 15 major states which have been classified into (a)  Forward Group of eight states Punjab, Haryana, Gujarat, Maharashtra , A.P,  Karnataka, Tamilnadu and Kerala, , (total 190 districts) covering 40 % of the population and (b) Seven states Assam , West Bengal ,Bihar , Orissa , Madhya Pradesh , Uttar pradesh and Rajasthan ( total 299 districts ) covering 55 % of the population and has argued that a large section still suffer from serious socio demographic backwardness . This is on the basis of a composite index constructed with 12 variables , which are (1) decadal  population growth for 1991-2001 (2) percentages of births of the order 3 and above (3) percentage of eligible couples using Family Planning methods (4) percentage of girls marrying below 18 years (5) sex ratio (6) Percentage of women receiving skilled attention during deliveries (7) percentage of children getting complete immunisation (8) female literacy rates (9) Villages connected with Pucca Roads , (10) coverage of drinking water and sanitation (11) per centage of births registered (12) percentage of deaths registered .According to Dr.Kurian , “ It is crystal clear that the two groups of states  are socio-demographically two worlds apart.There is hardly any district from the second group of states figuring in the top hundred , one from Assam  and one from W.Bengal only figure in the list . On the other hand thirteen out of fourteen districts of kerala and 28 out of 30 districts of Tamilnadu rank among the first hundred.While more than 90 % of the districts in Kerala figure in the first hundred   , more than 90 % of Bihar districts 70 % of Rajasthan District and 55 % of U.P are ranked below 400. 

While the analysis draws attention to the problems of persisting backwardness measured at the sub state levels  , it must be pointed out that such classification and ranking depend on the choice of variables .The above analysis appears to be highly weighted in favour of a large number of demographic and gender indicators , and could therefore be considered as indicative of only social backwardness . This finding  is only the converse of the finding of the E.A.S Sharma Committee which identified hundred of the most Backward and poorest districts from the infrastructure point of view.

The implications of Public Expenditure Programmes , formulated against the Back ground of the Economic Reforms  with emphasis on fiscal consolidation have been analysed  in the context of  their impact on indicators of Human Development in the Indian states, M.Ravallion ,and K.Subbha Rao 10 had in 1992 and S.P.Gupta 11 Sanjaya Baru 12 had referred to the implications of Structural Adjustment Policy on fiscal compression and Social Sector Expenditure . V.B.Tulsidhar13,  K.Seetha Prabhu and Others 14 have drawn attention to the sectoral implications of decline in budgetary outlays for social services in several states .

There has been a debate whether this decline commenced in the Eighties or much latter . Several of the sectoral  issues covering  food nutrition, health and housing , education , employment and income security , impact on vulnerable groups have been addressed as part of a study of a holistic perspective of social and economic security in India ,in a Volume edited by S.Mahendra Dev , Piush Antony , V,Gayathri and R.P Mamgain 15. The Volume , with all sectoral contributions taken together argues that unless the state prioritises social security a an integral part of Governance , lack of public demand and resource constraints will remain as convenient justification  for a abysmal performance of social security measures. The experience of states like Kerala and Tamilnadu reiterates  state sponsored public participation as an effective strategy in carrying out both promotional and protective social security measures with comparatively low levels of  economic growth and public expenditure .The contributions in this volume on the financing of social security measures , bring out that state governments emphasise one or two promotional social security programmes to the neglect of protective measures indicating the lack of an integrated perspective on social security , and advocate active interventions in the fiscal sphere for ensuring adequate financing of social security measures.

V BUDGETARY TRENDS IN THE STATES
5.1 PERSPECTIVES OF PLANNING COMMISSION, RBI AND FINANCE MINISTRY

Our review of the recent experience in “Management of Public Expenditure by State Governments”, has proceeded mostly in terms of time series financial and budgetary data for the period commencing with the eighties, and covering the nineties to against the back drop of the earlier period for a perspective view. It may however be not adequate, to come to grips with the problems of development administration in the states, or for formulating a strategy for improving the fiscal health of the state in the immediate future. We need to diagnose the problems of  flesh and blood that have clothed the skeletal frame work of government machinery at the Centre and the States.
It  is quite illuminating to reach back  into the earlier decade to gather an idea of the perspectives of (a) the Planning Commission which has a long time frame of several decades (b) the Reserve Bank of India which has a medium term view of the trends in the economy and (c) the Ministry of Finance which has a shorter budgetary time frame 

Planning Commission’s Perspective   The First Five Year Plan had, as far back as 1952, commented on the nature of problems faced, stating “the decline in the standards of administration which has taken place during the past few years points to the urgent need for carrying out administrative reforms. Important achievements stand to the credit of Central and State Governments and administration has taken large responsibilities, never the less it is true that numerous functions are now performed less efficiently than before. To some extent this is due to the fact that while the work falling to the administration has considerably increased, the strength of experience personnel  in public services every where has been depleted.” The Planning Commission identified three groups of problems in this regard and proposed measures for the strengthening and improving of the administration. 1
Fifty years later with the Governments in the States and Centre swearing allegiance to the new economic policy of reform, emphasising the retreat of the states from many areas of activity   the Approach Paper to the Tenth Five Year Plan, observes, “in many respects development policy in future must make a break from the past. The Government had over the years taken on itself too many responsibilities with the result that have not only marginalised individual initiatives but also succeeded in imposing severe strains on its financial and administrative capabilities. More  importantly in the face of momentous changes in the domestic economic policy in the last decade and an equally fast paced integration of our economy with the emerging global order, investment planning is no more the only, or the only predominant, or even the most effective instrument of perusing development. Planning has to necessarily go beyond undertaking mere budgetary allocations between competing sectors and regions. It has to address with greater regard, the need to release latent energies and stimulate private initiative in the various facets of our development process”.2 

Matching economic ambitions of the States and the Union and their capacities to mobilise resources as always been a difficult task for the government themselves, and even more for the Planning Commission, acting as a referee, and having to blow the whistle. Nearly 50 years back, the Second Five Year Plan of the Government of Hyderabad , indicated that as directed by the Planning Commission in the letter of 10th  September 1955, in its Second  Five Year Plan the size of the Second Five Year Plan  had to be revised downwards from 5050 crores to Rs. 4800 crores, of which the states share was Rs. 2214 crores and that of the centre Rs. 2586 crores. The Planning Commission felt that as a general principle, every ministry and every state government should secure economy and increase efficiency to the extent of achieving the reduction of 5% in expenditure without effecting the fiscal targets3. 

On August 10th 2001, the Planning Commission advised the Government of Andhra Pradesh (successor to the Hyderabad  Government, )that it should reduce the size of its Annual Plan (2001-2002) to Rs. 8378 crores from the proposed Rs. 8991 crores, and that the state should take urgent steps to reduce the burden of states exchequer, and pursue implementation of fiscal reforms in view of growing debt burden escalating public expenditure on subsidies salaries and pensions.4
Past experience has been that even after the Planning Commission has assessed the resources available to the Centre and the States and determined the outlays for Central and State Plans, realisation of these in budgetary terms has been difficult.  After little more than a decade’s experience in implementation of the First and Second FYP and three years of the Third Plan, the Planning Commission carried out a mid term appraisal of the Third Plan and placed it for the consideration of the National Development Council at its 20th meeting held on November 8th and 9th 1963. In respect of Public Finance, the mid term appraisal had observed that the total budgetary outlay have been increasing from year to year, and that “the excess of expenditure over revenue receipts as in all the years been met to a substantial extent through public borrowing, external assistance and miscellaneous receipts on capital account”5. Almost 37 years later “the Mid Term Appraisal of Ninth Five Year Plan published in October 2000 observed “the expected buoyancy in revenue receipts particularly that of Union Excise did not materialise where as growth in revenue expenditure of the Centre substantially exceeded the plan estimates ………the short fall in moblisation of  budgetary resources for the plan in the First Three Years has been off set to some extent through a larger recourse to borrowings than projected in the Ninth Plan. However increased borrowings have lead to excessive fiscal deficit beyond sustainable levels”. In respect of the states the Mid Term Appriasal of the Ninth Five Year Plan observed that, “only 44.4% of the projected resources have been moblised by the  States during the First Three Years of the Ninth Plan. There has been a massive deterioration in the contribution of “own funds” of the states to the plan resources and the additional resource moblisation (ARM) has been low. This has lead to dependence on increased borrowings to finance their plan” 6.

RBI ’s PERSPECTIVE  The Reserve Bank of India, as the nation’s banker, monitors developments in the field of currency and finance and takes a close look at the finances of the Union and State Governments as major influences in economic and financial developments.

After a little over 25 years of planning experience, the Reserve Bank of India in its Report on Currency and Finance for 1977-78 stated that “according to the revised estimates for 1977-78, the overall budgetary position of states shows an aggregate deficit of Rs. 290 crores in contrast to a surplus of Rs. 50 crores in the preceding year. Such a marked deterioration was the result of larger increase in aggregate disbursements than in receipts”7. With reference to state government finances twenty years later, the Reserve Bank of India observed  in its Report on Currency and Finance in 1998-99 that “the stress on the State Finances hinges upon the inadequacy of receipts in meeting the expenditure requirements, as has been evidenced by the structural imbalances manifested through the revenue deficits since the Mid Eighties. The long run structural character of the state finances is indicative of a uni-directional trend between the rate of growth of expenditures and receipts. However the rate of growth of expenditure has been higher than that of revenue receipts. The resultant gap between receipts and expenditure revealed that the revenue position could not support the total expenditure requirements. The resource gap has further worsened since the Mid Nineties when the revenue growth began to stagnate while expenditure growth accelerated. Constraint by the compulsions in meeting the large committed non plan expenditures, the States often resorted to financing non plan expenditure through cut backs in developmental expenditure.” 8
The RBI contrasted the pre 1986-87 position when the states generated surpluses on revenue account and released them for capital investment, with the post 1987-88 period when the state governments, facing revenue deficits, started diverting the capital receipts essentially high cost borrowed funds towards current expenditure and points out the resultant slashing down of investment programme. Reserve Bank of India views this as a structural weakness of state finances.    

Finance  Ministry’s view The Union Finance Ministry frames the Central Budget keeping in view the impact of its revenue mobilisation, and expenditure programmes on the economy, with short time frame. The Finance Ministry’s Economic Survey 1988-89 observed that “the overall budgetary deficit of states and union territories taken together in 1988-89 was Rs. 872 crores, 45% lower than the deficit of  Rs. 1583 crores in the revised estimates for 1987-88 but 56% higher than the budget estimates of Rs. 559 crores for 1987-88.9  Ten years latter the Economic Survey  for 1998-99 glosses over the numbers of state government finances and confines its observations to the rather less important implication of small saving collections for the fiscal deficits of the centre.  Perhaps, the picture was little too uncomfortable for the Finance Ministry.  However the position could not be ignored for too long. The Economic Survey 2000-01 published in February 2001 drew attention to the findings of the RBI Studies on State Finances regarding the increase in States debts to GDP  and the increase in the guarantees provided by the state governments and observed  that “the result of this fiscal deterioration is that states expenditure on social sectors have remained stagnant. There is little money for improving  reach and quality of educational services or of public health.”10 . It was in this context that the Union Finance Minister had to mention in his Budget speech “the poor state of the fiscal health of both the central and state governments”, and indicate that “along with fiscal consolidation at the centre, it will be our endeavor to work jointly with the states to reform their finances. Pursuant to the recommendations of the Eleventh Finance Commission, we have created Incentive Fund   Rs. 10607 crores  have been earmarked for next five years to encourage states to implement monitorable fiscal reforms. These reforms will essentially be the states’ own programmes, and considerable flexibility has been provided for individual states to decide their programmes”. Union Finance Minister announced a provision of Rs. 4243 crores for this incentive fund in the budget 2001-02. 

5 . 2  BUDGETARY TRENDS IN THE STATES
We had earlier taken a perspective view of State Finances with broad details of transactions on revenue and capital accounts indicating the overall balance between the various plan periods, and year wise details of the nineties1.  

The snapshots of 1980-81. 1990-91 and 1999-2000 given below, indicate the emergence of a large revenue deficit, with the revenue surplus  Rs.1486 crores  (0.13 % of 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. 

Table :   5.1  Budgetary Deficit



Receipts
Exp/Disp
Difference


1980-81

Revenue Account 
16294
14808
+1486

Capital  Account
5473
7856
-2383

Aggregate
21767
22664
-897

1990-91

Revenue Account
66467
71776
-5309

Capital Account
24693
19312
+5381

Aggregate
91660
91088
+72

1999-00

Revenue Account
214810
271611
-56801

Capital Account
101544
60144
+41400

Aggregate
346464
350766
-4302


The overall budgetary picture given in Table – 5.1 provides a bird’s eye view of the shifting patterns of Receipt and Disbursements ,Overall Balance  and the fiscal imbalance that emerged during 80s and 90’s. A more detailed view, with year wise breakup of the receipts and expenditure on the Revenue and the Capital accounts (Table-SA-1 and SA-2) as also the break up of Expenditure into Plan and Non Plan and Development and Non Development categories (Tables SA-3 and SA-4) indicate the nature of transformation ,undergone by the state finances.

The increase in gross fiscal deficit ( Table –SA-6), its decomposition (Table SA-7) and changing pattern of financing gross fiscal deficit, (Table SA-8) provide part of the picture, while the dwindling devolution and transfer of resources from the centre (Table SA- 4), and rising interest payment (Table SA-5) complete the picture.

While the aggregate figures of all states, year wise during the nineties, help us understand the sharp deterioration  in the finances of the States,analysis in greater detail, of year wise data of various components of major transactions in respect of individual states, indicate that  picture varies from state to state. 

TABLE : 5.2 OVERALL BUDGETARY POSITION OF ALL STATES GOVERNMENTS








(Rs. In Crores)















Items


1980-81
1985-86
1990-91
1995-96
1997-98
1998-99
1999-2000 RE













1
Aggregate Receipts


21872
46557
91313
180433
230237
262841
316421

A.
Revenue Receipts


16293
33424
66466
136803
170300
176447
214809


1
Tax Receipts

10405
21810
44586
99912
121640
128416
150095



a.
States' Own
6616
14551
30344
63865
81229
88995
105637


2
Non Tax receipts

5888
11613
21880
43890
48660
48031
647144



a.
States' Own
3265
5290
9237
22895
24437
24168
29633

B
Capital Receipts


5579
13133
24847
43630
59937
86393
101611



a.
States' Own
2257
4765
10872
24030
29166
46052
52085



b.
Loans from Centre
3022
8368
13974
19599
30771
40342
49526













2
Aggregate Disbursements


22770
44868
91242
177583
228135
266361
325634

A.
Developmental Expenditure


15961
31732
63369
114819
145268
164504
198322


1
Social Services

6601
14540
29960
57835
73520
86210
107680


2
Economic Services

9360
17192
33409
56984
71748
67905
78811

B
Non Developmental Expenditure


4289
9617
22600
55379
71767
86474
110137

C
Repayment of Loans to Centre


1458
2611
3996
4798
7095
9285
9647

D.
Discharge of Internel Debt


178
503
337
1055
1048
2567
2425

E
Others


884
404
938
1531
2957
3530
5102













3
Overall balance 


-897
1688
71.6
2849
2102
3519
9212


As noticed in Section III, the budgetary performances of the various state governments have been greatly influenced by the Fiscal Federal character of the Indian Constitution, and the Development perspectives provided for over five decades by Five Year Plans formulated by the Planning Commission at the National Level. Public Expenditure Management was guided by a frame work of objectives and growth targets to be pursued by state governments, in respect of their own plans, formulated with consideration of local needs of development, in addition to those in the Central Plan, covering Central Sector and Centrally Sponsored Schemes.

An important aspect of the Indian experience in development planning and programme implementation is the interactive roles of the Union and the States, in mobilising resources for both regular and developmental administration.  The size and pattern of tax devolution and transfer of resources from the Centre to the States have to some extent influenced the Management of Public Expenditure by the State Governments .In 1990-91 the gross transfers from Centre to the states covering State’s share in Central taxes , Grants and Loans , accounted for Rs. 40,859 crores (as much as 44.8 % of the Aggregate Expenditure of the States.) Net of repayment from States to the Centre, the transfer was Rs.31685 crores  (meeting 34.8 % of the aggregate expenditure of states.). By 2000-2001 , the quantum of gross transfer had increased to Rs. 139661 crores and net transfer to Rs. 100035 crores, meeting only a reduced share of 39.8 % and 28.5 % of the State’a Aggregate Expenditure. This aspect came for specific attention ,  with the Tenth Finance Commission suggesting an alternative scheme of devolution in which 29% of the Total Central Tax Revenues would remain the state’s share , frozen for a period of fifteen years , instead of fluctuating from one Finance Commission to another. The Eleventh Finance Commission on the other hand suggested that the amount involved by way of tax devolution , Plan and Non Plan Grants should not exceed 37.5 % of Gross Revenue Receipts of the Centre. 

It is not often realised that the maintenance of the stability of Indian democracy and Federation, has itself been a great achievement depending considerably on the meaningful cooperation between the Union and the States, for pursuing Economic Growth with Social Justice, Balanced Regional Development, and Self Reliance. This in itself is not sufficient. The planning era started, with a wave of rising popular expectation and fulfilling these expectation has been the main objective of public expenditure programmes of the Union and the State Governments. It is being realised , that curbing Public expenditure , purely from the point of view of fiscal consolidation , may affect the pace and pattern of economic development  , and attention to the sectoral spread and impact of expenditure programmes is essential to sustain the socio-economic objectives kept before the nation by the founding fathers of independent  India. 

It does appear that the crucial question in fiscal management in the future will rest on the balance to be maintained between the requirements of resources of both the Centre and the States which have come under increasing pressure from the Expenditure side with Tax and Non Tax Revenue proving inadequate to meet their respective needs .Nature of Resource Mobilisation and Quality of Expenditure Management  ,as part of  urgent measures of fiscal reform to be adopted , both at the Centre and the States have therefore become  vital imperatives for sustained economic growth. 

REVENUE ACCOUNT TRANSACTIONS 
The Revenue Receipts from both tax and non tax sources have been increasing in absolute numbers but as a proportion of GDP and their relative shares of states own tax and own non tax revenue in total revenue have been steady. (see table SA-1) States own tax/ GDP ratio increased from 5.3% in 1991 to 5.8% in 2000-01 while the total tax/ GDP ratio increased from 7.8 to 8.1%. In respect of states own non tax revenue, it is noticed that the ratio increased between 1990-91 to 1994-95 falling thereafter. The increase was very nominal, over the ten year period. 

TABLE SA1  -    STATES AGGREGRATE REVENUE RECEIPTS    - TAX & NON TAX  



Year
Total Tax Revenue (3+7)
Own Tax Revenue
Total Non Tax Revenue (5+8)


Own Non Tax Revenue
Total Revenue (2+4)
Shares in Central Taxes
Grants from Centre

1
2
3
4
5
6
7
8



1990-91
44586.00 
30344.80 
21881.00 
9237.20 
66467
14241.50 
12643.3


(7.80)
(5.30)
(3.90)
(1.60)
(11.70)
(15.60)
(13.90)

1991-92
52603.90 
35756.00 
27934.80 
12706.10 
80538.7
16847.90 
15225.7


(8.10)
(5.50)
(4.20)
(1.90)
(12.30)
(15.60)
(14.00)

1992-93
60448.00 
39868.30 
30643.00 
12883.90 
91091
20580.10 
17758.8


(8.10)
(5.30)
(4.10)
(1.70)
(12.20)
(17.20)
(14.90)

1993-94
68818.90 
46424.10 
36744.80 
15568.80 
105563.7
22394.8 
21176.00 


(8.00)
(5.40)
(4.30)
(1.80)
(12.30)
(16.60)
(15.70)

1994-95
80619.30 
55734.50 
41664.50 
21660.10 
122283.8
24884.7 
20004.40 


(8.00)
(5.50)
(4.10)
(2.10)
(12.10)
(15.40)
(12.50)

1995-96
92912.80 
63865.20 
43991.00 
22894.80 
136803
29047.6 
20995.80 


(7.80)
(5.40)
(3.70)
(1.90)
(11.50)
(16.40)
(11.80)

1996-97
106139.00 
71101.50 
46697.00 
23542.60 
152836
35037.8 
23154.70 


(7.80)
(5.20)
(3.40)
(1.70)
(11.20)
(17.30)
(11.40)

1997-98
121640.90 
81229.60 
48660.30 
24437.60 
170301.2
40411.2 
24222.50 


(8.00)
(5.30)
(3.20)
(1.70)
(11.20)
(17.70)
(10.60)

1998-99
128416.50 
88995.30 
48031.30 
24167.80 
176447.8
39421.2 
23863.40 


(8.00)
(5.10)
(2.00)
(1.40)
(10.00)
(14.80)
(9.00)

1999-00
150095.30 
105637.10 
64714.40 
29633.80 
214809.7
44458.2 
35080.60 


(7.70)
(5.40)
(2.30)
(1.50)
(11.00)
(13.70)
(10.80)

2000-01
176368.50 
125563.50 
68551.60 
31588.20 
244920.1
50805.0 
36963.50 


(8.10)
(5.80)
(3.10)
(1.50)
(11.20)
(14.50)
(10.50)










Note:Figures in Brackets In columns 2 - 6 are percentage to GDP








Figures in Brackets In columns 7 and 8  are percentage of State's Aggregate Expenditure










The details of individual state wise transaction on revenue account showing receipts and expenditure (Table –AS1) show that the rate of growth of revenue during the nineties was not adequate to meet revenue expenditure in respect of all major states except Rajasthan and the special category states. The Tax-GDP ratio of the states has improved from 4.2 % during the Seventies to 5.2 % on an average during the Eighties and further to 5.7 % during the Nineties The Average Annual Growth Rate of Tax Revenue of All States was 16.8 % during 1980-81 to 1984-85  , 16.2 % between 1985-86 and 1989-90 , 16.5 % between 1990-91 and 1994-95. This growth was however not adequate as the Non Development expenditure grew at 19.2 % 18.2 and 20.9 % during the corresponding periods with the result , that Development Expenditure got regulated and grew at Average Annual Growth Rates of 16.1 % , 13.7 % and 14.5 % during the corresponding periods. The State’s share in Central Taxes showed an increase during the second half of the Eighties , 17.6 %  between 1985-86 and 1989-90 , as compared to  11.5 % during the earlier period of 1980-81 and 1984-85   but the growth rate falling to 13.8 % during 1990-91 and 1994-95 place the states once again in some difficulty. The consequent increase in revenue deficit during the Nineties is brought out clearly in the following table 

TABLE : 5 . 3 TRANSACTIONS ON REVENUE ACCOUNTS – ALL STATES




(Rs,crores)


Year
Rev. Recpt
Exp 
Surplus/ Deficit


1990-91
66466.80
71775.80
-5309.00


1991-92
80535.70
86186.40
-5650.70


1992-93
91091.10
96205.20
-5114.10


1993-94
105563.70
109376.20
-3812.50


1994-95
122283.70
128439.90
-6156.20


1995-96
136803.40
145003.90
-8200.50


1996-97
152836.40
168950.30
-16113.90


1997-98
170300.80
186633.80
-16333.00


1998-99
176447.70
220089.50
-43641.80


1999-00
214809.60
271611.30
-56801.60


2000-01
244920.10
290622.40
-45702.30


Source : Compiled at IIE
The trend of increasing revenue deficit was common to nearly all the states with size of the gap fluctuating from year to year. The gap became more pronounced in the latter part of the 90’s , with nearly every state reporting revenue deficit in 2000-01 Regrettably even special category states started reporting revenue deficit except Arunachal Pradesh, Nagaland, Sikkim and NCT Delhi.    

An important aspect is that the state’s estimate of Revenue Receipts have not been achieved , with revised estimate showing  shortfalls compared to the budget estimates . RBI’s analysis of Fiscal Marksmanship , - reflecting the degree of accuracy between estimates and actuals show that the deviations have often been large between the actuals and not only the budget estimates but also the revised estimates. This is attributed to the dependence of states on resources outside their control like Central Transfers and Market Borrowings . It has been observed that “ the States in the Indian Federal setup have social and developmental responsibilities which are not adequately complimented by their resource assignments . Moreover the State’s ability to access External Sources of Finance has also been capped. This has led to a divergence between receipts and expenditure  of states”(RBI State Finances - Study of Budgets 1999-2000 pg 22) .Further , there has been in the late Nineties some uncertainty attributable  to the initial losses  on account of rationalisation and harmonisation measures being under taken as part of the process to introduce uniform  value added tax in all the states.The end result is the revenue receipts of states grew at 15.8 % in the Eighties and 14.6 % during the Nineties while total expenditure grew at 15.7 % and 51.1 % during the relevant periods , leading to greater divergence.

ADDITIONAL RESOURCE MOBILISATION 

Analysis of the estimated yield from additional resource mobilisation (ARM) by way of tax and non tax measures during the 90’s show that the states did make some efforts increasing the yield from Rs. 772.16 crores in 1991 to Rs. 1383.80 crores in 1994-95. After lower yields in the following three years, Rs. 948.9 crores in 1995-96, Rs. 684.40 crores in 1996-97 and Rs. 1012 crores in 1997-98, there was a sharp increase to Rs. 2969.60 crores in 1998-99 and Rs. 5599 crores in 1999-00. Non tax receipts which were rather low began to pick up in the late 90’s mainly on account of efforts in NCT Delhi, Rajasthan, Maharashtra, Madhya Pradesh, Bihar and Jammu & Kashmir.  The states which have sought to pursue ARM measures every year include Gujarat, Maharashtra, Kerala, West Bengal, while Karnataka , Madhya Pradesh, Punjab, Rajasthan and Tamil Nadu have attempted to raise resources in all but one or two years during the nineties.

Two significant factors emerged from the point of view of policy formulation and programme measures. As the RBI Study of State Finances 2000-01 shows, the fourteen states that had proposed ARM to the tune of Rs. 2677 crores in 2000-01, many have entered into MOU with the Central Government and availed assistance under the scheme for monitored fiscal reforms. In retrospect one may ask whether the terms of references to the Finance Commission in regard to bridging the gap between the revenue and expenditure of the states had any influence on the manner in which revenue estimates were prepared and realisation reported by the State Governments. It may be  noted that the transfers recommended by the Tenth Finance Commission did not envisage any revenue deficit grants to the states in the year 1999-2000 in the expectation that revenue deficits would disappear from the budget with better revenue effort and expenditure management. As the Eleventh Finance Commission pointed out this did not materialise and on the contrary there has been steady deterioration.  One needs to examine whether the unintended incentive in the terms of reference to and approach of the previous Finance Commissions for the States to indulge in fiscal prodigalism can be fully corrected only by MOU’s and the newly created Incentive Fund  for performance for monitorable fiscal reform programme. 

CAPITAL ACCOUNT RECEIPTS 
Analysis of  state wise details of receipts on the Capital Account (Table-AS2 All States) show that  the aggregate capital receipts of all states put together had increased from Rs. 24846.8 Crores with a net surplus of Rs. 5380.6 crores in 1990-91, to Rs. 43630.10 crores with a net surplus of Rs. 11050.3 crores in 1995-96, and further to Rs. 101543.78 crores with the surplus of Rs. 41399.4 crores in 2000-01. This surplus is rather deceptive and should infact cause alarm , the internal debt has increased from Rs.3264 crores in 1991 to Rs. 22228 crores in 1999-2000. The BE for 2000-2001 places it at Rs.26293 crores , marking more than eightfold increase during  the nineties. Likewise loan from Centre have also increased from Rs. 3974 crores in 1990-91 to Rs.49527 crores  in 1999-2000 . The BE for 2000-2001 place this at Rs.51893 crores . While borrowing has been increasing capital disbursements appear to be increasing at a much lower rate from Rs. 19467 crores in 1990-91 to Rs. 54023 crores in 1999-2000 , coming down as a percentage of GDP from 3.40 % to 2.80 % during the period. This is indicative of a tendency to use borrowed funds to finance revenue expenditure , instead for creating capital assets . 

The year wise details of capital receipts , internal debt , Loans from centre and Capital disbursements for the period 1990-91 to 2000-2001 BE are shown in the Table .

TABLE : SA 1C - CAPITAL RECEIPTS & DISBURSEMENTS                                     (Rs. Crores)


Year
Total Cap.recpt
Internal Debt
Loans From Centre

Cap  Disb
Surplus/ Deficit

1990-91
24847.00 
3264.00 
13974.00 

19467.00 
5380.00 


(4.40)



(3.40)


1991-92
27954.00 
5042.00 
13069.00 

22460.00 
5494.00 


(4.30)



(3.40)


1992-93
30073.00 
4731.00 
13100.00 

23129.00 
6944.00 


(4.00)



(3.10)


1993-94
28623.00 
5189.00 
14410.00 

25272.00 
3351.00 


(3.30)



(2.90)


1994-95
43738.00 
8741.00 
19253.00 

33114.00 
10624.00 


(4.30)



(3.30)


1995-96
43630.00 
7847.00 
19600.00 

32580.00 
11050.00 


(3.70)



(2.70)


1996-97
42891.00 
8214.00 
23782.00 

33819.00 
9072.00 


(3.10)



(2.50)


1997-98
59937.00 
10754.00 
30771.00 

41501.00 
18436.00 


(3.90)



(2.70)


1998-99
86393.00 
16085.00 
40342.00 

46271.00 
40122.00 


(4.90)



(2.60)


1999-00
101612.00 
22228.00 
49527.00 

54023.00 
47589.00 

(RE)
(5.20)



(2.80)


2000-01
101544.00 
26293.00 
51893.00 

60144.00 
41400.00 

(BE)
(4.70)



(2.80)


Note : Figures in brackets are percentage of GDP







5 . 3 TRENDS IN EXPENDITURE MANAGEMENT

By far the most important contribution to fiscal imbalance in the states have been on the expenditure side. This could be seen from the steep increase in total expenditure of state governments, over the last several decades . The total expenditure of Rs.70993 crores on revenue account during 1990-91 equals the entire revenue account expenditure for three decades from the  First Plan to the Fifth Plan periods . 

If the increases in the total expenditure of the states during the last two decades is staggering, the changes in the composition of expenditure is rather distressing. Between 1970-71 and 1999-00, Revenue Expenditure increased, as proportion of total expenditure from  65.52 % to 83.41%, while capital expenditure has sharply come down from 34.48%  to 16.59%. Similar increases in non development  expenditure has also be  witnessed .

TABLE : 5.4 EXPENDITURE  PATTERN


Year 
Total Exp 
Revenue Exp 
Capital Exp



Rs.crores
Rs.crores
Percent
Rs.crores
Percent




1970-71
5174
3390
65.52
1784
34.48


1975-76
10281
6967
67.77
3314
32.23


1980-81
22664
14808
65.34
7856
34.66

1985-86
44868
32770
73.04
12097
26.96

1990-91
91242
71776
78.66
19466
21.34


1995-96
177583
145004
81.65
32579
18.35

1999-00
325633
271611
83.41
54022
16.59


Percentages are share in total  Expenditure

The growth and pattern of State expenditures during the three decades highlight some major aspects of state finances , indicating that there has been increasing rigidities in the pattern . Some of these aspects to which attention has already been drawn by the Reserve bank of India 
and other analysts of Public Finance are (a) 
 Increasing share of Revenue Expenditure in total disbursements , with implications for economic growth , by restricting the resources available for capital outlays in major infrastructure sectors like irrigation , roads and transport as also social services.(b) the concentration of revenue expenditure , on non plan items like administrative services and meeting interest and debt service obligations (c) stagnation or sluggish growth in State’s economy, owing to state’s inability to invest adequately in Economic infrastructure with a consequent impact on the potential for growth of state’s own tax and non tax revenues.

As the EPWRF study observes , “ a disconcerting aspect of the Indian fiscal performance has been both the erosion in development momentum as reflected in a declining share of  development expenditure in total expenditure both at the Centre and State levels in the 1990s , but the erosion at the state’s level has been more moderate .” (EPW may 19,2001 pg 1750).

DEVELOPMENT AND NON DEVELOPMENT 
Analysed  in terms of development and non development categories it is seen that  while total expenditure went up from Rs. 5174 crores in 1970-71 to Rs.91242 in 1990-91 and further to Rs.325633 crores in 1999-2000 , development expenditure went up from Rs. 2428 crores in 1970-71 to Rs. 63370 crores in 1990-91 and Rs.198332 crores in 1999-2000  . Its share in total expenditure went up from 46.93 % in 1970-71 to 69.5 % in 1991 before coming down to 60.90% in 1999-2000. The share of non development expenditure increased from 24.8% in 1990-91 to 33.80% in 1999-00. 

TABLE SA-3  STATES AGGREGRATE DEVELOPMENT, NON DEVELOPMENT & OTHER EXPENDITURE








Year 
Develop
Non dev
Others
Total
% of GDP



1990-91
63370.00
22600.00
5272.00
91242.00
16.00


(69.50)
(24.80)
(5.70)



1991-92
74588.00 
27143.00 
6916.00 
108647.00 
16.60 


(68.70)
(25.00)
(6.30)



1992-93
80566.90 
32103.80 
6664.00
119335.00
15.90


(67.50)
(26.90)
(5.60)



1993-94
89387.60 
38019.60 
7241.00 
134648.00 
15.70 


(66.40)
(28.20)
(5.40)



1994-95
104347.80 
49556.00 
7650.00 
161554.00 
16.00 


(64.60)
(30.70)
(4.70)



1995-96
114819.40 
55379.90 
7385.00 
177584.00 
14.90 


(64.70)
(31.20)
(4.10)



1996-97
132007.70 
62095.40 
8664.00 
202767.00 
14.80 


(65.10)
(30.60)
(4.30)



1997-98
145268.40 
71766.90 
11100.00 
228135.00 
15.00 


(63.70)
(31.50)
(4.80)



1998-99
164503.50 
86474.40 
15383.00 
266361.00 
15.10 


(61.80)
(32.50)
(5.70)



1999-00
198321.80 
110137.10 
17175.00 
325634.00 
16.60 


(60.90)
(33.80)
(5.30)



2000-01
208332.40 
125484.30 
16950.00 
350767.00 
16.10 


(59.39)
(35.77)
(4.84)



Note: Figures in the bracket are percentages to the total






As the RBI Study of State Finances (1999-00) observed “Failure to contain expenditure has been accepted as a major reason for the fiscal woes of the state governments. While the development expenditure in absolute terms has been higher than the non development component, the latter has been rising faster through out the eighties and the nineties. In the eighties non development expenditure rose at an average rate of 18.7% as compared with 14.9% for development expenditure, while in the nineties the growth was even faster at 19.1% with a concomitant decline in growth in developmental expenditure at 13.7%.

One needs to note in this regard that the size of overall development expenditure of the states has always been higher than that of the Centre and that the difference has widened significantly in the 1990’s. EPW Research Foundations’s Review of State Finances observes that “in 1990-91 state development expenditure exceeded that of the centre by less than 10% but by 2000-01 it had exceeded by about 55%. What is more, in total government expenditure on social services the share of the state governments now constitutes over 86% while central expenditure accounts for less than 14%. 

EXPENDITURE IN MAJOR HEADS
Taking a closer view of the expenditure in Major Heads of expenditure categorized developmental and non developmental, in the more proximate period between 1990-91 and 1999-2000, one notices that the total developmental expenditure of all the states increased in absolute terms from Rs. 63370 crore in 1990-91 to Rs. 198322 crore in 1999-00 but as a percentage of GDP it came down from 11.1% to 10.1% in the relevant period. This fall is common to both direct developmental expenditure covering social and economic services, as also to loans and advances by state government in the various sectors. Between 1990-91 and 1999-2000 direct developmental expenditure increased from Rs.57815 crores to Rs. 186492 crores, even while falling, as a percentage of GDP from 10.2% to 9.5%. Of this, the expenditure on Social Services, which was declining slightly in the mid nineties picked up in the later years of the nineties, where as expenditure on Economic Services continued to decline as a proportion of GDP. Loans and advances, given by the state governments in the areas of housing, cooperation, crop husbandry, soil and water conservation, village and small industry are covered in this category.  While the developmental advances to this sectors, were marked by nominal increases from year to year, the advances to the power projects showed a significant increase from Rs. 3585 crores in 1990-91 to Rs. 5951 crores in 1999-00. 

With direct development expenditure in Irrigation Sector increasing  from Rs. 7113 crores to Rs. 19871 crores and that in Energy increasing from Rs. 1994 crores to Rs. 6914 crores during the same period, it appears that infrastructural expenditure was on the increase. The other areas of significant increase in developmental expenditure between 1990-91 to 1999-00 were water supply and sanitation from Rs. 1993 crores to Rs. 7782 crores Urban Development from Rs. 664 crore to Rs. 4033 crores and welfare of Scheduled Caste from Rs. 1909 crores to Rs. 6900 crores. Similar increase has also been noticed in agricultural and rural development, which accounted for over 35% of the expenditure on Economic Services. 

Within the broad category of total Development Expenditure the share of Social Services had gone up from 46.1% to 54.3%, while the share of Economic Services had gone down from 45.1% to 35.7%. This increases in budgetary attention to Social Services within the Developmental Expenditure category does not appear to be adequate to meet the continuing obligations of the State for promoting equitable development among different regions and sections of society. The 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.

A surprising aspect of the state expenditure programmes is that the provisions for and the expenditure on Science Technology and Environment turned out to be very low. The Revenue Expenditure on this was a bare Rs. 26 crores in 1989-90 and, despite all the emphasis on modernising society and government, the expenditure had just increased to Rs. 131 crores  in 1999-00. In contrast the expenditure on relief on account of natural calamity has shown substantial increase from Rs.564 crores in 1989-90 to Rs. 2503 crores in 1999-00. As should be expected, a major share  of the expenditure on Social Services were accounted for by Education, Sports, and Culture, and Medical and Public Health in the Social Service Sector, and the Agriculture, Rural Development and Irrigation and Flood Control and the Energy in the Economic Services category. As shown below

TABLE :  5 . 5  REVENUE EXPENDITURE OF THE STATES

1989-90
1994-95
1999-00


Total Revenue Exp
60217
128440
271611

Dev Expenditure 
40781
78638
159201

Social Services
24017
44902
101834

Education etc.
13571
24977
58146

Medical & Pub. Health
3964
7429
15096

Economic Services
16764
33736
57367

Agriculture etc.
4819
9065
17273

Rural Development
2827
6779
12387

Irrigation etc.
3394
6444
9805

Energy
1093
2989
5628

Transport etc
1922
3957
5789


Note: Capital Expenditure in Irrigation Energy and Transport can be much higher. 

It will be seen that while Social Services account for higher shares in Revenue Expenditure, Economic Services account for higher disbursement on the capital side. 

NON DEVELOPMENT EXPENDITURE

A striking features of the expenditure pattern of the states during the nineties is the sharp increase noticed in the  non developmental expenditure devoted to organs of states, fiscal services, interest payment and debt servicing, as will be seen from given below 

Table 5 . 6 NON DEVELOPMENT EXPENDITURE –REVENUE ACCOUNT


Items

1990-91
1995-96
1999-00
2000-01 (BE)


Non Dev Exp

22600.37
54197
107309
123533


Organs and States 
685
1792
3709
2976

Fiscal services 

1616
3182
7724
8179

Interest payment 

& debt servicing 
9226
22998
46702
55745
Administrative Services
8655
13391
24424
29219

Pension 

3593
12834
24750
27415


The figures speak for themselves in explaining the nature of increase and major contributors to non developmental expenditure. What  should be a matter of concern is that sharp increase have occurred in respect of administrative services, while, all the emphasis in fiscal policy reform has been on downsizing government and reducing non development expenditure. The increase in administrative services expenditure has been attributed to the recommendation of the Fifth Pay Commission in respect of Central Government employees and their effect on State Government employees. There is some degree of truth in this criticism though it has been argued by Dr. Rakesh Mohan that the expenditure on Government servants, has grown at a lower rate when compared to their GDP growth rate. One outcome of this general criticism should not be missed, Much of the talk  on downsizing of government and privatisation of services has resulted in demotivating government servants and reducing their level of commitment to public services, without significantly altering their size in employment of the public sector as could be seen from the following data culled from the Economic Surveys of Government of India.

.TABLE  5 . 7 EMPLOYMENT IN PUBLIC SECTOR

                                                                                                        (In. Lakhs)

Employer 
1976
1980
1986
1990
1996



Central Govt
30.47
37.78
33.46
33.97
33.66


State Govts
48.97
54.78
64.73
69.79
74.14


Quasi Govts
33.92
43.43
56.74
61.73
64.58

Local Bodies
19.85
20.80
21.90
22.23
21.92


Total
133.72
150.78
176.83
187.72
194.29


The Table clearly brings out that the increase in employment at the Central level which concerns with policy making and economic coordination has been marginal, as also in the local bodies which provide public services. It is understandable that the Government of India have over a period of two decade added only 3.17 lakh employees. But the addition of a mere of only 2.59 lakhs in the local bodies should rather  be disconcerting, considering that much  of  the services impinging on quality of life in urban and rural areas like water supply and sanitation and roads are attended to by the local bodies. It must at the same time be recognised that the addition of 25.88 lakh employees in the state government and 21.43 lakh employees in the quasi government organisations, do not, in comparison commend themselves as proper employment policy even if one were to ignore the preemption by salary and wages bill of a large share of  the revenue moblised by this organisations, and the progressive reduction in resources available for deployment in capital investment and development activities. 

What is required, in a proper examination  of man power requirements, at the various tiers of the governments in relation to the need for performance of essential services to the community. Macro level prescriptions of Expenditure Reforms announced often over look the vital imperative that in certain sectors, and departments , the increasing population of the country needs to be serviced by in increasing number of persons in the department providing the need and the services, and that in sectors and areas of economic and social activity from which the state has chosen to withdraw, the number of employees could be reduced. Whether such an approach would, in the immediate run, mean a mismatch of skills available need to be examined, particularly in engineering departments. Given the nature of tenure and terms of employment of Government and Semi Government employees, redeployment of the employees appears to be a better option and  this option should be pursued more vigorously than the Voluntary Retirement option.

PLAN AND NON PLAN EXPENDITURE
Analysed in terms of plan and non plan categories of expenditure, it is seen that while plan expenditure of the states increased in absolute terms from Rs. 27433 crores in 1990-91 to Rs. 78156 crores in 1999-00, their share has a percentage of total expenditure came down form 30.10% to 24% during the same period. This trend was common to both the states and centres. As a percentage of total expenditure of the states the share of non plan expenditure increased from 69.9% in 1990-91 to 76% in 1999-00. 

TABLE - SA 2   STATES AGGREGRATE EXPENDITURE
















      Percentage of GDP


Percentage of         Total Exp





Year
Plan
Nonplan
Total
Total
     Plan 
Non Plan
Plan 
Non Plan




1990-91
27432.90 
63809.10 
91242.00 
16.00
4.80
11.20
30.10
69.90













1991-92
31084.50 
77561.00 
108645.50 
16.60
4.80
11.80
28.60
71.40













1992-93
33391.50 
85943.10 
119334.60 
15.90
4.50
11.40
28.00
72.00













1993-94
36730.00 
97918.50 
134648.50 
15.70
4.30
11.40
27.30
72.70













1994-95
44513.70 
114892.50 
159406.20 
15.70
4.40
11.30
27.60
72.40













1995-96
48450.00 
129133.80 
177583.80 
14.90
4.10
10.80
27.30
72.70













1996-97
53045.60 
149723.10 
202768.70 
14.80
3.90
10.90
26.20
73.80













1997-98
59260.00 
168874.80 
228134.80 
15.10
3.90
11.20
26.00
74.00













1998-99
64870.60 
201490.20 
266360.80 
15.10
3.70
11.40
24.40
75.60













1999-00
78156.10 
247477.80 
325633.90 
16.60
4.00
12.60
24.00
76.00













2000-01
89073.50 
261693.30 
350766.80 
16.10
4.10
12.00
25.40
74.60













Source: Compiled by IIE





















In this connection it is necessary to clear one misconception that all non plan expenditure are per se bad it has been clarified by a note in the Expenditure Budget of Government of India that “non plan expenditure is a generic term which is used to cover all expenditure of government not included in the annual plan programmes. It must be noted that this could cover both developmental and non development expenditure has also capital and revenue expenditure.. It must be recognised that non plan expenditure category covers transactions on the Revenue and Capital Accounts, and some items of non plan expenditure are actually developmental in character.  A detailed scrutiny of the accounts of Central Government Departments as also the States will show that some of the direct development expenditure in Economic and Social Services are booked under non plan. For instance scrutiny of the 1998-99 accounts show that of the total developmental expenditure of Rs. 164503 crores, plan expenditure accounts for 63326 crores and non plan expenditure account of Rs. 101178 crores. This non plan expenditure further divided into direct development expenditure of Rs. 98949 crores and indirect expenditure of loans and advances for developmental purposes Rs. 10388 crores. 

EPW Research Foundation Study of Finances and The State Government indicates that “for all States together over 97% of plan expenditure are under developmental heads and that 55%  of such plan expenditure are under revenue account and 45% are under capital account”:  It must be noted that vital items of expenditure like those involved in maintenance of law and order has also maintenance expenditure of Projects are included in the non plan category.  Further even expenditure on continuing services and activities of levels already reached in a plan period (like continuing Research Projects and operating expenses of Power Stations) is classified as non plan expenditure in the next plan period. Given this clarification, the pejorative inferences to non plan expenditure could be eschewed, and analysis proceed on  rational lines.

5 . 4  SIZE OF DEBT AND INTEREST BURDEN
As has been pointed out earlier, the increasing the revenue gap had obliged state governments to resort to loans from the Centre and to market borrowing to meet their expenditure requirements. 

Total Debt of the States as of March each year increased from Rs . 23067   Crores (    16% of GDP ) in 1980-81 to Rs. 52281 crores (18.8% of GDP) in 1986 , Rs. 108203 crores (19% of GDP) in 1991 and further to Rs. 212226 crores (17.9% of GDP ) in 1996 and even more sharply raising to Rs. 281209 crores (18.5% of GDP) in  1998 and Rs 341978 crores (17.5% of GDP) in 1999, and Rs 418584 crores (19.2% of GDP ) in 2000 and to Rs. 4,98,841 crores (20.2% of GDP) in 2001.

A grim indicator of the prodigality of the states is the startling fact that while the states accumulated additional total debt of Rs. 55,922 crores in the Five Year Period between 1986 and 1991. In the next five years the doubled the quantum of addition- by increasing the total debt by Rs. 104023 crores to Rs. 212226 crores in 1996. The total debt increased by Rs. 60,769 crores during one year 1998-99, by  Rs. 76,606 crores during 1999-00 and Rs. 80,257 crores during the single year of 2000-01.

As EPW Research Foundation Study of Finances of State Governments pointed out, “the end product of fiscal laxity is seen in growing outstanding liabilities of state governments. In fact, this began in the second half of the nineties when revenue growth suffered a set back. The debt stock of all the state government s together as a percentage of GDP, which had remained stable at around 19% in the second half of the 1980’s, had in fact declined in the first half of 1990’s to less than 18%. Thereafter it began raising and touched 21.4% by March 2000 and 22.9% by March 2001.

It is important to note that out of the outstanding debt of Rs. 4,98,841 crores remaining in March 2001, loans and advances from the central governments accounted for Rs. 2,85,825 crores, 57.3% of the total outstanding debt.

It is to be noted that while in the eighties, loans from the Centre met 51.9% of the overall borrowing requirements of the states, these could meet only 48.5% of the needs during the nineties. In view of this market borrowing as a source of finance became more important meeting  16.4% of the state fiscal deficit in the nineties as compared to 11% during the eighties. With the deregulation of the interest rate, the cost implication of market borrowings became serious. The weighted average of interest rates for loans of state governments increased from 11.50% in 1990-91 to 12.35% in 1998-99. The aggregate gross interest payments of all states increased from Rs. 10944 crores in 1991-92 to Rs. 54271 crores in 2000-01 and increase , as a percentage of revenue receipts was from 13.5% in 1991-92 to 22.20% in 2000-01 (see Table SA-5). 

The Reserve Bank of India , in its study of Finances of State Governments , 1996-97 explains the inter relation between the nature of increase in Capital receipts of States , increasing share of Central Loans , and the rising interest payment obligations of the states. The Study observed “ Since the Central Government has been resorting to market related interest rates , the interest rates on the loans  extended by the Centre to the States have also been increased by Centre. As a result the average interest rate charged by Central  loans to states  has been rising .In 1980-81 , the average interest rate charged by Centre on the on-lent funds was 5.50 % ,  which rose to 8.86 % in 1991-92 . Since then it has grown steadily to reach 11.39 % in 1995-96 and 11.74 % in 1996-97 . Loans for State Plan schemes are the single largest  component of Central loan to states which have an average maturity of 20 years . Interest rates on these loans have been revised to 13.5 % with effect from June 1 , 1995 , which is close to the yield rate on longest maturity central loan presently offered. On the other hand, the average borrowing cost to the Centre from market has increased from 10.43 % in 1991-92 to 12.05 % in 1995-96 and further to 12.09 % in 1996-97 . With  the result , the interest rate subsidy from the Centre to the States has come down from 1.57 % in 1991-92 to 0.66 %  in 1995-96 and further to 0.35 % in 1996-97. Thus rising share of Central loans in the borrowing requirements of the states while obviating a need for states access to other borrowing sources on a large scale also implies some cost to the Central Budget and subsidy to the states to the extent that the interest costs on Centre’s borrowing is higher than the interest rates charged by it to the states.” (pg 8 of 1996-97, RBI Study Finances of State Governments 1996-97)

Viewing this from another angle , one may note the prevailing interest rates on dated securities of Central Government and State governments , as published by the RBI ,the weighted average of interest rates on Central Government Securities rose from 7.03 % in 1980-81 steadily to 13.75 % in 1995-96 , and thereafter  started declining gradually to 11.77 % in 1999-2000 . In the case of state governments there was a similar gradual increase each year from  6.75 % in 1980-81 to 14 % in 1995-96 and a fall thereafter to 11.89 % in 1999-2000. RBI study of 1999-2000 has observed, that  ,” Since the growth of state’s debt has not witnessed any significant slow down , the higher nominal interest rates on all components of borrowing have cumulatively added to the interest burden. “

The year wide increase in Gross and net payments are shown in Table SA - 5

TABLE- SA-5  STATES AGGREGRATE 

 INTEREST PAYMENTS (GROSS & NET)






Years
Gross 
Net







1990-91
9225.00
6821.00



(13.88)
(10.26)


1991-92
10944.40 
5624.00 



(13.50)
(6.98)


1992-93
13210.10 
9272.00 



(14.50)
(10.20)


1993-94
15800.50 
11075.10 



(15.00)
(10.50)


1994-95
19413.30 
14048.80 



(15.90)
(11.50)


1995-96
21932.10 
16139.60 



(16.00)
(11.80)


1996-97
25576.40 
17405.50 



(17.70)
(12.00)


1997-98
30112.80 
22203.10 



(17.10)
(27.60)


1998-99
35873.50 
28395.60 



(20.30)
(16.10)


1999-00
4525.90 
36884.50 



(21.20)
(17.20)


2000-01
54270.90 
45303.10 



(22.20)
(18.50)



Note: Figures in brackets represent Percentage of Revenue Receipts
Analysis of  the growth of debt individual state wise reveals that the rate of debt accumulation exceeded the revenue growth in the case of  as many as 18 states, and that five among the special category states, and nine from non special category states had recorded debt growth at a rate higher than the all states averages.

The details of individual state wise liability for interest payment in both gross and net terms are shown in tables-9 and 9a. Between 1991-92 and 2000-01 gross interest payment as a percentage of revenue receipts of respective states increased from 11.10 % to 18.90% in case of Andhra Pradesh 11.90 to 21.40 in respect of Maharashtra 10.40 to 15.40 in respect of Karnataka from 8.20 to 14.90 in respect of Tamil Nadu and from 16.90 to 18.90 in respect of Kerala. 

The Reserve Bank of India Study of State Finances 2000-01 has analysed the debt dynamics of states from a macro economic perspective and points out that this is closely linked to fiscal accounts of the centre on account of their dependence on Federal Financial Flows and interest rate and the investments in the economy, and the preemption of available resources for interest payment and debt servicing reducing the resource flows to social and economic sectors. EPW Study has raised questions on the sustainability of state debt position in the light of the facts that a “the recent debt has occurred at relatively high interest rates (b) it has been accompanied by significant slow down in the revenue growth and (c) an increasing proportion of it is being used for non developmental purposes.

An important dimension to the discussion on sustainability of state finances ha been added by the Reserve Bank in pointing out, that “ the growing trend in guarantees at the state level has been witnessed in the recent past on account of demand for extending guarantees for setting up basic infra structure.” While pointing out that the state government guarantees outstanding at the end of the financial year has increased from Rs. 40,159 crores in 1992 to RS. 83,075 crores in 1999, the RBI point out that the outstanding state government guarantees in respect of 17 major states as a ratio to GDP came down from 6.5% in 1992 to 4.7% in year 1999. Since this had implications for the risk associated with loans from financial institutions, Reserve Bank of India set up a Technical Committee on State Governments Guarantees in 1999  for prescribing limit ensuring greater selectivity in providing and transparency in reporting government guarantees 

TABLE – 5 . 8  ALL STATES COMPOSITION OF OUTSTANDING LIABILITIES

AS AT END MARCH









        (Rs. Crores)


States
1986
1991
1996
1997


Tot Debt
% to GSDP
Tot Debt
% to GSDP
Tot Debt
% to GSDP
Tot Debt
% to GSDP

A.P
3519.00
23.00
6743.00
19.50
15164.00
19.00
17220.00
19.00

Arp
-
-
340.00
67.00
631.00
53.50
701.00
58.00

Assam
2078.00
36.60
4235.00
39.90
5461.00
28.10
5843.00
27.80

Bihar
4606.00
32.20
9231.00
34.90
16568.00
35.70
18185.00
37.80

Goa
-
-
846.00
67.30
1167.00
35.20
1279.00
32.30

Gujarat
2751.00
19.70
6230.00
22.30
11128.00
15.00
12784.00
14.80

Haryana
1447.00
22.10
2821.00
20.70
5778.00
19.50
6525.00
18.30

H.P
477.00
34.80
1297.00
46.10
3043.00
47.90
3424.00
47.20

J & K
1472.00
76.30
3575.00
129.40
4573.00
67.60
5074.00
67.40

Karnataka
2502.00
21.60
4633.00
19.90
9893.00
16.90
11344.00
16.20

Kerala
2237.00
29.70
4442.00
31.50
10114.00
25.60
11421.00
36.00

M.P.
3317.00
23.90
6525.00
21.40
12318.00
18.70
13966.00
18.50

Maharastra
5035.00
17.00
9850.00
15.30
18280.00
10.70
21751.00
11.40

Manipur
209.00
50.00
354.00
43.10
568.00
33.50
600.00
26.50

Meghalaya
107.00
27.20
207.00
23.30
432.00
21.00
483.00
20.80

Mizoram
27.00
14.90
122.00
35.80
417.00
44.50
506.00
47.20

Nagaland
180.00
65.20
438.00
59.50
940.00
-
1063.00
-

Orissa
2309.00
33.80
4531.00
41.60
9385.00
44.80
10934.00
40.40

Punjab
2483.00
26.10
6859.00
36.30
13630.00
35.60
15250.00
34.30

Rajasthan
3118.00
35.40
5736.00
27.70
12191.00
-
14625.00
-

Sikkim
36.00
29.50
143.00
61.10
276.00
53.60
313.00
51.10

T.N.
2540.00
16.20
5501.00
17.60
12552.00
15.90
14183.00
17.20

Tripura
179.00
34.20
476.00
46.20
850.00
43.90
976.00
37.70

U.P.
7286.00
26.30
15198.00
27.40
29976.00
25.90
34627.00
25.40

W.B.
4366.00
22.90
7870.00
22.60
15399.00
21.20
18108.00
22.30

NCT Delhi
-
-
-
-
1492.00
5.50
2343.00
7.40



All States
52281.00
18.80
108203.00
19.00
212226.00
17.90
243528.00
17.80

Note: (1) Figures of GSDP at factor cost current prices from 1993-94 are new series, while for earlier years the old 1980-81 series have been used









         Blanks indicate non availablity of GSDP figures 









        (2) For 'All States' totals are percentages of GDP at current market prices 









        (3) GSDP estimates for the years 1999-00, 2000-01 are not available for all the states









TABLE -  5 . 9    ALL STATES COMPOSITION OF OUTSTANDING LIABILITIES

AS AT END MARCH












1998
1999
2000
2001

States
Tot Debt
% to GSDP
Tot Debt
% to GSDP
Tot Debt
Tot Debt



A.P
19969.00
20.80
23905.00
20.90
29992.00
37933.00

Arp
779.00
57.60
866.00
56.20
970.00
1065.00

Assam
6212.00
26.90
6836.00
26.90
8273.00
9574.00

Bihar
20164.00
30.40
23193.00
35.00
28353.00
33933.00

Goa
1409.00
-
1681.00
-
1981.00
2347.00

Gujarat
15061.00
16.30
18561.00
18.20
22810.00
27196.00

Haryana
7632.00
20.10
9495.00
21.70
11632.00
13837.00

H.P
3965.00
48.50
5714.00
61.70
6854.00
7934.00

J & K
5857.00
68.80
6335.00
-
7581.00
8489.00

Karnataka
12945.00
16.90
15444.00
17.10
18694.00
22791.00

Kerala
12868.00
24.00
15700.00
25.00
19015.00
21846.00

M.P.
16040.00
19.80
19268.00
21.20
22886.00
26834.00

Maharastra
25870.00
12.10
31176.00
12.40
39236.00
44777.00

Manipur
865.00
35.60
1150.00
44.20
1541.00
1703.00

Meghalaya
561.00
21.40
711.00
23.70
920.00
1124.00

Mizoram
594.00
52.90
730.00
-
898.00
1053.00

Nagaland
1187.00
-
1378.00
-
1644.00
1833.00

Orissa
12403.00
38.00
15057.00
42.00
18115.00
22071.00

Punjab
17216.00
35.20
20877.00
38.00
24630.00
28307.00

Rajasthan
16430.00
27.80
21108.00
-
25904.00
31030.00

Sikkim
357.00
-
505.00
-
643.00
771.00

T.N.
16282.00
23.00
19582.00
16.70
23232.00
27641.00

Tripura
1125.00
36.00
1389.00
40.40
1800.00
2272.00

U.P.
40008.00
26.60
48624.00
28.30
58639.00
68586.00

W.B.
22041.00
23.00
28617.00
26.00
36968.00
47313.00

NCT Delhi
3370.00
9.60
4077.00
-
5373.00
6583.00

All States
281209.00
18.50
341978.90
17.50
418584.00
498841.00

Note : GSDP not available for 2000 and 2001
5 . 5 GROSS FICAL DEFICIT
SIZE, DECOMPOSITON AND FINANCING

The increasing size of Aggregate Gross Fiscal Deficits of all states during the nineties (Table SA-6), their decomposition (Table –SA-7) and their financing (Table Sa-8) present a rather distressing picture. The individual state wise details of growing Gross Fiscal Deficits and their decomposition (Table –7) show that the cancer has spread to all states and the details of financing (Table –8) show that while the diagnosis is clear, fiscal management strategy has not yet been clearly settled in favour of surgery or chemo therapy.

Table : 5 . 10  gross fiscal deficit                                               


Year
Rev Recpt
Agg Exp
GFD






1990-91
66466.80
85253.70
18786.90


(11.70)
(15.00)
(3.30)

1991-92
80535.00 
99435.80 
18900.10 


(12.30)
(15.20)
(2.90)

1992-93
91091.10 
111982.40 
20891.3


(12.20)
(15.00)
(2.80)

1993-94
105563.70 
126159.70 
20596.00 


(12.30)
(14.70)
(2.40)

1994-95
122283.70 
149980.60 
27696.90 


(12.10)
(14.80)
(2.70)

1995-96
136803.40 
168229.20 
31425.80 


(11.50)
(14.20)
(2.70)

1996-97
153029.50 
190280.80 
37251.30 


(11.20)
(13.90)
(2.70)

1997-98
170300.80 
214500.70 
44199.90 


(11.20)
(14.10)
(2.90)

1998-99
176952.60 
251206.40 
74253.80 


(10.10)
(14.30)
(4.20)

1999-00
214809.60 
309548.20 
94738.60 


(11.00)
(15.80)
(4.80)

2000-01
245320.10 
335412.10 
90092.00 


(11.30)
(15.40)
(14.10)

Note: Figures in bracket represent percentage to GDP at Current Market Prices






GDP figures adopted from 1993-94 onwards are according to the new series,






Earlier years are according to the 1980-81 series




Analysis of the Aggregate figures show that for all states revenue deficit began to emerge in the late eighties, 1987-98, and that for about a decade upto 1997-98, it remained below one percent of GDP. Revenue Deficit , began to rise in the Nineties from about RS. 5309 crores in 1990-91 to Rs. 8200.50 crores, in 1995-96 and steeply increasing thereon to Rs. 16113 crores in 1996-97 and Rs. 16333 crores in 1997-98 and  even steeper tp Rs. 43641  crores in 1998-99 and 56801 crores in 1999-2000 . and falling thereafter to Rs.45702.3 crorees .The rise since 1997-98, from 1.2% to 2.5% in 1998-99 and 2.91% in 1999-00, has been attributed to the salary and wage pressures from a state government employees following the implementation of the recommendation of the Fifth Pay Commission in respect of Central Government employees.

While the Revenue Deficit increased as above Capital Outlay of the State Government  increased from Rs. 556 crores in 1970-71 to Rs.3201 crores in 1980-81 Rs.9223 crores  in 1990-91 , and increasing further to Rs 28734 crores in 1999-2000.The Loans and Advances by State Governments had increased  from Rs.491 crores to Rs.2447 crores , Rs. 5756 and Rs.13216 crores in the respective years. 

The increase in the expenditure on the revenue and capital side began to get reflected in the increase in Gross fiscal deficit of the state. The GFD of all the states rose from Rs. 901 crores  in 1970-71 to Rs. 3713 crores in 1980-81 and 18787 crores in 1990-91.By 1999-2000 it had risen to a astounding level of Rs. 90092 crores . The G.F.D. of all States which was only 1.96% of GDP in 1970-71 had risen to 2.57% of GDP in 1980-81 ,3.30% of GDP in 1990-91, before sharply rising  to touch a level of 4.86% of GDP in 1999-2000.The year wise decomposition of the GFD of all states is shown in SA - 7

With both the Centre and the States struggling to improve their fiscal make up, the Union Government decided in 1998-99 to make a change in the classification of small savings, shifting them to the category of States’ borrowings through special securities. The result of this accountancy tactic was that the Centre’s deficit came down and that of the States rose, without any material improvement in the overall fiscal health.

It also served to increase the share of Revenue Deficit in Gross Fiscal Deficit of all the States from 29.90% in 1991-92, to 37.00 in 1997-98, and further to 58.80% in 1998-99 and 60.00% in 1999-2000. Manner of financing the Gross Fiscal Deficit also underwent change (Table SA-7), with the loans from the Centre meetings smaller shares of GFD, coming down from 53.11% in 1990-91, to 47.10% in 1995-96, and 42.10% in 1999-2000. The role of market borrowings became more prominent and resort to tapping small savings, provident funds loans from financial institutions, Reserve funds and Deposits (shown in the  category of others in Table-SA-7). 

Table :  SA-7 States Aggregrates -  Gross Fiscal Deficit



Decomposition


Financing



Year
Rev. Defici
CapOutly
Net. Lend
GFD

Net loans from centre
Net MKT Borrow
Others

1990-91
5309.00
9223.00
4225.00
18787.00 

9978.00
2556.00
6253.00


(28.26)
(49.09)
(22.49)


(53.11)
(13.61)
(33.28)

1991-92
5650.70 
10095.70 
3153.70 
18900.10 

9373.50 
9370.7
155.9


(29.90)
(53.40)
(16.70)


(49.60)
(49.60)
(0.80)

1992-93
5114.10 
10654.60 
5122.60 
20891.30 

8921.30 
13799.40 
-1829.40


(24.50)
(51.00)
(24.50)


(42.70)
(66.10)
(-8.8)

1993-94
3812.50
12450.20
4333.30
20596.00

9532.60 
3620.40 
7442.80 


(18.50)
(60.50)
(21.00)


(46.30)
(17.60)
(36.10)

1994-95
6156.20 
17351.00 
4189.70 
27696.90 

14760.10 
4074.80 
8862.00 


(22.20)
(62.60)
(15.20)


(53.30)
(14.70)
(32.00)

1995-96
8200.50 
18494.80 
4730.40 
31425.80 

14800.90 
5887.80 
10737.00 


(26.10)
(58.90)
(15.10)


(47.10)
(18.70)
(34.20)

1996-97
16113.50 
17539.70 
3791.30 
37251.30 

17547.40 
6515.10 
13188.80 


(43.30)
(47.10)
(10.20)


(47.10)
(17.50)
(35.40)

1997-98
16332.90 
22802.00 
5065.00 
44199.90 

23676.50 
7280.10 
13243.30 


(37.00)
(51.60)
(11.60)


(53.60)
(16.50)
(30.00)

1998-99
43641.80 
23072.30 
8044.60 
74253.80 

31057.00 
10467.20 
32729.60 


(58.80)
(31.10)
(10.80)


(41.80)
(14.10)
(44.10)

1999-00
56801.60 
28733.80 
9203.10 
94738.50 

39879.10 
11828.70 
430.70 


(60.00)
(30.30)
(9.70)


(42.10)
(12.50)
(45.40)

2000-01
45702.30 
35088.20 
9701.50 
90092.00 

42158.90 
11670.80 
36262.30 


(50.70)
(38.90)
(10.80)


(46.80)
(13.00)
(40.30)











Note : Figures in the bracket represent percentage to GFD 

It is rather interesting to note that in 1980-81, when the GFD of all States was only Rs. 3713 crores, loans from centre was providing Rs. 198 crores and the rest came from small savings etc. In 1990-91, the GFD of Rs. 18,787 crores was covered by central loans to the tune of Rs. 9978 crores (53.11%) Market borrowings Rs. 2556 crores (13.61%) and other Rs. 6253 crores (33.28%). The relative shares of these sources fluctuated during the nineties. In 1999-2000 GFD of Rs. 94738 crores being covered by central loan of Rs. 39879crores (42.10%), Net Market Borrowings Rs. 11829 crores (12.50%) and small savings, P.F., others providing Rs. 43031 crores (45.40%). 

The fluctuating shares appear to indicate that there has been no firm and steady strategy of fiscal management to cope with the deficits, revenue of fiscal, and that a predominant element of  ad hocism was clearly discernible. Analysis of the State wise details of decomposition of and financing of GFD during the nineties show that some of states like U.P., West Bengal, Punjab, Orissa, Kerala consistently high level of revenue deficits, because of high revenue expenditure. While the expenditure, as a proportion  of GDP remained at over 13%, revenue collection deteriorated as a percentage of GDP,

A comparison of the  relative data of revenue deficit and gross fiscal deficit in 1991-92 and 1998-99, in respect of four states which received increased devolution and transfer from the award of the Eleventh Finance Commission and four states which complained of receiving a raw deal , is a telling commentary on the manner in which Finance Commissions , particularly the Eleventh Finance Commission have viewed fiscal management by states. While pursuing  a laudable idea of  reducing the disparities in the levels of development of the states , through their gap filling approach , the successive Finance Commissions appear to have allowed the profligate states to receive props from the Centre, may be unintentionally.

Table :  5 . 11 COMPARATIVE GROWTH OF RD & GFD



(Rs. Crores)



            1991-92

          1998-99


RD
GFD
RD
GFD

All States
5650.7
18900.1
56801.6
94738.0

U.P.
724.6
2836.6
8696.2
11632.5

W. Bengal
646.1
1143.7
4856.2
7109.1

Bihar
885.0
1617.0
1350.5
2378.9

M.P
43.8
984.0
2871.8
4126.7

Karnataka
178.7
917.8
1215.2
3112.1

Andhra
169.6
1125.3
2684.1
5705.6

Kerala
364.3
803.4
2030.0
3012.2

Tamil Nadu
1903.4
1299.9
3436.6
4777.1

Maharashtra
276.1
1656.9
3925.9
7462.4


EPW RF Review draws attention to a complex set of inter state scenario in the comparision of absolute sizes of gross fiscal deficits of states and decomposition in the sources and financing patterns. “in 2000-01(BE) U.P. had the largest amount of GFD (Rs. 12358 crores) followed b y West Bengal (Rs. 10339 crores), Andhra Pradesh (Rs. 8460 crores) and Maharashtra (Rs. 7030 crores). But their capital outlay figures which are an important purpose for which borrowings are made are unrelated to their GFD size. Where capital outlay figures are low, the borrowings are used to finance revenue deficit which is comparatively high. West Bengal is a case in point, having a relatively lower level of capital outlay (Rs. 1402 crores ) but a higher level of  revenue deficit (Rs. 7525 crores) then U.P. (Capital Outlay Rs. 5885 crores) and revenue deficit Rs. 4130 crores. Capital outlays of Andhra Pradesh (Rs. 3419 crores) and Maharashtra (Rs. 3071 crores) are closer  to the revenue deficits. Andhra Pradesh (Rs. 3841 crores) and Maharashtra (Rs. 3601 crores). EPW RF Study observed that “circumstances faced by individual states as much as differences in the governance explain the differing  fiscal outcomes” (EPW May 19th 2001, Page 1751). This aspect in the studied in greater detail in the next section.

VI

SOCIO –ECONOMIC PROFILE OF SELECT STATES
Mere analysis of Budgetary Trends  is not adequate to secure a clear picture of the developmental performances of the individual states which are characterised by differences in geographical size, resource endowment  demographic features , levels of social and economic development apart from budgetary potential and capabilities. The Ninth Five Year Plan 1997-2002 , while presenting sectoral over view in the context of human and social development , observed that “the benefits of national economic progress , reach different segments of the population through different channels at different rates and that the needs of the people above poverty line and an improvement in their standards of living can be achieved through optimum utilisation of existing market mechanism but market mechanism may not improve access to available facilities or fully meet the essential needs of the population with poor purchasing power .” ( Draft Ninth Five Year Plan (1997-2002). Volume – 2  pg 82 ).

The Ninth Plan Draft Document drew attention to the marked differences between the states in terms of size of population , population growth rates , in levels of socio economic development , and pointed out that in a majority of the states , with high population growth rates , the performance in the social and economic sector  has been poor and that “poor performance could be the outcome of a variety of factors including paucity of natural financial or human resources. Poverty , illiteracy and poor development coexist and reinforce each other . In order to promote equity and reduce disparity between states , special assistance has been  provided to the poorly performing states .The benefit accrued from such assistance has to a large extent dependent upon (a) the states ability to utilise the funds available and improve services and facilities and (b) community awareness and ability to utilise the available services. “ (pg 84) . The manner in which the devolution and transfer of funds from Centre to the states , have taken into account , some of these indicators for determining the size and pattern of distribution of Central Assistance , have been analysed earlier.

In view of this data on demographic , economic and social features , of the states chosen for the study may be relevant .For facility of convenient reference , the Area , the Number of districts , Demographic features , Economic and Social indicators  of the five states are presented in Table – 6.1 0 ,6.11 ,6.12  Profile of Select States. 
DEMOGRAPHIC CHANGE IN THE NINETIES

Population : Census of India 2001, has placed the total population of India at  1,027 ,015,247 (Males 531,277,359 , Females 495,738,169) compared to 1991 census , there has been an increase of 180,627,359 (21.34 % ) with males increasing by 91,944,020 (20.93%) and females increasing at a  faster rate 21.79 % adding 88,683,339 to their size 

The Census of India 2001 providing the provisional totals of population and other relevant details for India and individual states , indicate that there has been  significant changes in the demographic features and ranks of the states . All the chosen states have recorded lower decadal growth in the Nineties as compared to the Eighties. While the decadal growth rate of population for the country during the Eighties was 23.86 % , this has come down by 2.52 % to 21.34 % during the Nineties. Andhra Pradesh  brought its growth rate down from 24.20 % to 13.86 % (-10.33%) . Maharashtra from 25.73 % to 22.57 % (-3.16) , Kerala from 14.32 % to 9.42 % (-4.9 %) and Tamilnadu from 15.39 % to 11.19 % (-4.2 %). In contrast the states of Uttar Pradesh , Bihar , registered higher growth  rates in the Nineties as compared to the previous decade. While U.P and Maharashtra retained the first and second ranks they had in 1991. A.P moved up from fifth to fourth , Karnataka moved up from Ninth to Eighth . Tamilnadu and Kerala retained their sixth and twelfth  rank respectively . 

The shares of the select states in the total population , the density of population and changes in the sex ratio are indicated in the Table below

Table : 6 . 1  demography (1991-2001) 


Population
Decadal Growth
Share in 
Density per 
Sex ratio females


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






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

The changes in the literacy rates , overall Female and Male  show that while literacy rate has increased , and the gap between male and female literacy have somewhat reduced , the interstate differential continue  as shown in Table below

TABLE: 6 . 2    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

After Kerala , high ranks are occupied by Mizoram , Lakshadweep , Goa, Chaidigarh, Delhi , Pondicherry , Daman & Diu & Andaman and Nicobar ( Maharashtra , Tamil nadu are among the top ranking larger states.

ECONOMIC INDICATORS
The details of the select states size of the NSDP  in current prices ( 1980-81 , 1985-86, 1990-91 and 1995-96 have also been presented in the Table 6.12.  The trends of overall  and per capita income growth , the annual growth rate of SDP and index of real income are also presented in Table 6.6 ,6..7 ,6.8 A comparison of the rank of the five chosen states  according to per capita State Domestic Product at current prices in 1974 ,1980-81, 1990-91 and 1995-96 are also presented in Table 6.9. This show the relative changes in the ranks of the state in the country  . while the year wise annual growth rates of SDP varied from state to state , Maharashtra seems to have achieved faster growth rate followed by Karnataka, Tamilnadu , Kerala and Andhra Pradesh, judged from the Index of Real Income  with 1991 as base.

POVERTY
Considerable attention has been paid to the estimation of incidence of poverty, computation of the number and proportion of the poor rural and urban areas breakup for the period 1973-74 – ‘93-’94, controversies persist on the methodology adopted and the computation  of the results, particularly in respect of working out state specific poverty lines for both rural and urban areas.*

As per the new methodology adopted by the Planning Commission the poverty lines in terms of monthly percapita income have varied from State to State (for the various time points) for rural and urban area and as shown on table below.
TABLE 6 . 3    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

1977-78
R
56.84
58.07
50.88
51.95
56.62
58.88


U
70.33
73.99
69.05
68.85
67.02
67.05

1983-84
R
89.50
88.24
72.66
83.31
96.15
99.35


U
115.65
126.47
106.43
120.19
120.30
122.64

1987-88
R
115.20
115.61
91.94
104.46
118.23
113.61


U
162.16
189.17
151.88
171.18
165.82
163.29

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 number and percentage of people below poverty line at various points of time are shown  below.
TABLE 6 . 4   NUMBER AND PERCENTAGE OF POPULATION BELOW POVERTY LINE


All India
Maharashtra
A.P
Karnataka
T.N

Kerala






Number
%
Number
%
Number
%
Number
%
Number
%
Number
%

1973-74













Rural
2612.9
56.44
210.84
57.71
178.21
48.41
128.4
55.14
172.6
57.43
111.36
59.19

Urban
600.4
49.01
76.58
43.87
47.48
50.61
42.27
52.53
66.92
52.53
24.16
62.74

Combined
3213.36
54.88
287.42
53.24
225.69
48.86
170.67
54.47
239.52
54.94
135.52
59.79















1977-78













Rural
2642.47
53.07
249.75
63.97
149.13
38.11
120.39
48.18
182.5
57.68
102.85
51.48

Urban
646.49
45.24
80.16
40.09
48.47
43.55
47.78
50.36
72.97
48.69
24.37
55.62

Combined
3288.95
51.32
329.91
55.88
197.54
39.31
168.17
48.78
255.47
54.79
127.22
52.22















1983













Rural
2519.57
45.65
193.75
45.23
114.34
26.53
100.5
36.33
181.61
53.99
81.62
39.03

Urban
709.4
40.79
97.14
40.26
50.24
36.3
49.31
42.82
78.46
46.96
25.15
45.68

Combined
3228.97
44.78
290.89
43.44
164.58
28.91
149.81
38.24
260.07
51.66
106.77
40.42















1987-88













Rural
2318.79
39.09
186.89
40.78
96.38
20.92
96.81
32.82
161.8
45.8
61.64
29.1

Urban
751.69
38.2
109.38
39.78
64.05
40.11
61.8
48.42
69.27
38.64
26.84
40.63

Combined
3070.49
38.86
296.27
40.41
160.43
25.86
159.67
37.53
231.07
43.39
88.48
31.79















1993-94













Rural
2440.31
37.27
193.33
37.93
79.49
15.92
95.99
29.88
121.7
32.48
55.95
25.76

Urban
763.37
32.36
111.9
35.15
74.47
38.33
60.46
40.14
80.4
39.77
20.46
24.55

Combined
3203.68
35.97
305.22
36.86
153.97
22.19
156.46
33.16
202.1
35.05
76.41
25.43








It will be seen that between 1977-78 and 1993-94 the annual percentage decline in poverty has been 2.18 percent for All India, 3.22 for Maharashtra, 5.31 for Andhra Pradesh , 2.94 for Karnataka, 3.53 for Tamil Nadu and 4.24 for Kerala in respect of rural areas. This makes the decline highest in Andhra Pradesh followed by Kerala, Tamil Nadu, Maharashtra and  Karnataka.

If  the decline in poverty, in respect of urban areas is taken into account, the annual decline over the 15 years period was 2.07 for all India, 0.82 for Maharashtra, 0.79 for Andhra Pradesh 1.41 for Karnataka, 1.26 for Tamil Nadu and 4.98 for Kerala.

Apart from the methodological issues raised by economists*, the estimates of poverty made on the basis of Expert committee report have been questioned by some of the state Governments. In a communication to the Planning Commission and a statement made on the floor of the Legislative Assembly , the Chief Minister of Andhra Pradesh has drawn attention to the difference between old and new methodologies, and points out that Planning Commission estimates vary for  State and Country as a whole mainly on account of the abandonment of adjustment procedure whereby the poverty levels were scaled down by a factor to account for the discrepancies between the data gathered from NSS and National Accounts Statistics.

The Chief Minister of Andhra Pradesh had raised these questions particularly in the context of targeted PDS and its implication for the distribution across States for funds under the CSS, like Jawahar Rozgar Yojana, IRDP and Prime Minister’s Rozgar Yojana. It has been argued that poverty ratios 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 and while using State specific price indices, disaggregation to the State level  should also take into account, variation in calorie intake arising from climate, terrain and occupational structure and that there should be state specific commodity baskets to allow for difference in food habits.

It must however be noted that the Expert Group chaired by Dr. Lakdawala had himself observed that “considering that there could be still difference in views about definitions and measurement of poverty, we are not in favour of using these estimates to derive any poverty criterion in such an important matter as the inter-se allocation of financial resource to the States”.

From the point of view of Public Expenditure Study we need to mention this controversy because of the use of State Specific price index for the estimation of poverty may not be the correct indication of the prevalent prices, as the implementation of large subsidy scheme as in the case of Andhra Pradesh may depress the price index .

Andhra Pradesh Government has been providing under the 2 Re /Kg Rice scheme subsidies which has increased from Rs.29 crores in 1982-83 to Rs.809 crores in 1988-89 , and incresed further to Rs.3106 crores in 1996-97 . A increase in the issue price to Rs.3.50 /Kg in August 1996 and weeding out of cards under PDS  have brought the outgo on rice subsidies to Rs. 2608 crores in 1997-98 and  Rs.2512 crores in 1998-99.  The Rice Subsidy schemes, has made a significant impact on the availability of food grains to the poorer section of societies. Since subsidy scheme  resulted in reduction of availability of  states own funds for other schemes, the adoption of the revised poverty ratios for allocation of Central funds to the various states without taking into account the improvement in the status of poor on account of better implementation of Poverty Alleviation Scheme and better targeted Public Distribution Schemes A.P  state would be adversely affected .Further the increase in the issue price by the Central Government from Rs. 7.50 per Kg to Rs. 9.05 per kg in February 1999 , made the state’s burden more onerous . However , this was softened to some extent by the decision of the Central Government to issue 10 Kgs of rice per month per family at half the central issue price , under the targeted public distribution scheme .

As part of fiscal consolidation strategy , the Central Government revised the issue prices of  rice in February 1999 and in March 2000 , with certain differentials built in for people below and above poverty line. This has impact on the both central and state Government finances, apart from estimates of poverty line. According to one estimate the subsidised rice scheme  has met a monthly income gain of Rs.5 to 14 Rs. When the price was Rs.3.50 and between Rs. 8 to 20 when the price was Rs.2 per Kg (see S.Indrakant and M.C.Swaminathan , “Social Security in Andhra Pradesh “ in Mahendra Dev et.al , Social and Economic Security in India , Institute of Human Development   , 2001). Similarly schemes like Employment Guarantee Scheme in Maharashtra, and Mid Day Meal and Nutrition Scheme in Tamilnadu and Kerala make a significant difference to the real income of persons below poverty line . Subject to these observations , the growth in real per capita income in the select states , shown in Table - 6.6 and 6.7   throw some light in the relative levels of the states. The changes in the relative ranks of the select states as per their per capita income from 1974-75 to 1995-96 are also shown in a separate table. The Economic and Social Indicators of development of the select states can also be seen in Tables 6.8  to 6.12

TABLE  6. 6   TRENDS OF OVERALL – PERCAPITA INCOME GROWTH









              (percentage)



    Per Capita Growth
Overall Income Growth

1990-91
1990-91
1990-91
1990-91
1990-91
1991-91



 to
            to
     to
          to                   to             to


1997-00
1998-99
1997-98
1999-00
1998-99
1997-98


Maharashtra
5.65
5.76
5.97
7.35
7.52
7.8

Andhra Pradesh
3.36
3.19
2.92
4.81
4.69
4.47

Karnataka
5.80
5.84
5.60
7.16
7.22
7.05

Tamil Nadu

5.01
5.20

6.08
6.26

Kerala
-
4.66
4.72

5.74
5.75


TABLE  6. 7   INDEX OF REAL INCOME

1990-91=100


Year
Maharashtra 
Andhra
Karnataka
Tamil Nadu
Kerala


Pradesh

1991-92
99.69
102.53
112.71
102.67

101.96

1992-93
115.13
101.33
115.32
108.00

109.31

1993.94
125.35
111.17
123.92
117.40

121.27

1994-95
132.94
117.41
134.00
130.30

126.08

1995-96
145.78
124.04
142.71
132.60

129.59

1996-97
157.15
132.10
158.28
142.70

138.79

1997-98
165.01
129.86
165.09
151.10

147.89

1998-99
174.58
144.21
182.83
157.30

156.18

1999-00
186.98
151.34
191.17
-

-



TABLE  6. 8   ANNUAL GROWTH RATES (SDP)


Year
Maharashtra 
Andhra
Karnataka
Tamil Nadu
Kerala


Pradesh


1990-91
4.50
1.56
0.73
8.33

7.56

1991-92
0.31
2.53
12.71
2.67

1.98

1992-93
15.49
-1.17
2.32
5.16

7.21

1993.94
8.58
9.71
7.45
8.72

10.94

1994-95
6.05
5.61
8.14
10.98

3.96

1995-96
9.66
5.65
6.50
7.79

2.79

1996-97
7.80
9.50
10.91
7.60

7.10

1997-98
5.00
-1.70
4.30
5.90

6.56

1998-99
5.80
11.05
10.75
4.07

5.60

1999-00
7.10
4.95
4.56



TABLE  6. 9   PER CAPITA INCOME RANKS OF SELECT STATES 


1974
Rank
1980-81
Rank
1990-91
Rank
1995
Rank


   Rs

Rs

Rs
Rs.


Maharashtra
1360
2
2427
2
7409
2
15457
4

Andhra Pradesh
1010
6
1380
9
4722
7
8938
14

Karnataka
1000
7
1623
5
4737
6
9384
13

Tamil Nadu
826
11
1498
8
4428
8
10222
8

Kerala
910
8
1513
7
3843
10
8824
15


Economic Survey of 1982-83  1992-93 and 1998-99.


Table : 6 . 10 STATES PROFILE -GEOGRAPHIC, AND DEMOGRAPHIC 


Andhra Pradesh
Karnataka
Kerala
Maharashtra
Tamilnadu

Area(Sq. Km)
275,068
191,791
38,863
307,690 Sq Km
130058

Capital
Hyderabad
Banglore
Trivannandapuram
Mumbai
Chennai

Language
Telugu, Urdu
Kannada
Malayalam
Marathi
Tamil

Districts 
23

27
14
33
29

Demographic

Population (1991)
66,508,008
44,977,201
29,098,518
78,937,187
55,858,946

Males
33,623,738
22,861,409
14,218,167
40,652,056
28,217,947

Females
32,681,116
21,955,989
14,793,070
38,054,663
27,420,371

Increase (1981-91)
12,956,982
7,841,487
3,644,838
16,154,369
7,450,869

Population (2001)
75,727,541
52,733,958
31,838,619
96,752,247
62,110,839

Males 
38,286,811
26,856,343
15,438,664
50,334,270
31,268,654

Females
37,440,730
25,877,615
16,369,955
46,417,977
30,842,185

Increase (1991-2001)
9,219,533
7,756,757
2,740,101
17,815,060
6,251,893

% share in Total (1991)
7.86
5.31
3.44
9.33
6.60


% share in Total (2001)
7.37
5.14
3.10
9.42
6.05

Growth Rate(%) 1981-91*
24.20
21.12
14.32
25.73
15.39

1991-2001
13.86
17.25
9.42
22.57
11.19

Density (Persons per Sq. Km)


1991
242
235
749
257
429

2001
275
275
819
314
478

Urban Population 1991
26.89 %
30.92 %
26.31 %
38.69 %
34.15 %

2001
27.08%
33.98%
25.97%
42.40%
43.86%

Sex Ratio (Females per 1000 Males )


(1991)
972
960
1036
934
974

(2001)
978
964
1058
922
986

Table : 6 . 11  STATES PROFILE –SOCIAL


Andhra Pradesh
Karnataka
Kerala
Maharashtra
Tamilnadu
India

II. Social 

(1) 
Literacy Rate (1991)

(a) Overall
44.09
56.04
89.81
64.87
62.66
52.20

(b) Male
55.13
67.26
93.62
76.56
73.75
64.13


(c) Female
32.72
44.34
86.17
52.32
51.33
39.28


Literacy Rate  2001

(a) Overall
61.11
67.04
90.92
77.27
73.47
65.49

(b) Male
70.85
76.29
94.20
86.27
82.33
75.96

(c) Female
51.17
57.45
87.86
67.51
64.55
54.28

(2)
Life Expectancy at Birth (1996)
61.8
62.5
72.9
64.8
63.3

(3)
Infant Mortality Rate (IMR , Per thousand)


1980
92
71
40
75
93
114


1990
70
70
17
58
59
80


1998
66
58
14
48
53
72

Table : 6 . 12 STATES PROFILE –ECONOMIC


Andhra Pradesh
Karnataka
Kerala
Maharashtra
Tamilnadu
India

III. Economic

(1) 
NSDP (at current prices, Rs.Crores)

1990-91
31165
20550
12173
58175
27646

1991-92*
37344
26736
15102
65230
32584

1992-93
39131
29132
17175
79847
37922

New Series

1993-94
51982
38641
23401
105197
52013

1994-95
62261
45699
28697
119772
62176

1995-96
71944
52841
35086
146010
70671

1996-97
81643
63342
40819
161470
82465

1997-98
85924
68738
47924
181739
94020

1998-99
102876
81276
56563
213860
105256

1999-00
-
-
-
-
-

(2)
(Per Captia Income (Rs.)

1980-81
1380
1520
1508
2435
1498


1985-86
2296
2495
2398
3826
2620

1990-91
4728
4598
4200
7439
4983

1995-96 (P)
8938
9384
8824
15457
10222

1996-97 (Q.E)
9867
10279
9066
17295
11708


Source : Economic Survey 1998-99 *Economic Survey, pps,11, Table 1.7 (New Series)

VII

BUDGETARY PROFILE OF SELECT  STATES 

With view to ascertaining  the nature of transformation in expenditure management of all states, from the point of view of utilisation of available resources for developmental purposes, the average annual growth rates of developmental expenditure have been computed for all the states for the periods 1980-81 to 1984-85, 1985-86 to 1989-90, and 1990-00 and presented along with the analysis. 

The average annual growth rate of developmental expenditure for all the states put together 16.1% during the period 1980-81 to 1984-85 and 13.7% between the period 1985-86 to 1989-90 and 14.1% for the decade 1990-00. 

For the period 1980-81 to 1984-85 data for 4 states out of 26 were not available of the 22 states, as many as 14 showed an higher growth rate than the average for all states. Of the select states Andhra Pradesh, Karnataka and Tamil Nadu had an higher average rate than the average of all states.  Maharashtra and Kerala were among the seven states which had a growth rate lower than the average of All States. 

For the period 1985-86 to 1989-90, data was not available for one  of the 26 states.Of the balance 25, 14 states had higher growth rate 9 lower growth rate and 2 equal growth rate when compared with the average of all states. Of the select states Andhra Pradesh  and Karnataka seem to slip from higher to the lower category, Tamil Nadu from the higher to the equal category, while Kerala continued to remain in the lower category only Maharashtra seem to improve, with its average growth rate moving from higher to lower category. This is largely on account of the slippage being steep in certain states like Uttar Pradesh, Andhra Pradesh Karnataka Haryana, Gujarat and Assam.

During the decade of the nineties the developmental expenditure of all the states grew at an average of 14.1 percent per year. As many as 15 states indicated higher growth rates, with the rather misleading example of National Capital Territory  of Delhi showing a growth rate of 48.7 percent, pulling up the average of all states. Of the select states Andhra Pradesh and Kerala which were in the lower category moved to the higher category while Karnataka and Tamil Nadu moved to the lower category.  Maharashtra’s rate equaled  the average of all states though its growth rate during the period, was lower than the earlier period.  

The relative position of the 5 states chosen for Study, set against the average of all states in respect of the growth rates of the various categories of expenditure - Developmental .and Non Developmental are shown below. 

TABLE : 7. 1  Average Annual Growth Rate

Developmental Expenditure

1980-81
1985-86
1990-91



to
to 
to 


1984-85
1989-90
1994-95

All States
16.1
13.7
14.5
-

Maharashtra
15.4
15.8
15.7
-


Andhra Pradesh
16.9
12.7
16.6

Karnataka
16.6
12.7
15.5
-

Tamilnadu
20.1
13.7
16.4
-


Kerala
14.5
12.5
15.4
-

Non Developmental Expenditure

All States
19.2
18.2
20.9
-

Maharashtra
21.0
11.4
16.4
-


Andhra Pradesh
18.2
17.5
19.2

Karnataka
25.7
12.0
17.1
-

Tamilnadu
17.0
17.2
19.0
-


Kerala
10.7
18.8
19.8
-


PLAN EXPENDITURE .

Turning to plan expenditure it is seen that the Average Annual Growth rate of 16.4 % for all the states during the early Eighties slumped to 12.7 % during the later Eighties before recovering to 14 % in the first half of the Nineties.The slump in the later was common to all the states chosen for study , with A.P  , Karnataka and Kerala showing growth rates way below the All State Average . Maharashtra managed to be just above the All State Average.The  first half of the Nineties was however marked by Maharashtra , Andhra Pradesh , Karnataka and Kerala showing higher growth rate of Plan Expenditure than the All State Average .Tamilnadu was marginally below .

TABLE : 7. 2 Average Annual Growth Rate 



1980-81
1985-86
1990-91



to
to 
to 

PLAN EXPENDITURE
1984-85
1989-90
1994-95

All States
16.4
12.7
14.0
-

Maharashtra
18.6
12.8
21.6
-


Andhra Pradesh
18.6
9.3
21.3

Karnataka
20.4
9.6
19.8
-

Tamilnadu
29.1
11.2
13.0
-


Kerala
18.1
9.2
16.2
-


It is interesting to see the proportions of Plan and Non Plan Expenditures to the state Domestic product in respect of all States and the Select States for the period of our study .

TABLE : 7 . 3 PLAN EXPENDITURE -  PROPORTION OF GSDP 



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


1990-91
3.7
4.6
4.9
7.0
4.6
5.4

1991-92
3.6
4.1
4.8
6.6
4.7
4.7

1992-93
3.3
4.1
6.3
6.9
4.7
4.5

1993.94
3.1
3.2
5.9
7.0
4.1
4.4

1994-95
3.3
4.7
5.7
5.9
4.0
4.4

1995-96
3.2
3.7
5.7
5.9
3.5
4.2

1996-97
3.0
3.7
3.1
5.1
4.2
6.6

1997-98
3.0
3.4
5.0
4.4
4.6
5.5

1998-99
3.0
2.5
5.9
4.7
3.3
4.9


Plan Expenditure for all the five chosen states for the nineties as a proportion of GSDP have been above the all states average.


TABLE : 7 . 4  NON PLAN EXPENDITURE -  PROPORTION OF GSDP

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

1990-91
11.2
12.2
14.1
14.3
16.5
18.6

1991-92
11.9
12.4
13.9
14.0
21.9
18.3

1992-93
11.5
11.3
14.1
14.6
18.0
17.4

1993.94
11.4
9.8
12.2
12.0
13.3
14.9

1994-95
11.3
9.5
12.2
11.6
14.4
14.1


1995-96
10.9
8.7
12.2
11.9
12.4
13.3

1996-97
10.9
9.4
14.8
11.9
14.5
18.4

1997-98
11.1
9.5
13.5
12.0
19.8
12.8

1998-99
11.5
9.6
13.3
11.8
13.7
12.0


When it comes to non plan expenditure Andhra Pradesh and Karnataka have been marginally higher levels in the nineties, then the All State Average, Tamil Nadu and Kerala, the levels of non plan expenditure have been fluctuating and in some years very much above the All States Average. This appears to be those the years in which assembly elections were held.

But Maharashtra strikes a different pattern, with its non-plan expenditure as proportion of GSDP starting at a marginally higher level in 1990-91 the All States Average but gradually going down to lower levels during the nineties.  This is strange that even their plan expenditure has not shown a proportional increase though there are increases in absolute terms.

Analysing plan expenditure as a proportion of GDP in respect of all states and GSDP in respect of individual states, we should take note of one element relating to reliability of data. The methodologies adopted by  the Economic and Statistics departments of various states governments are not uniform. While the plan expenditures of all states has been between 3 to 4% GDP during the nineties, the respective plan expenditure of individual states have varied and in respect of select states this has been even more varied. 

TABLE : 7. 5 PLAN EXPENDITURE –GSDP SELECT YEARS                       (Rs. Crores)

Year 
All States
Maharashtra
Andhra
Karnataka
Tamil
Kerala



Pradesh

nadu




1989-90
23258.6
2741.5
1520.9
1235.4
1347.1
677.8


(3.6)
(5.3)
(6.1)
(5.0)
(5.0)
(5.6)

1990-91
27432.9
2932.0
1690.4
1640.3
1448.3
759.6


(3.7)
(4.6)
(4.9)
(7.0)
(4.6)
(5.4)

1994-95
44513.7
6658.9
3927.1
2977.8
2462.7
1416.0


(3.3)
(4.7)
(5.7)
(5.9)
(4.0)
(4.4)

1998-99
64870.6
6301.4
6747.2
4239.5
3877.2
3067.8


(3.0)
(2.5)
(5.9)
(4.7)
(3.3)
(4.9)


Note: 1. Figures in brackets are percentages to Gross Domestic Product at factor cost current prices.

           2. Figures of GSDP from 1993-94 are new series while for earlier years old 1980-81 series have been used.
SECTORAL DISTRIBUTION - SELECT STATES 
With a view to analysing the sectoral distribution of expenditure incurred by the state governments, we had tabulated item wise details of expenditure for total expenditure, developmental and non developmental expenditure, distributed in plan and non plan categories for the year from 1991-92, to 2000-01. (See Det-Tables for All States, Maharashtra, Andhra Pradesh , Karnataka, Tamilnadu and Kerala ) The Expenditure items chosen for analysis like Irrigation , Education , Administrative Services ets have been highlighted in the tables. However, for  comparative purposes ,expenditures  in Social, Economic and General Services for 1991-92 and the recent three years, 1997-98 to 1999-00 have been taken up for analysis 

Taking the year 1990-91 the total expenditure incurred by the states was of the order of Rs. 91242 crores (16% of the GDP), which comprised of a plan expenditure of Rs. 27433 crores (4.8% of GDP) and a non-plan expenditure of Rs. 63809 crores (11.2% of GDP). In terms of application, developmental expenditure accounted for Rs. 63370 crores (69.45% of total expenditure), non-development expenditure accounted of Rs. 22600 crores  (24.77% of total expenditure)  and others  like inter  governmental      transfers, Rs. 5272 crores (5.78% of total expenditure).

Sectorally, Social Services absorbed Rs. 29220 crores and Economic Services Rs. 28596 crores, each working to about 5% of GDP. The loans and advances by state governments which amounted to about Rs. 5,555 crore was deployed almost entirely on Economic Services. The non-developmental expenditure of Rs. 22600 covers was mostly on general services covering fiscal and administrative services.

Tracing the trend of expenditure, one finds the total expenditure, while increasing in size has been hovering around 15% to 16 % of the GDP in the nineties. The total expenditure in 1999-2000, is placed at Rs. 325634 crores (16.6% of GDP) comprising a Plan expenditure of Rs. 78156 crores (4% of GDP) and a Non Plan expenditure of Rs. 247478 crores (12.6 % GDP) implying an increase in Non Plan expenditure, as compared to Plan expenditure.(0.8 % ) as percentage of GDP. 

In terms of applications, Development Expenditure, in 1999-00, accounted for Rs. 198322 crores, (60.90% of total expenditure), Non Development Expenditure for Rs. 1,10,137crores (33.80% of total expenditure) and others Rs. 17,175 crores  (5.27% of total expenditure). Of the Development Expenditure, Social Services accounted for Rs. 1,07,680 crores on direct development expenditure and Rs. 2,984 crore on loans and advances. Economic services accounted for Rs. 78,812 crores on direct expenditure and Rs.8,847 crores on loans and advances and General Services accounted for Rs. 1,07,309 crores. Non Development Expenditure has increased from 4% of GDP in 1990-91 to 5.6% on 1999-2000.

With a view to appreciating the sectoral distribution of these expenditures in the select states the spread among the social services, Economic Services, and General Services is shown below The spread is split into Revenue and Capital accounts and shown under Plan and Non Plan. On broad terms, it will be found that while Social Services and General Services are dominated by Revenue expenditure, Economic Services have a high proportion of Capital Expenditure.  

TABLE : 7 . 6  SECTORAL DISTRIBUTION ALL STATES SELECT YEARS


Revenue Expenditure
Capital Expenditure





1991-92 (Accts)



Expenditure Items
Plan
Non Plan
Total
Plan
Non Plan
Total









Total Expenditure 
1593362
7025283
8618645
1515084
659216
2174300

Social Services 
635963
2473282
3109245
156776
7965
164741

Economic Services 
927254
1814022
2741276
825098
-3703
821395

General services     
30145
2636427
2666572
22010
1426
23436




1997-98 (Accts)









Total Expenditure 
3047642
15615729
18663371
2878359.00
1271748.00
4150107.00

Social Services 
1664799
5166366
6831165
340571.00
2501.00
243072.00

Economic Services 
1328073
3219297
4547370
1695583.00
145287.00
1840870.00

General services     
34443
695696
6989139
86562.00
9697.00
96259.00










1998-99 (Accts)









Total Expenditure 
3510996
18497956
22008952
2976067.00
1651067.00
4627134.00

Social Services 
1899438
6302642
8202080
409003.00
9952.00
418956.00

Economic Services 
1530781
3452908
4983689
1677465.00
129397.00
1806862.00

General services     
59904
8410217
8470121
73654.00
7758.00
81412.00










1999-2000 (R.E)









Total Expenditure 
4385314
22775810
27161124
3430299.00
1971965.00
5402264.00

Social Services 
2342530
7840857
10183387
525887.00
58726.00
584613.00

Economic Services 
1930208
3806459
5736667
2056157.00
88323.00
2144480.00

General services     
100193
10630675
10730868
13089.00
13392.00
144287.00










2000-01 (B.E)









Total Expenditure 
4858392
24203847
29062239
4048954.00
1965484.00
6014438.00

Social Services 
2534204
7740421
10274625
612909.00
24817.00
637726.00

Economic Services 
2189966
3731927
5921893
2479566.00
275841.00
2755407.00

General services     
127531
12225736
1353267
104273.00
11416.00
115689.00









Analysts have been drawing attention to the relative responsibilities of the Centre and the States in financing sectoral programmes and to the large role played by the states in the fields of Health and Education. The problems of prioritisation and management of expenditure have been highlighted in the context of fiscal stress of the states by Dr. A.K. Lahiri, (Sub National Public Finance in India, EPW April 29, 2000) Dr. Lahiri has also drawn attention to “the intrusion of the centre in many areas of expenditure. For example, dissatisfaction with the states performance and a desire to pursue a uniform policy through out the country led to the shifting of population control and family planning, forests, education and trade and commerce in several essential items from the state list to the concurrent list through Constitutional Amendments. In many areas, the centre has also intruded in the allocation decisions under the purview of the states through centrally sponsored schemes”. (EPW April 29,  2001 p.1543).

This “intrusion” has been both by way of the number of schemes and the pattern of financing of the Centrally Sponsored Schemes (CSS.). The approach paper to the Tenth Plan has highlighted CSS as an area of weakness in the design of plan programmes, governance and institutional frame work and indicated that the centre is involved in the large number of programmes in the state list of the Constitution. Observing that “ as these schemes are implemented by the states, GOI has no control over the staff or over day to day supervision or coordination so necessary for the success of such schemes.” The Approach Paper draws attention to the proliferation of schemes, 210 in number and to the criticisms made in the CAG Report of 1999-00,that “regarding a common pattern of shortcomings in the execution of all centrally sponsored schemes”, brought out in the performance reviews. (See Approach paper chapter 4 and Report of CAG on Union Government, civil, No. 3 of 2000, over view p.VI)

CAG Report observed that “all previous performance audits have disclosed a similar pattern of failures of the programmes like design, defects, unconcern for value for money, programmes run with predominant objective of spending the money rather than for achieving their objectives, programmes run without co-relating inputs to the out puts and out come, absence of criteria for evaluation of the programmes, benefits either not reaching the target population or unsubstantiated claims of benefits, complex programme managements/ execution structure, false reporting of financial and physical performances by the state governments and failure of the ministries  in verification of their correctness, persistence of the ministries with centrally run and controlled programmes despite proven improbability of central control and monitoring by them   and almost total absence of accountability procedures. These deficiencies have resulted in very poor value for money spent on social sector programmes, which are executed for general social development and are specially targeted for social and economic development of the weaker/ poorer sections of the society.” 

It has been pointed out that “the share of centrally sponsored schemes in the plan budget of the central ministries has now increased to 70% as against 30% in the early 1980s. That this expansion has taken place at the expense of investment in infrastructure, industry and energy sectors”.    In a more recent report, the  Union  Finance  Minister, 

Mr. Yeshwant Sinha, in his Budget speech, 2001-02, had, as part of Expenditure Management measures, announced that “all schemes that are similar in nature will be converged to eliminate duplications. Centrally sponsored schemes that can be transferred to the states will be identified. Necessary procedural changes will also be made to speed up decision making process for approval of schemes”. (Ref: para 82 of Budget Speech 2001-02)

Recent Reports have indicated as part of the exercises, covering 256 centrally sponsored schemes, 139 are proposed to transferred to the states and 117 would be reviewed. Of the schemes to be reviewed, 114 will be with the Ministry of Environment and Forests, 12 with animal husbandry, 11 in tourism, 11 in social justice and empowerment. In this pruning exercise, elementary education and literacy will have a massive cut down from 19 to 2, higher education from 26 to 8. 

Apart from reducing the number of schemes, there is also a proposal to maintain a uniform proportion of loan and grant for centrally sponsored schemes. As the final picture is yet to emerge , it is difficult to anticipate , the impact that the reduction in the  number of centrally sponsored schemes will have on Public Expenditure Management  of the State Governments. 

GROWTH OF TAX REVENUE
Looking at the revenue side, the yield from taxes in respect of all the states which was 4.86 % of GDP in 1980-81 improved to 5.55 % of GDP in 1985-86, 5.67% in 1990-91 and 5.88% in 1995-96. The importance of state own tax revenue is obvious .The extent to which own revenue could meet revenue expenditure varied from state to state.The table below indicates that except for Andhra Pradesh during the mid nineties , the select states have had a better Tax Revenue/ Revenue Expenditure   ratio than the average of all the states during the last fifteen years.

Tax Revenue / Revenue Expenditure


1985-90
1990-95 
1995-96
1996-97
1997-98
1998-99

All States
43.4
42.2
43.0
44.7

43.5
40.4



Maharashtra
56.3
59.4
61.5
62.1

59.9
55.3



Andhra Pradesh
50.6
47.0
41.4
44.4

48.9
47.0

Karnataka
54.2
58.6
61.0
58.7

58.9
55.8

Tamilnadu
56.9
52.5
59.6
59.8

58.1
54.4

Kerala
51.4
52.2
52.2
51.7

54.6
50.4

Turning to the revenue side of the individual states it is seen that the average annual growth rates of tax revenue  for all states grew at 16.8% during 1980-81 to 1984-85, 16.2% during 1985-86 to 1989-90 and 16.5% during 1990-91 to 1994-95. The states share in central taxes grew at 11.5%, 17.6% and 13.8% during the above periods. The relative position of the five select states are indicated below


1980-81
1985-86
1990-91



1984-85
1989-90
1994-95

Growth of Tax Revenue  

All States
16.8
16.2
16.5


Maharashtra
15.0
17.5
16.6


Andhra Pradesh
19.0
15.3
12.2


Karnataka
17.7
16.3
17.5


Tamilnadu
22.0
14.2
18.7


Kerala
16.6
14.7
18.0


Share in Central Taxes  


1980-81
1985-86
1990-91



1984-85
1989-90
1994-95

All States
11.5
17.6
13.8


Maharashtra
12.0
13.1
12.7



Andhra Pradesh
11.2
15.2
16.0

Karnataka
11.0
16.3
12.6


Tamilnadu
11.1
16.6
13.0



Kerala
11.3
18.5
13.1


Deficit Management Turning to the performance of the select states during the nineties we find that the states of Andhra Pradesh, Karnataka and Maharashtra which had low levels of revenue deficits suddenly started showing increasing deficit from 1996-97 onwards.  Karnataka in fact has shown a small revenue surplus in 1995-96 Kerala and Tamilnadu showed revenue deficit in all the years in the nineties the quantum picking up in 1997-98 and 1998-99  Andhra Pradesh showed revenue surplus in 1993-94 and Maharashtra in 1994-95 .Analysis of  the transaction on capital account shows different picture with only Karnataka showing a deficit in 1992-93 and 1995-96. 

Approaching this from a different angle , the Table below shows Revenue receipts Aggregate Expenditure and GFD as a proportion of GSDP for the years 1990-91 and  1998-99.  This indicates a decline in revenue receipts in respect of Andhra Pradesh, Karnataka, Kerala , Maharashtra and Tamil Nadu and similarly in aggregate expenditure of all the states for the relevant period, however GFD as a percent of GDP has increased in varying proportion as shown below.

TABLE : 7 . 7 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





In judging the purpose for which borrowings were used ,  proportion of capital outlay to GFD is a useful indicator. The position in respect of major states is shown below.





TABLE : 7 . 8 CAPITAL OUTLAY/GFD



1985-90
1990-95
1995-96
1996-97
1997-98
1998-99
1999-2000


All States
62.4
55.3
52.4
51.2
51.6
34.6
36.8


U.P.
67.4
30.3
27.8
21.7
22.0
18.0
20.8


W. Bengal
42.6
27.8
40.7
25.1
15.8
10.1
11.5

Bihar
102.6
31.2
39.1
46.0
23.1
29.4
31.2

M.P
86.3
77.5
59.6
58.6
92.2
24.5
30.7


Maharashtra
59.0
75.7
65.5
68.6
49.9
42.8
28.6

Andhra
67.8
58.5
41.4
47.9
44.7
24.3
40.4

Karnataka
54.1
85.9
90.4
77.8
75.2
56.0
46.0

Tamil Nadu
31.7
29.1
23.2
31.3
69.2
24.1
16.8


Kerala
46.2
36.9
34.6
34.2
30.6
21.6
21.8

Source : RBI BULLETIEN

FISCAL DEPENDENCY OF STATES


The Reserve Bank of India  in its study of the State Finances (1999-2000) has drawn attention to the increase in State’s dependency on Centre and a structural rigidity in the fiscal operations of the State Governments as manifested in increasing stock of Public Debt . Analysing Fiscal Dependency of states in terms of ratios of Gross Transfers to Aggregate Disbursement and of loans to aggregate disbursement  and fiscal flexibility as a ratio of states own revenues to aggregate disbursements the Reserve Bank of India has pointed out to a slight improvement in the latter part of the Nineties . This can be seen from the following table 

Gross Transfers/ Aggre Disb  (as Percentages)


Avg of
Avg of
1998-99
1999-2000 R.E
2000-01B.E


1985-90
1990-95


All States
45.3
40.1
38.9
39.6
39.8

Maharashtra
29.2
26.3
28.6
23.8
26.3

Andhra Pradesh
36.9
40.4
34.0
38.8
36.2

Karnataka
33.0
30.9
29.4
25.9
28.3

Tamilnadu
34.3
33.8
25.7
27.6
27.4


Kerala
38.3
37.4
27.0
30.6
31.4

The state governments have , at the prodding of the Centre and the Reserve Bank of India have realised the deterioration in the fiscal health and appear to be owning it up in their by way of publishing white papers and fiscal Strategy Papers outlining steps they propose to take to reverse the tide.

VIII   SECTORAL INSIGHTS

With a  view to obtaining insights into differences in Sectoral Expenditure Management detailed  analysis of one major head of expenditure in each of the functional category of the budget is attempted below. 

8 . 1  ECONOMIC SERVICES : IRRIGATION
The provision of irrigation facilities, with state initiative has been a major area concern, in formulating development plans, in project identification, financing and execution. In the allocation of subjects in the Indian Constitution irrigation is at item 17 in the State list but the Government of India, through the Central Water Commission and the Irrigation Ministry as also the Planning Commission has been able to provide a broad frame work for development and utilisation of irrigation facilities. Several of the major policy issues have been dealt with  by the first Irrigation Commission of India (1901-1903) and the Second Irrigation Commission (1970-72), the National Water Policy 1987, 

With the India commanding 16% of the worlds population, 2.45% of the worlds land resources and 4% of the water resources, the importance of conserving water resources has been realised the National Commission on water, in its Report of 1999 has distinguished between available water resources, usable water resources. While the available water resources are placed at 1953 km3  , the “usable water resources have been estimated at 1086 km3, including 690km3 of surface water and 693 km3 ground water the present level of use is estimated at 600km3 .” (Data from National Water Commission cited by Ramaswamy R.Iyer , water charting a course for the future , EPW March 31 , 2001 .pg. IIIEA 1122)

According to the Planning Commissions, considerable investment have been made from the First Five Year Plan to the Ninth Plan. Its estimates of magnitude and composition of investment on Irrigation (major, medium and minor,) command area development has been on the order of to Rs. 91943 crores on historical costs and Rs. 231386 crores at 1996-97 prices with the following break up 


TABLE : 8 . 1  TOTAL INVESTMENT IN IRRIGATION


Category
Historical cost 
Estimate at 1996-97 prices(in Rs) 

Major and Medium  Irrigation
52606.25
132389.83

Minor Irrigation


(a) Public Sector
15692.83
39492.89 

(b) Inst Financing 
13468.77
33895.77

Sub Total
29161.60
73388.66
Command Area Development
5418.88
13385.66

Flood Control
4856.67
12222.39

Grand Total
91943.40
231386.59

Source: Planning Commission: Indian Planning Experience Jan 2001. P.77 Also Ninth Plan p.532.

Utilisation of Potential

There has been considerable difference of opinion on the estimates of irrigation potential created and the extent utilised, flowing out of data furnished by the Irrigation Departments in respect of potential and utilisation and the Revenue Departments regarding utilisation, inferred from the collection of charges. By end of Eighth Five Year Plan, the potential created by major and medium irrigation projects has been placed at 32.96 million hectares and utilisation at 28.44 million hectares, since then, 2.59 million hectares are reported to be addition to the potential and 1.81 million hectares to utilisation.

The difference of opinion in respect of minor irrigation has been far greater. The practice up to 1980 was to take utilisation as 100 percent of the potential created. Since this was not accepted by the Public Accounts Committee of the Parliament, the Planning Commission had after consultation with the State Governments fixed a base figure for 1984-85 for potential created at 37.52 million hectares and utilisation at 35.25 million hectares.  Since then, further developments has resulted in the potential reaching 56.60 million hectares and utilisation 52.31 million hectares by the end of the Eighth Plan. Of this, ground water potential was 38.89 million hectares and utilisation 36.25 million hectares.

Thus, in all ,by the end of the Eighth Plan, (1997) the total potential created is placed at 89.56 million hectares and utilisation at 80.75 million hectares. However if one went by estimates of gross area irrigated as per Land Utilisation, statistics , gross area irrigated is only 70.64 million hectares. (see Ninth five Year Plan Vol 11 p.534 The gap even according to the irrigation statistics is nearly 9 million hectares. This needs to be reduced. 

The recognition of such a large gap in utilisation of potential should be considered a serious admission of weak management as the cost of creating Irrigation potential is reported to have increased in current prices from Rs. 1200 per hectare in the First Five Year Plan Period (1951-56) to Rs. 66570 per hectare in 1991. In terms of constant 1980-81 prices the increase has been estimated to be from Rs. 8620 per hectare to Rs. 29587 per hectare during the same period.

According to the Ninth Five Year Plan, out of 16 major states, Tamil Nadu, Punjab and Rajasthan have achieved more than 70% of the ultimate irrigation potential while Haryana, Karnataka, Jammu and Kashmir, and West Bengal are in the range and 63 to 71 percent U.P. and Maharashtra have achieved 56%. Other states like Assam, Bihar, Orissa, Madhya Pradesh and Gujrat have still not crossed 50% of the ultimate potential.

The share in total plan outlay , of irrigation and flood control (Centre , States and Union Territories increased from 7.8 % in Third Plan to 10.6 % by the Annual Plan (1979-80) , 10.0 % in Sixth Plan , declining to 7.6 % in the Seventh Plan and 7.5 % in the Eighth Plan. The outlays in the Annual Plan has been between 6 to 7 % in the nineties (see Economic Survey 1998-99 . S.44 to 47). The funding for irrigation sector in the state plan had been high in the first three decades of Planning but has shown a declining trend from 23.25 % of total outlay in Fifth Plan , to 18.48 % in Eighth Plan.

The Ninth Five Year Plan details the financial  and physical performance of the various states, in respect of major and medium projects and observes that 12 out of 16 major states have incurred more expenditure than outlays. In respect of minor irrigation, implemented in both Central Sector and State Sector in the performance similarly varied, both in respect of physical and financial terms.

 U.P., Bihar, West Bengal, Orissa, Madhya Pradesh and Andhra Pradesh contributed to over 88% of the potential created during the Eighth Plan with megre contribution from others. Utilisation of institutional finance for minor irrigation development also show major inter state differences.  By the Ninth Plan had envisaged the following targets 

Category
Potential
Potential  


Creation
Utilisation

Major & Medium
9.31
8.01

Minor
7.15
4.74

Total
16.46
12.75

While ambitious targets have been laid both for physical and financial parameters, there is increasing concern over not only over the rising cost but also poor financial recoveries the Second Irrigation Commission in 1972 had drawn attention to the poor financial performances of the irrigation sector both at the Central and the State levels, Committee on,  Committee on Water Pricing set up by the Planning Commissionin 1992  had not only pointed out that the gross revenue realised in Irrigation and Projects was not covering even the working expenses. Recovery percentage computed as the percentage of working expenses to gross receipts showed that for the country as a whole it had come down to 8.59% in the late Eighties to 8.53% in the early Nineties . Andhra Pradesh showed an improvement from 5.03% to 8.3%, Tamil  Nadu from 2% to 2.59%, Maharashtra had fallen from 5.8 to 3.63% . This contrasted with the recovery rates in Punjab and Haryana which were high in the late Eighties. Punjab’s recovery percentage was 23.69% in the late Eighties but came down to 16.03% in the early Nineties while in Haryana it came down from 13.86 % to 13.05%. 

The fall in recovery rate appears to be a common phenomenon in all the states. The following table shows the Working Expenses , Gross Receipts per hectare of potential utilised in irrigation and Multipurpose River Valley Projects in the states chosen for study , as per 1996 data of Central Water Commission.

TABLE :  8 . 2 IRRIGATION FINANCIAL PROFILE 



Working Expenses
Gross Receipts
Range of 
Year of last rate




Water Rate
Revision



Maharashtra
5627
206
100 to 1750
1994

Andhra radesh
1377
48
99 to 222
1986

Karnataka
1639
252
376 to 556
1985

Tamilnadu
579
15
6 to 65
1962

Kerala
596
46
37 to 99
1974

India
1032
82
-
-


As pointed out by Shri. R. S. Deshpande and Shri. A. Narayanamurthy (Issues before Second Irrigation Commission, EPW Mar 2001 p. 1034-1043,) the core problems faced by the irrigation sector in most of the states are common and the most prominent among these are: (i)River basinwise proper assessment of water resources and its utilisation. Inter-basin transfers of water resources (at least within the state and under small catchments). (ii) Problems of scarcity areas and irrigation backlog across regions. (iii) Financial performance of the irrigation sector especially in comparison with the same in the other states (iv) Policy towards water rates. (v)Trends in actual development expenditure on command area development as against the establishment costs. (vi)Beneficiary participation in irrigation management (vii)Drip and sprinkler irrigation (vii)The expected pattern of future development of irrigation in the state. 

Sri Ramaswamy R.Iyer , a former Secretary for irrigation , Government of India and a Member of the National Commission on Water which submitted a Report in Sept 1999 , has presented an account of the current state of affairs in the irrigation sector (E.P.W.march 31,2001 and 4th April 2001 )raising a number of issues and making some suggestions , Shri Iyer observes , “  the kind of overhaul of politics , procedures , laws and institutions , will be difficult to bring about and may seem naïve and unrealistic. In discussing the changes felt to be needed , we sooner or later encounter the statement that , ‘politics’ will come in the way .For instance , stopping the thin spreading of resources on too many projects , pricing water properly , regulating the exploitation of ground water , giving PAPs the first claim on the benefits expected from the project , ensuring equity between head- reach and tail-end users in a canal system , resolving inter state water disputes in a fair and harmonious manner enforcing economy in the use of water , shifting the focus from big ,’top-down ‘ projects to local community initiatives and so on , may be sensible things to do , but ‘politics’ of various kinds and at various levels may render them very difficult to achieve.” 

Some issues that are relevant to the sector in the states chosen for study are highlighted here.

A common point in almost all irrigation projects is the enormous time and cost over runs of projects taken up . Taking the example of Kerala, it has been pointed out that irrigation projects commenced in the 1950’s and 1960’s showed enormous cost overruns, according to the State’s Planning Department (cited by Shri. K.P. Joseph, Poor Management of State Finances in Kerala in B.A. Prakash Kerala’s Economic Development, Sage Publications 1999 p.354-357).  

TABLE :  8 . 3  IRRIGATION    PROJECTS –KERALA            (Rs.Crores)


Name of the Project
Year of
Original 
Revised
Percent 


start
Estimates
Estimates
Increase


Periyar Valley
1956
3.83
63.40
1711

Kanjira Puzha
1961
3.65
75.00
1959

Kallada 
1961
13.28
457.80
3347

Kuttiady
1962
4.96
55.00
1808



 
Sri. Joseph draws attention to the State Planning Boards’ remarks that “the physical achievement of the sector was not commensurate with the quantum of financial investment” and observes that the cumulative investments in the Irrigation Sector amounted to Rs. 1829 crores upto 1995-96 and anticipated revenue was only Rs. 3.49 crores in 1997-98 Budget. “After incurring the percapita expenditure of Rs. 600 on Irrigation Projects, the net achievement has been to reduce the area under paddy cultivation and derive a revenue of about Re.1.00  percapita. Shri Joseph also refers to the failure of the attempt to introduce zero based budgeting in the Irrigation Department, futility of Inquiry Commissions to investigate fraud and the failure of Technical Inspection wing of the Finance Department in unearthing fraud.

The Report of the Comptroller and Auditor General, on Kerala for 1999 draws attention to the execution of non essential works in Kallada Irrigation Projects, extra expenditure due to adoption of higher rate in Idamalayar Project, construction of check dams, in private estates extra expenditure on removal of sand dunes, non completion of flood control work began in 1971 and nugatory expenditure on idle staff in the Irrigation Department.   

Andhra Pradesh has an irrigation potential of 11.2 million hectatres (5 m.h under Major and Medium and 6.2 m.h under Minor Irrigation ) Its utilisation has crossed 5.9 m.ha (3.3 under Major and Medium and 2.6 under minor irrigation ). By 1994 , it had completed 258 large dams and had 26 ongoing works. 

It has been reported by the Comptroller  and Auditor General that as of March 2000 there were 22 incomplete major and medium Irrigation Project, on which expenditure of Rs. 4482 crores have already been incurred of these no benefits have accrued in respect of two major Irrigation Projects and eight Medium Irrigation Projects. Benefits has accrued partially in respect of six Major Irrigation Projects and six Medium Irrigation Projects the CAG Reports also points out that fifteen projects have been languishing for more than 15 years. Scrutiny of the list of projects furnished shows that the CAG assessment may not be totally correct since projects like Singur started in 1976 and Tunghabadhra Low Level cannel started in 1974 have been yielding benefits for sometime but not to the promise extent.  

According to the CAG Report Sriram Sagar Project stage 1, started in 1963 has so far reported an expenditure of Rs. 1536.59 crores and the benefits have accrued only partially . Scrutiny of the Budgetary Documents of the Irrigation Department shows that the Project Work was commenced in 1963, with an ultimate potential of 3.92 lakh hectares the works completed so far can cover only 2.87 lakh hectares, and the irrigation benefits are already available for 1.28 lakh hectares in the backward districts of Adilabad, Karim Nagar, Warangal and Khammam. It is necessary to appreciate that the creation of irrigation potential does not stop with the engineering aspect of raising a dam, but also extends to execution of canal works, and Command Area Development. This to considerable  extent depends on landholders letting their fields ready to receive water and to take up cultivation of crops. The transformation, from years of dry land agriculture to irrigated farming involves not only considerable investment on the part of farmers as also a change in work habits and living styles.This is found to take time and in many projects , located in backward areas , it is the migrant farmers with enterprise from developed areas , that provide the lead , only to face eventually the charge of ‘colonisation’ and local resentment. 

Government of Andhra Pradesh appears to be conscious of this and has began to make policy interventions. The Strategy Paper of Irrigation Development observes, “performance of existing irrigation system in Andhra Prades has caused concern, particularly in the case of major and medium irrigation schemes. Despite massive investments in the irrigation sector, irrigated area particularly in tail-end have  declined in several major commands, due to insufficient maintenance of irrigation schemes, poor cost recovery of water charges, limited user involvement, low quality of agriculture extension, etc., resulting in gap ayacut of 11.80 lakh acres”.

 The State Government has taken full cognizance of this situation and has commenced a major reform program, in 1996. The State Government issued a White Paper on Irrigation Sector and took steps in three areas, (a)increase in water rate (b)farmer education and (c) farmer empowerment. Pointing out that the State Budget was providing enormous subsidy in low water rates, amounting to Rs. 557.94 crores on the basis of historical cost of cannel irrigation and Rs. 4366 crores on current cost basis. The state moved towards three fourth increase in the water rates. The State also took steps to bring in legislation namely the Andhra Pradesh Farmer Management of Irrigation Systems Act 1997 providing for linkages between Irrigation Department and farmers organisations through appointment of departmental officer as competent authorities responsible for implementation and execution of all decisions  taken by the farmers organisations. The State Government has also taken initiative to facilitate Water User Associations, over ten thousand of them covering distributories in the  irrigation projects, serving about 4.8 million hectares. The State Government is currently implementing a scheme for modernisation  of the Irrigation sector with the objectives of 

(a) Placing the Irrigation Sector on a sustainable basis through Cost Recovery  (b)Reversing the decline in Irrigated area under the existing commands (c) Improving the productivity of irrigated agriculture (d) Strengthening cost recovery for O & M. (e)Expanding  effectively irrigated areas in existing systems. This Project appears to have taken concerted action to bring the Farmer and Irrigation Department together to reduce the gap between irrigation potential created and utilised. 

These positive steps do not however wipe away the basic weakness in Expenditure Management in the Irrigation Sector namely the thin spreading of available resources over a large number of projects and the failure to step up cost recovery rate. Even by the November 2000, the revenue collection continue to be as low as 25.54 % of the demand, and hardly adequate to cover the O & M expenses. 

Maharashra is assessed to have an irrigation potential of 8.9 million hectatres (4.1 under major and medium , 4.8 under minor) and its utilisation upto 92-93 3.5 m.ha (1.3 under medium and 2.2 m.ha under Minor ). By 1994, the state has built about 1220 dams and had 300 more under construction . Relative to A.P , its utilisation , has been slow , may be due to unfavourable topography and poorer farmer.

Maharashtra, Govt has appointed recently a State Level Second Irrigation Commission, to review the changes that have taken place in the past few decades. The First Irrigation Commission of 1962 had gone into several issues, and had made recommendation the problems in irrigation sector and that policy should reviewed periodically once in fifteen years. 

Taken the case of Karnataka, it is seen that this state is relatively backward in terms of irrigation potential when compared to Andhra Pradesh and Maharashtra. Its ultimate potential is  estimated at 5.9 million hectares, (2.5 m.ha under Major and Medium and 3.4 m.ha under minor irrigation) . Its utilisation is placed at 2.7 m.ha (1.3 m.ha under Major and Medium and 1.4 m.ha under minor irrigation). The terrain does not facilitate construction of large storage of reservoir . It had 188 medium projects by 1994 and 28 still under construction .Because of these Karnataka’s utilisation of the potential has been relatively low. In fact Karnataka minor irrigation potential is more than the major and medium irrigation potential. Another picture is that there are sharp imbalances in the regions, which has come up for considerable attentions in recent years. According to Shri M.Venkata Reddy (Irrigation Development Problems and Prospects in Abdul Aziz and Sudhir Krisha, Regional Development ISEC 1996), net area irrigated as percentage of sown area had increased from 7.5% in 1957-58 to 15% in 1983-84 and 21.6% in 1991-92, showing better utilisation but inter-district disparities continued, with ten out of nineteen districts showing net irrigated area less than the state average. Analysts feel that positive efforts, lack of prioritization of schemes, inadequate drainage facilities, poor land development, inadequate beneficiary participation have been affecting development of irrigation potential in Karnataka. 

Analysis of the budgetary documents of the various State Governments show that irrigation and flood control do account for a significant share of the expenditure on the revenue and the capital side. Maharashtra’s budget shows a revenue expenditure on irrigation and flood control to be Rs. 1777 .14 crores in 1998-99 (actuals) . But the revised estimate for 1999-2000 is less than half at Rs.833.72 crores ,while the BE for 2000-01 is Rs.728.63 crores. The provision in 2000-2001 works out to 2.3 % of the Total Expenditure of Rs.31880 crores . However on the capital side it is seen that in 1998-99 out of the total capital expenditure of Rs. 3192 crores , irrigation and flood control had accounted for Rs.1198 crores and the provisions in their RE of 1999-2000 and 2000-2001BE are relatively higher at RS. 1442 crores and 1434 crores respectively. The provision in 2000-01 BE accounts for 46.7 % of the total capital expenditure .It must be noted that Maharashtra Government had set up Irrigation Development Corporation for various development regions.

The State’s Eighth Five Year Plan had allocated Rs. 3329 crores for irrigation and flood control out of a total approved outlay of Rs. 18520 crores . But interms of actual expenditure irrigation and flood control accounts for Rs.5668 crores  out of a total Eighth Five Year Plan expenditure of Rs.25751 crores working out to 22.01 % .The Ninth Five Year Plan has allocated  Rs.13437 crores out of a total approved outlay of Rs. 45125 crores working out to 29.7 % . The expenditure in the first two years of the Ninth Plan (1997-98 1998-99) works out to Rs. 3961 crores out of a total plan expenditure of Rs. 16125 crores (24.56 %) .But the individual provisions for 1999-2000 and 2000-01 almost equal the total expenditure of the first two years. 

Andhra Pradesh expenditure on irrigation and flood control on the Revenue and Capital side since 1992-93 onwards is shown below.

TABLE :  8 . 4  IRRIGATION EXPENDITURE - ANDHRA PRADESH



                           (Rs Crores)

Years
Revenue
Capital


Expenditure
Expenditure


1992-93(AC)
532.35
509.21


1993-94(AC)
597.14
782.73

1994-95(AC) 
728.23
738.12

1995-96(AC) 
840.29
634.92

1996-97(AC) 
931.88
635.42

1997-98(AC)
1094.55
737.41

1998-99(AC)
1229.29
803.85

1999-2000(RE)
1584.75
1048.06

2000-2001(BE)
1596.16
1191.16


Source : Compiled from RBI Reports and Budgetary Documents of various state Governments

In 1992-93 the Revenue expenditure in this Sector worked out to only 7.40 % out of Total expenditure .This proportion was more or less maintained through out the Nineties accounting for 7.2 % in 1998-99 accounts .

In 1992-93 irrigation and flood control accounted for 63.41 % of the total capital expenditure in the state but its share in total capital expenditure fluctuated in the Nineties to come down to 58.03 % in 1998-99 (AC) . 

Irrigation along with power continues to dominate the budget and plan outlays in Andhra Pradesh, with irrigation accounting for about 17.5 % and power for 31.6 % with the result that the other sectors get completely squeezed out . Given this structure of budget outlays , the attempt of Andhra Pradesh Government to levy user charges for services in various social and economic services , without ensuring adequate recovery of operation and maintenance costs from irrigation projects seems questionable. 

Tamilnadu’s budgetary commitments on irrigation and flood control appear to be more modest when compared to Andhar Pradesh and Maharashtra as seen from the details of expenditure on Revenue and capital accounts shown below. 

TABLE :  8 . 5 IRRIGATION EXPENDITURE - TAMILNADU

Years
Revenue
% to Total
Capital            % to Total


Expenditure
Expenditure
Expenditure    Expenditure



1994-95(AC) 
194.36
2.01
90.96
13.37

1995-96(AC) 
214.07
1.96
68.49
11.59

1996-97(AC) 
252.92
1.93
27.35
2.97

1997-98(AC)
326.03
2.18
66.22
4.51

1998-99(AC)
395.5
2.23
226.03
19.59


1999-2000(RE)
234.25
1.16
499.60
59.77

2000-2001(BE)
236.77
-
483.78
-



Source : Compiled from RBI Reports and Budgetary Documents of various state Governments

While the Revenue Expenditure as a proportion of Total Revenue expenditure has been fluctuating around one to two percent from 2.01 % in 1993-94 to 2.16 % in 1999-2000 RE  whereas capital expenditure has increased sharply (except for a dip in 1996-97 to 2.97 % )  from 13.37 % in 1993-94 to 59.77 % in 1999-2000(RE).

Tamilnadu’s performance in the irrigation sector seems to be impressive in spite of relatively lower levels of budgetary outlays. The irrigation development strategy appears to be far more clearly delineated , out of twenty one districts, three classified as canals predominant, four classified as  Tanks predominant and fourteen classified as wells predominant. The relative share of areas irrigated by wells appears to be increasing with the flow of bank credit and good cooperative credit system. 

A survey of on going projects ( As provided in Tamilnadu Economic Apprisal 1996-97 pg 84.)shows that one major project is continuing while  fifteen medium projects started in the late Eighties and early Nineties are reported to be pending completion.

The Economic Apprisal however points out that the proliferation of wells and indiscriminate exploitation of ground water for irrigation ,drinking and industrial purposes have affected the ground water table leading to an imbalance between the rate of drawal and the rate of recharge which needs to be set right.

Our study reveals that it is not the quantum of expenditure but the application of mind to the engineering aspects of project construction , agricultural and credit requirements of Command Area Development that hold the key to accelerated utilisation of potential and return flows to the Government. 

From the point of view of Public Expenditure Management, Irrigation sector poses a number of problems, from both supply and demand viewpoints, and many of the issues have been discussed thoroughly at various levels. Committee on water pricing appointed by the Planning Commission   suggested various measures to improve the financial performance of the irrigation sector , including (a) improving the design of projects and its apprisal , (b) Restructuring of project management (c) providing an incentive structure (d) Restructuring irrigation rates and increasing them at periodical levels, determining water rates on volumetric basis (e) enlarging beneficiary participation in the management.

 While the First Five Decades of Planning has been marked by Public Sector and State initiative in construction of dam and there is in recent years some attention to private sector and farmer participation. Maharashtra and Karnataka have begun corporatised approach to project execution by raising funds through bonds from the market but with state guarentee . In A.P there was legislation for Advance Betterment Levy which was collected from the farmers of the potential command area . This has receded into the back ground .Still irrigation remains a major responsibility of State Governments, which have not been able to adequately fund the Projects identified and taken up. Even while the States are struggling to find the resources to completed the projects taken up and later insuring a reasonable recovery rate, a number of new inssues like environmental impact and compensation for displaced persons and their rehabilitation have been raised, which tend to add to the project cost. Disputes between farmers who are the beneficiaries, and persons who are affected by submergence of other problems has also inter-state dispute have tended to prolong the gestation of Irrigation Projects.  If engineering factors had earlier cost time and cost overrun of irrigation projects, the newer issues have tend to delay the commencement of benefits. 

If in the point of view of Public Expenditure Management any reform is to be carried out, it is in the area of project management, and time phasing of investment, and much more in the areas of award of contracts. Reform of tender procedures cost control and procurement management along with the advance action for land development in the command areas will go a long way in improving the Irrigation Sector. 

8 . 2  SOCIAL SERVICES - EDUCATION 

Education can be viewed as one of the best measures of human resources development and a key component of social services. Literature on human capital as well as human development has laid considerable emphasis on education as a key instrument.

As per constitutional directive of India, elementary education is to be provided free for all by the government. Education, being placed in the concurrent list, both the Centre and States have concerned themselves with it, as is evident from the central and state expenditures on education. The Tenth Plan Approach Paper states that “education for all must be one of the primary objectives of the Tenth Plan.” It states that the launching of the “Sarva Shiksha Abhiyan” indicates a strong reiteration of the Country’s resolve to give the highest priority to achieve this goal during the plan period. Although the states have a major share in social sectors, especially education and health, they have registered smaller increases relative to the increase in Central Government expenditure, particularly in respect of the current expenditure in the post reform period.

Many studies have shown that social sector expenditure as a whole has declined considerably during the first few years of reforms. The per capita expenditure on social services, including education, health, housing and urban development and social welfare, for All States together was lower in the post reform period as compared to 1990-91.1 Reviewing the social sectors expenditures of the states in the pre-reform and during reform periods Shri. P.R. Panchamukhi noted that the expenditure shares of social sector in total revenue expenditure showed a declining trend education expenditures for all states, he observes decreased from 21.08 percent (pre reform) to 19.70 percent of total revenue expenditure during the reform period.

Tulsidhar (1997)2 categorises the per capita public expenditure on social services for three different categories of states like- (a) poor states including, Bihar, Madhya Pradesh, Orissa, Rajasthan and Uttar Pradesh  (b) Middle income states including Andhra Pradesh, Assam, Karnataka, Kerala, Tamil Nadu and West Bengal and (c) Rich States including Gujarat, Haryana, Maharashtra and Punjab to assess the differential impact of decline in per capita social services expenditure seem to have suffered more, with social services expenditure, as also the education expenditure, declining considerably in the post reform period, with adverse implications  for their human development. He suggested that government expenditure on social services and education for these poor states would boost up the human development in India as a whole .

TABLE  8. 2 . 1 INDEX OF PER CAPITA PUBLIC EXPENDITURE

ON SOCIAL SERVICES (1981-82 PRICES)


Group of States
1990-91
1991-92
1992-93
1993-94
1994-95


Education 


1. Poor States
100
90
92
87
91

2. Middle Income 
100
95
94
99
99

States

3. Rich States
100
101
100
104
104

4. All States
100
95
95
95
97

All Social Services

5. Poor States
100
94
93
92
93

6. Middle Income 
100
96
93
97
97

States

7. Rich States
100
99
98
100
101

8. All States
100
96
95
96
97


Source: Tulsidhar V.B., “Resources for Human Development: Notes on selected topics” 

Background Paper for UNDP Report, India: The Road to Human Development, UNDP 1997

Guhan (1996)3 examining the trends in social services expenditure, excluding food subsidy in the central budget and the total expenditure incurred by all states for the post reform period of 1990-91 to 1995-96, notes that “in the final outcome, what is of concern is that the GDP ratio of outlays at both levels taken together had declined in the first four years of adjustment ….. Given the magnitude of poverty and deprivation in India, their absolute level at less than 7% of GDP is also grossly inadequate for rural development and the entire gamut of social services.” 

TABLE  8 . 2 . 2  STATE WISE PROPORTION OF GOVERNMENT EXPENDITURE

ON ELEMENTARY EDUCATION (1991-95) 

(MAJOR STATES)


States
NSDP
Percentage of 
Total Social



Total Rev Exp
Security Exp


1. Andhra Pradesh
1.19
7.84
51.06

2. Assam
2.92
15.47
75.11

3. Bihar
2.16
11.48
52.09

4. Gujrat
1.60
10.55
61.28

5. Haryana
0.99
6.98
47.42

6. Karnataka
1.59
9.88
56.23

7. Kerala
2.37
12.57
66.78

8. Maharashtra
0.73
5.99
50.67

9. Madhya Pradesh
1.81
10.56
59.43

10. Orissa 
1.53
8.04
47.31

11. Punjab
0.72
5.20
54.02

12. Rajasthan 
2.09
11.20
61.28

13. Tamil Nadu
1.71
9.05
49.60

14. Uttar Pradesh 
1.67
9.75
54.87

15. West Bengal
1.16
8.71
55.99

Mean (Average)
1.46
9.23
55.52



Source: Computed from NIPFP Data Bank and RBI (1998), Report on Currency and Finance: 1997-98, Vol. II Statistical Statements ,P.6.

The National Policy on Education, 1986, placed considerable emphasis on education, especially free elementary education. Looking at the expenditures by the state governments in the reform period 1991-95, five  states of West bengal , Punjab, Maharashtra , Haryana abd Andhra Pradesh recorded a lower expenditure in elementary education as a proportion of GSDP than the average for the fifteen major states, while the rest recorded a higher proportion of GSDP than the average for the fifteen states.  Among the select states chosen for the Study, Maharashtra recorded a low of 0.73 percent of GSDP, while the three southern states of Karnataka, Kerala and Tamil Nadu recorded higher proportion of GSDP than the average for 15 major states. Andhra Pradesh recorded a slightly lower proportion than the average for 15 major states. 

Analysing the same as a proportion of total revenue expenditure of the states, one can notice that nearly half of the major states show a lower proportion than the average for the fifteen states. Among the states, Kerala records a higher proportion of 12.57 percent with Punjab recording the lowest of 5.20 percent at the other end of the spectrum.  Among the select states, Maharshtra records the lowest and Karnataka and Tamil Nadu slightly higher than the average. Andhra Pradesh records slightly lower level than the average for the fifteen states.  This expenditure on elementary education when reviewed in terms of the proportion of students getting free eliminatory education in 1995-96 reveal that it is insufficient for making promises of universal free elementary education come true.

TABLE : 8. 2 . 3 PROPORTION OF STUDENTS GETTING ‘FREE’ 

ELEMENTARY EDUCATION (1995-96)


States
Primary 
Middle
1. Andhra Pradesh
71.5
66.70

2. Assam
95.10
93.30

3. Bihar
78.40
75.70

4. Gujrat
83.50
74.90

5. Haryana
54.10
61.10

6. Karnataka
84.30
75.30

7. Kerala
80.50
84.00

8. Maharashtra
81.70
64.50

9. Madhya Pradesh
85.20
79.50

10. Orissa 
94.90
87.80

11. Punjab
56.30
51.80

12. Rajasthan 
69.50
52.90

13. Tamil Nadu
85.00
81.80

14. Uttar Pradesh 
60.70
57.10

15. West Bengal
91.80
91.30

 All India
76.00
71.40


Source: S. Mahendra Dev et al. “Social and Economic Security in India” p.203

On an all India level, only 76 percent and 71.40 percent of the students at the primary and middle levels respectively are getting free elementary education. Households (Rural plus Urban), on an average, are spending Rs.501 and Rs. 915, per student at All India Level, for primary and, middle school education respectively. For secondary and higher levels of education the household expenditure per student at All India Level increases 1.72 times and 3.20 times receptively. This when viewed in terms of the enrollment and dropout rates indicate the need for better provision for the primary and upper primary education.  This may reduce the burden on the households and impact positively on the enrollment and dropout rates resulting in better scenario for education in the states.

TABLE :  8 . 2 . 4 AVERAGE HOUSEHOLD EXPENDITURE PER STUDENT  IN GENERAL EDUCATION   (RURAL PLUS URBAN)



(Rs.) 


States
Primary 
Middle


1. Andhra Pradesh
430
820


2. Assam
251
498

3. Bihar
330
579

4. Gujrat
423
700

5. Haryana
953
1502

6. Karnataka
294
602

7. Kerala
725
849

8. Maharashtra
540
819

9. Madhya Pradesh
333
666

10. Orissa 
284
982

11. Punjab
1162
1780

12. Rajasthan 
518
831

13. Tamil Nadu
464
827

14. Uttar Pradesh 
507
947


15. West Bengal
433
1298

 All India
501
915

Source: Jandhyala B.G. Tilak, “Household Expenditure on Education: A few stylised facts” in  

S. Mahendra Dev et al. “Social and Economic Security in India” p.205

FINANCING EDUCATION: A BUDGETARY VIEW
The issue of financing education is central to educational development, especially in a developing country like India, where a large proportion of the population cannot even satisfy their basic minimum needs. Thus, public expenditure on education assumes prime importance in educational development.

In India, both the Central and the State Governments have a education budget. Successive versions of the National policy on education from 1968 onwards have resolved that the proportion of public investment in education should be 6 percent of GDP but India had achieved only 3.8 percent of GNP by 1999. The programme of action, the National Agenda for Governance (NAG) gave the highest priority to education. Despite this, the Centre accounts for a relatively small proportion of the total expenditure though its share has been increasing over the years for instance, the Centre’s share increased from 6.8 percent on 1980-81 to 11.1 percent of total education expenditure in 1995-964
Education funding in India has theo more important characters namely- (a) education expenditure is predominantly on the revenue account (b) the bulk of education expenditure is from the non plan account in the case of Revenue Expenditure, while for this can be illustrated by a look for at capital expenditure, whatever little is spent on education is on plan account, with meager or non in non plan account.

The Tables  below which show expenditure pattern in terms of share of plan and non plan expenditure to total expenditure on education by the States for select years depicting the position at the beginning of nineties an the recent position both on the Revenue and Capital sides.

Table  8. 2 .5 All States Education Expenditure Share on Plan and Non Plan

(Revenue Account )

                                                             (Rs. Crores)

Years
Plan
Non-Plan
Total


1991-92 (AC)
1462.42
15614.48
17076.90


(8.56)
(91.35)
(100.00)

1997-98(AC)
4568.97
32590.98
37159.95


(12.30)
(87.70)
(100.00)

1998-99 (AC)
5224.44
40424.39
45648.83


(11.45)
(88.55)
(100.00)

1999-00 (RE)
6564.75
51581.37
58146.12


(11.29)
(88.71)
(100.00)

2000-01(BE)
6817.79
50456.42
57274.21


(11.90)
(88.09)
(100.00)

Capital Account

1991-92 (AC)
275.37
2.62
277.99


(99.06)
(0.94)
(100.00)

1997-98 (AC)
524.42
9.12
533.54


(98.29)
(1.71)


1998-99 (AC)
623.84
27.47
651.31


(95.78)
(4.22)

1999-00(RE)
540.54
6.32
546.86

(98.84) (1.16)

2000-01 (BE)
454.63
5.99
460.62

(98.70) (1.30)

Note: Expenditure on education includes those on sports, art and culture.

It can be noticed from the table that the plan expenditure has grown 4.66 times from 1991-92 to 2000-01. While non plan expenditure for the same period has grown 3.23 times on the Revenue Side.

On the Capital side, the plan expenditure has grown 1.65 times and non plan expenditure 2.29 times during the same period. Looking at the absolute figures for the same period, one can see that the increase on plan expenditure as a whole has been only Rs. 5534.63 crores. While on the non plan expenditure, both Capital and Revenue together, increased  by Rs. 34845.31 crores.  If one views this in the context of population changes for the same period, which recorded a decades variation of 21.34 form 1991 to 2001 (All India) marking new entrants into the education users group, one can understand the pancity of funds of education.

Abu Saleh Shariff and P.K. Ghosh5 commenting on this gap in public expenditure on education note that the share of public expenditure on education on education in India’s GNP shows a declining trend in the nineties and an increase in the share of plan expenditure in the total Government Expenditure on education is essential for further development of education. 

Another important aspect of education expenditure is the pattern of expenditure with in the education sectors. Despite abundant research to support the fact that investment in lower levels of education contributes more to income redistribution and reduction in poverty, besides contributing to economic growth than investment in higher levels, (Tilak, 1989), elementary education has not received its due.

Commenting on this Shri. Krishna Kumar (Education and Society in Post Independence India: Looking Towards the Future, EPW, June 9th 1998, p.1391-1396), says that there is a preponderance of higher education in India. At the time of independence, despite the high priority accorded to primary education, the vary first commission on education appointed after independence was asked to focus on University Education and the Second Commission appointed a few years states, was asked to focus on secondary education also, Shri Krishna Kumar, points out, that this was reflected in the growth of enrolment and institution of higher education rose substantially  since the late fifties and has remained so through out the, seventies and the early eighties. He interprets this as a growth of higher education at the expense of small elementary education. Which marginalised the weaker sections further.

In the nineties, however, the intra sectoral allocation pattern seems to have changed slightly in favour of elementary education. Shariff and Ghoshy analysing the expenditure patterns of education of the States observe that, “A Cook-State comparison of the spending pattern for education reveals almost  all the States have focussed fiscal effort in favour of elementary education.”

Except in the case of West Bengal, Punjab and Andhra Pradesh the level expenditure of an elementary education exceeds the national overage of 48.2 percent for all the remaining states. In these three states secondary education still dominates the education budget.

Ramachandran et at (1997)6 assessing the resources needed to invested for bringing all children within the fold of basic primary education conclude that, at the All India Level, the investment needs to be more than doubled and about 3.1 percent of GDP needs to be allocated to primary education alone to bring every school age child in India into schools in the next five years. Looking at the total expenditure on education (including, sports, art and culture) under revenue account for select states, we find that their proportion to GSDP in (1998-99) itself is much lower than the increase recommended for primary education by Ramachandran et al. Revenue Expenditure of States (1998-99(A/c)) on education.

TABLE 8 . 2 .6  EDUCATION EXPENDITURE


Select States
Education Expenditure


(as proportion to GSDP)


Maharashtra
2.48

Andhra Pradesh
2.76

Karnataka
3.15

Tamil Nadu
3.66

Kerala
3.46


Note: Figures for education includes those for sports, art and culture

Source: Computed at IIE.

Also, the quality of expenditure on education is poor as the composition of expenditure, especially in elementary education is unbalanced. (World Bank,1990)7 The World Bank Study points out that items like libraries, equipment and furniture which add quality and comfort to elementary education and students accounts for only 0.18 percent while salaries account for 97 percent of the total expenditure of education departments.

Taking the case of Kerala, which has recorded higher social development among states, percapita expenditure on education has been higher than the all states average and in 1996-97 was Rs. 166.47 (in current prices) higher than the All States average of Rs. 356.78. Also the share of education in total social services expenditure has consistently been high.

Many economist feel that this level of social development financing by the State has preempted investments in economic growth which as a consequence has stagnated in the State, as well as being the root cause for the fiscal crisis in the State.

Dr. N.J.Kurien and Joseph Abraham8 writing on the financial crisis of Kerala, State, “Salary expenditure on a large number of uneconomic government schools (i.e. schools with a strength of less than 25 per class). Which was 542 in 1995-96 could be saved by redeployment of the staff of such schools and also by encouraging private schools”.

This Retreat of the State on an arbitrary basis of unavailability , in the social sector of school education recommended may impact adversely in the future social development of Kerala. It may be worth while to encourage private investments in terms of sharing in expenditures for available educational facilities created by the State rather than rationalise and regroup or close up existing facilities.

Commenting on the same issue K.P. Kannan and Shaji  K. Francis, 9 note that “ An oft repeated question given Kerala’s record in economic growth , is the supposed trade off between equity (as represented by the share of expenditure for social services ) and growth. The assumption here is that expenditure on social services represent only considerations of equity (ie protection and not growth (promotion) . Such a clear cut bias is not visible in the case of Kerala ….. the question of growth versus equity in terms of the relative emphasis on social security and other items of expenditure cannot be meaningfully answered without bringing in a number of other factor that determine economic growth”. In other words social services expenditure needs to be compressed in order to increase investment in economic sectors seems a fallacy. In fact social services expenditure cuts may impact on economic growth indirectly. 

Another state which has given importance to elementary education in the recent years is Tamilnadu by launching a special scheme called “ elementary education movement” during the year 1999-2000. It gives special attention to children from economically backward sections and aims at ensuring complete enrollment and retention. It also aims at improving the infrastructural facilities in elementary schools to achieve its aims apart from opening new elementary schools and upgrading the existing ones. It aims to provide access to education facilities to all school age children within one kilometre of their residences. Tamilnadu also has supplementary programmes like the midday meal programme to promote their education programmes and improve their efficacy. 

Similar efforts are also taken up in other states for instance in Andhra Pradesh which is still lagging behind in achieving primary education targets has launched special programmes like ‘Back to School’ programme ,Vidhya Volunteers scheme under the Jnamabhoomi programmes. 

Another aspect which needs attention in making public expenditure on education effective is by improving utilisation of funds in terms of better organisation of delivery systems. Quoting Dr.Mahedra Dev’s  in this context “ In order to ensure that the governments promotional and protective programmes have the maximum impact on the poor , decentralisation , easy access to information and social mobilisation are important.” Thus public  expenditure management with respect to education in the present post reform period needs to be looked at not from the point of view of compression and arbitrary reduction in services but towards  effective utilisation of funds by gearing  delivery systems to perform efficiently and  through social mobilisation of local communities.

8  .  3  GENERAL SERVICES  - ADMINISTRATIVE SERVICES 

An area of concern in State Finances is the burden of salaries and allowances of Government employees, cast upon the Budget of the State Governments. The expenditure on administrative services as reported in the budgets of all states in 1991-92 and for four years from 1997-98 are shown in the table, along with the total expenditure and total states own  revenue for those years in the following table.

TABLE : 8 . 3 . 1 EXPENDITURE OF ADMINSTRATIVE SERVICES


Year
AE
TE
SOR
TRR
AE/
AE/
AE/
GI






TE
SOR
TRR

91-92
7809
86186
39582
80536
9.06
19.73
9.69
10944

97-98
17074
18633
105567
170300
9.15
16.17
10.03

30112

98-99
19756
220089
113163
176447
8.97
17.56
11.19

35873

99-00
24424
271611
135271
214809
8.99
18.05
11.37

45269

00-01
29218
290622
157151
244920
10.05
18.59
11.93

54271


AE- Administrative Expenditure, TE-Total Expenditure, SOR-States Own Revenue, 

TRR-Total Revenue Receipts, (All in Rs. Crores)

AE/TE, AE/SOR, and AE/TRR are Ratios of Administrative Expenses to Total Expenses, States Own Revenue and Total Revenue Receipts

It will be seen from the table that between 1991-92 and 1999-00, the Administrative Expenditur have increased from Rs. 7089 crores to Rs. 2442 crores, Total Expenditure from Rs.86186 crores to Rs. 271611 crores, States Own Revenue from Rs. 39582 crores to Rs. 135271 crores and Total Revenue Receipts from Rs. 80536 crores to Rs. 214809 crores, all items on rising path. While this should meet somewhat the criticism from rising  burden of salary and wages of State Government employees, it is possible that the aggregate figures has shown above may be concealing inter-state variations and differentials in the burden. However when the Administrative Expenditures considered as a proportion to Total Expenditure, the ratio has decline between 1991-92 to 1999-00, before rising in the Budget estimates for 2000-01. Similarly as a proportion of States Own Revenue also it had showed a declining trend over the entire decade. As a proportion of Total Revenue Receipts it is however shown a steady rise. In other words judgements on Administrative Expenditure,  depends on the other parameters we are using for comparison. If for instance one takes into the account the gross interest payment made by the states, which has risen from Rs. 10944 crores in 1991-92 to Rs. 45269 crores in 1999-00, the increase in Administrative Expenditure from Rs. 7809 crores to Rs. 24424 crores during the same period does not appears to be as steep. 

Dr. Rakesh Mohan (Fiscal  Correction for Economic Growth, EPW Jun 10th 2000) has in his analysis of fiscal stress pointed out that the expenditure on government servants has grown at a lower rate when compared to the GDP growth rate. On the other had critics have been quick to find out that the increasing in growth rate, was in itself attributable to the large pay outs on account of pay revision getting reflected in the tertiary sector growth.
While there are inter-state variations in the salary burdens, two factors seem to make a considerable difference to the picture (a) commitments on grant-in-aid for salaries of employees of educational and local body institutions, as also their pensions (b) the linkage of state government salary scales to the central government pay scales. While the first factor seem to be common to more states, it is to be noted that only a few of the state governments had linked the salary scales of their employees to the central government pay scales. When the central government accepted the recommendations of the Fifth Pay Commission, the Finances of these States did come  under a serious threat. 

Shri. J.L. Bajaj, A Former Finance Official of U.P. and Union Governments had in his Article, Impact of Pay Revision on State Government Finances, (EPW May 29th 1999 p.1341) had pointed out the major imbalance in the finances of governments of Uttar Pradesh, Madhya Pradesh and Maharashtra likely to emerge if consequent upon the recommendation of the Fifth Pay Commission for Central Government employees the salaries of employees of State Government, aided educational institutions, local bodies and State Public Enterprises are raised. Placing the likely impact of revision between Rs. 20,000 to Rs. 30,000 crores Shri. Bajaj argued that the manner of financing of expenditure would be important, and would affect this states which already faced high level of revenue deficit, fiscal deficit and debt stock.

One other point that calls for attention is the differential growth rates in the employees strength, in Central Governments, State Governments, Quasi Governmental Organisation and Local Bodies. Significantly enough while the Government of India, have haded only 3.19 lakh employees to its strength between 1976 and 1996, while State Government had haded  25.88 lakh employees during the same period, with Quasi Government Organisation having as many as 21.43 employees, as can be seen from the following table 

TABLE 8 . 3 . 2  EMPLOYMENT IN PUBLIC SECTOR






    (In. Lakhs)


Employer
1976
1980
1986
1990
1996



Central Govt.
30.47
37.87
33.46
33.97
33.66

State Govts.
48.97
54.78
64.73
69.79
74.14

Quasi Govts.
33.92
20.80
21.90
22.23
21.92

Local Bodies
19.85
20.85
21.90
22.23
21.92

Total
133.72
150.78
176.83
187.72
194.29


The clue to controlling expenditure on Administrative Services does not appear to lie in a downsizing of Government, as proposed in many macro economic prescriptions but in an analysis of the distribution of employees in Central Government , State Government , Quazi  Government organisations and Locl Bodies. It is well known that the local bodies are charged with the responsibilities of providing many essential services like water supply, sanitation  etc. The addition of a mere 2.59 lakh employees between 1976 and 1996 in this categories should be surprising considering the growth of population , increasing urbanisation and density of population . With rigorous Budgetary constraints and consequent restriction   on recruitment, there appears to be a tendency to add to employment in Quasi Governmental organisations more amenable to pressures, than the much vaunted Public Service Commissions , suffering from serious neglect and pathetic efficiency levels from the point of view of man power planning in State Governments.  

In a White Paper published in 1994, the  Government of Andhra Pradesh drew attention to this problem in the management of its finances. According to their Fiscal Strategy Paper published in Feb 2000, the total expenditure including pensions on establishments has increased as shown below 

TABLE  8 . 3 . 3  ADMINISTRATIVE EXPENSES : ANDHRA PRADESH       (in Crores)


Year
Pay &
Wages
Grant in 
Pensions
Tot Exp
Estb Cost



Allow

     Aid


as % of 




Salaries


States Own Rev


1984-85
574
14
375
117
1080
76.9

1990-91
1231
12
1056
358
2657
85.7

1995-96
2351
14
1553
928
4845
95.6

1996-97
2575
7
1812
1004
5398
94.5

1998-99
3218
8
2402
1373
7000
78.4

1999-00(RE)
4173
20
2788
1805
8786
84.2

2000-01(BE)
4470
10
3620
2179
10279
74.8


While the pay and allowances has steadily increasing, on account of revision of pays even though the increase in number of State Government employees has come down in the nineties, the increase in grant in aid in salaries for educational institutional and local bodies has been phenomenal. Like wise increase in pension as also been very sharp in 1996-97. The State Government introduced legislation in 1994 to regulate employment in public enterprises and in government departments and it also become a programme of restructuring public enterprises  the impact of these on the establishment cost does not appear to have been significant.  Improvement in the indicator of establishment cost as percent of states own revenue was mainly on account of increase in states own tax and non tax revenues. 


In respect of  Maharashtra Dr. M.D. Godbole has drawn attention to the liabilities arising on account of three categories (a) government employees (b) employees of Zilla Parishad, Nagar Parishad and Municipal Corporations and (c) employees of aided institutions. Pointing out that there were that between in 1990 and 1999 the increases in this three categories were of varying levels, Dr. Godbole observed that in 2000-01 the total salary bill of the state government were accounted for 60.93% of the revenue receipts (27.21% on Government employees, 19.13 % on teaching and non teaching staff of various institutions and 12.16% on Zilla Parishad and other employees). The total pension liability of Rs. 2657 crores was distributed, Rs. 2232 crores on State Government employees, Rs. 379 crores on Zilla Parishad employees and Rs. 46 crores on pensioners, agriculture, universities.

NIPFP Studies in respect of impact of pay revisions showed in Assam, salaries and  wage bill of Government increased by 13% between 1986-87 and 1994-95. Ashok Lahiri (Sub National Public Finance in India, EPW April 29th 2000, p1539-1550) Observes the Government wage bills of the States, has gone up by 2 to 4percent of the respective GSDP’s during the nineties. U.P. the increase was from 7.5% in 1991 to 8.9% in 1997-98, Rajasthan the increase was from 5.5% in 1991 to 8.4% in 1998-99, and in Orissa from 8.4% in 1993-94 to 11% in 1998-99.

While commenting the general services, and increases in establishment cost one must prefer to the increase in the expenditure on revenue account on the Police, treated as a non development expenditure along with certain other item like interest payment and servicing of debt. It must be noted that adequate expenditure on Administrative Services, comprising (District Administration, Police and Public Works, Secretarial General services) is essential for good governance. With population increasing in size and density, pressures of various kinds building in the society there is a certain degree of unavoidable of expenditure on Administrative Services. Analysing the increase the non development expenditure one finds that there is an increase from Rs. 22139 crores (3.9% of GDP) in 1990-91 to Rs. 107309 crores (5.5% of GDP in 1999-00).   Of this the steepest increase has no doubt been on debt servicing and interest payment which rose from Rs. 9226 crores to Rs. 46702 crores. As compared to this the increase of expenditure in Administrative Services from Rs. 7019 crores to Rs. 24424 crores seems moderate. But within this category the increase in Police expenditure from Rs. 3981 crores to Rs. 14490 crores seems to be relatively large.  In other words the share of expenditure on Police rose from 56.71% to 59.73% of Administrative Expenses. In States like Maharashtra, Andhra  Pradesh not only as the states expenditure on police has increased but special assistance is being provided to meet naxalite problems 

The Tenth Finance Commission which has been required in the terms of reference to have “due regard to the resources of the central government and the demands there on in particular on account of expenditure on civil administration, defence and border security.”, thought that “it should give more than an incidental attention to the assessment of defence and security related expenditure.” The Commission could not however go beyond some broad conclusion on manpower cost and related expenditure, defence pensions, the need for optimum utilisation of available resource by prioritising defence expenditure, evolving balance between roles of local police and defence and para military forces, before concluding that, “it is not possible for us to go into the myriad aspects of national security” (see Report on the Tenth Finance Commission, p.62).

Much the same could be the view regarding expenditure on Police, maintenance of internal security and law and order. However one should be able to draw inferences from growing unemployment levels, increasing disenchantment  among the youth and increasing crime rate, and militant activity, and raise a broad issue whether in this context the state governments should pay more attention to maintenance of its own employment levels, and to creation of employment opportunities outside the government, by suitable development schemes or commit a greater part of its resources to expenditure on policing and maintenance of order.   This would imply taking a holistic view and taking decisions, on inter-se priorities of expenditure items in plan and non plan and developmental and non developmental categories. Such a view should cover all sectors of the economy. It must be, by now understood, that maintenance of law and order, is as vital to industrial and  economic growth, as offer of incentives to local entrepreneurs and foreign investors. Revenue foregone or tax expenditure (like sales tax holiday) attract less attention from fiscal analysis than expenditure on Police and Administrative Services. One needs to maintain a cautious balance in such matters, affecting order in the community.  

IX  PROBLEM AREAS IN PUBLIC EXPENDITURE

9 . 1  LEAKAGE AND WASTAGE

The enunciation of growth with ‘social justice ‘and alleviation of poverty as the primary objectives of planned development in the fifties has been followed by the formulation and implementation of several schemes for the welfare of the weaker section of women and children , apart from special programmes for self and wage employment in rural and urban areas. A retrospective view of these schemes , implemented for over four decades , show that scheme formulation and implementation have three broad based strands differing in details but aiming at the same objectives . The first is the belief that pursuit of high economic growth and all round development  will improve the levels of living of all sections of society and enable the weaker sections to be lifted . The second strand is the proactive formulation and vigorous implementation of anti – poverty and employment generation schemes for identified target groups to make a sharp dent on poverty. And the third is according appropriate priority to government expenditure in social sector like education , Health and family welfare , Labour and Employment , Nutrition , Housing , Water supply and sanitation , welfare of SC , ST , BC and minorities. 

The first four Five Year Plans were marked by allocations on various heads of development like agriculture irrigation , industry , etc. Allocation for Regional Development commenced in the 3rd Five Year Plan.  Fourth Five Year Plan was marked by sharpening of focus , with emphasis on employment in chronically drought prone areas , hill areas and special groups for small farmers and marginal farmers. The Nationalisation of the banks in 1969 , and adoption of New Initiatives for Growth with Social Justice in 1971 spurred the formulation of a number of schemes , some with the area development approach and others directed towards individual beneficiaries with budgetary provisions for subsidy or margin money with linkage to credit institutions for individual loans saw the constitution of agencies like Small Farmer Development Agency , as also schemes like crash scheme for rural employment and food – for –work programme.  The fourth and the fifth Five Year Plans were marked by restructuring of  schemes for asset creation and income generation in the rural areas . 

It was from the Sixth Five Year Plan that specific plan allocations for rural development as an head of development commenced and has continued since then . With this sector major programmes  were marked by refinement of objectives , and redesigning of patterns of assistance , even while the quantum of allocation in the central and the state plans increased enormously.  Simultaneously greater attention was also paid to the allocations in the Social Services sector covering Education , Health and Family Planning , Housing and Urban Development and other Social Services.

The outlays and Actual Expenditure in the Plans of Centre, States and the Union Territories in respect of  rural development and social services are shown below.


Plan Period
Rural Development 
Social Services





Outlay

Expenditure

Outlay

Expenditure



VI Plan
5363

6996


14035

15916

VII Plan
8906

15246


31545

34959

Annual Plan 1991
   NA

4150
   

NA

9606

Annual Plan 1991-92
   NA

4141
   

NA

10298

VIII Plan
34425

40372


79012

88806

IX Plan
74686

   *


72284
    
*


*The expenditure was Rs. 15637.2 crores for Rural Development and Rs. 46262 crores for Social Services during 1997-98 and 1998-99. 

The Ninth Five Year Plan outlay , of Rs. 74686 crores on rural development is to be shared   between Centre (Rs. 42278 crores) and States and UT (Rs 32408 crores). The total  Ninth Plan outlay of Rs.183273 crores was to be shared between Centre (Rs.72285 crores)and the states and UT (110989 crores) . It will be seen over the period the Plan outlay on rural development  had increased from about  4 to 9 % of the total outlay whereas the outlay on social services had increased from about 14.0 % in the Sixth Plan to 18.2 % in the Eighth Plan. The outlays in the Annual Plans of 1997-98 and 1998-99 fluctuated around the shame share. 

Along with the increasing allocations for the areas of rural development and social services, there was growing concern over the efficacy of expenditure and realisation of the need to avoid wastage and leakage of funds at the  implementation level.. In a much quoted observation Shri Rajiv Gandhi former Prime Minister had spoken of benefits reaching a small section of the targeted beneficiaries.

Surveying the Indian Planning experience since independence in his article “Ethos of Planning and Plan Administration in India in 1997, ” Shri. Madhu Dandavate the then Deputy Chairman Planning Commission observed that “A large number of studies have indicated that the programmes of poverty alleviation, irrespective of whether they focused on employment generation or asset creation or asset maintenance, suffered from implementation and a host of other problems which defeated the very purpose of these programmes. In large number of cases, the beneficiaries were wrongly identified, the schemes were too rigid to adapt to the local skills and resources and suffered from bureaucratic approaches. Those managing the delivery systems lacked the basic commitment towards the potential beneficiaries. Outcome of all these was leakages and less than optimal results.

“Not only in the context of poverty alleviation programmes , but also other schemes as well, there is a widespread feeling that the benefits intended to be delivered to the people through development programmes in various social sectors have not fully reached the beneficiaries because of the weakness in administrative planning and the delivery mechanism.” (Indian Journal of Public Administration Oct-Dec 1997 Vol-XLIII no.4 Pg 870)

In a survey of “Fifty years of Indian Administration -Retrospect and Prospects” published by the I.I.P.A  Dr. P.R. Dubhashi, argues that “the mixed economy and state directed development did not deliver the goods” and more specifically, among other things, “programmes of Rural Development suffered from leakage and inefficiency and could not attain the objective and Sri C.V. Raghavulu points out the Resource misuse for subsidies and “Give Away Schemes,” arguing that “Time and again state governments have used state resources in a profligate manner by providing indirect subsidies such as lower water and power rates…….. Schemes, such as the subsidized rice scheme (Andhra Pradesh) and the mid day meals programmes (Tamil Nadu) though targeted at the poor or illiterate were considered by many as an integral part of the process of political moblisation. Over the years, there have been several instances of give aways, ‘ besides tax concession in response to lobbying by organised interests.” Raghavulu  also argued that “economic policy in the context of social pluralism has favoured the better organised or more affluent groups which have been more influential in shaping the policy agenda than the unorganised or under organiser poor. Naturally a larger proportion of the benefits from state resources were cornered by the better off sections. Employees in the organised sector Doctors, Professionals and Labour in the Industrial Sector have benefited more from interest group activity than have landless labourers, small farmers, and workers in medium and small scale industries in the private sectors and unorganised economy (see Indian Journal of Public Administration July-Sept 1997, pg 364 and pg 485). 

Self Employment 

In the light of such observations it may be instructive to go over this vast area and gather lessons for Public Expenditure Management from the evaluation studies and the Audit Reports in respect of self employment and wage employment schemes.

Since 1969-70 a large number of poverty alleviation and the employment generation schemes have been launched by the Government of India to be implemented by the various state governments and specially constituted agencies. Main feature of this schemes is a provision of package of assistance consisting of subsidy or margin money to be provided by government and a loan to be provided by the bank or credit institutions to enable the beneficiary to acquire  productive assets like milch animals or machinery and tools. The schemes included provision of training to trainees , supply of tools to rural artisans and special packages for women and children in rural areas. 

After more than a decade of implementation of these major anti poverty and employment generation schemes like the Integrated Rural Development Programme (IRDP), (TRYSEM), (DWACRA), (SITRA), Govt of India had in 1990 evaluation revealed that  poor individual beneficiary without any skill or experience could not improve his income while those who did succeed possessed better skills and that the programmes, even within the sector of rural development lacked integration. This had resulted in the merger  of all these programme of Swarna Jayanti , Gram Swarozgar Yojana from 1st April 1999. But even this scheme depended on the coordination between credit institution and their developmental agencies. 

Wage Employment

Provision of short-term wage employment in public works was attempted through Food for Work programme initiated in the seventies, National Rural Employment Programme (NREP), and Rural Landless Employment Guarantee Programme (RLEGP). The official agencies felt that large expenditure made in the schemes did not provide adequate returns in terms of durable and useful assets, and sizable part of fund were utilised in administrative overheads. As a result NREP, and RLEGP were merged into a single scheme Jawahar Rozgar Yogana in April 1989 and even this was subjected to change in pattern of assistance from 1993-94. A concurrent evaluation carried out by the Ministry of Rural Development during 1993-94 across several states like Punjab , AP, Bihar , Kernataka ,Kerala, and U.P. showed that the scheme did provide 11 days of employment out of 30 but the selection of beneficiaries was marked by a large number of non poor beneficiaries. ‘The implementation experience also brought out the basic question whether priority should be given to employment generation or asset creation, and whether emphasis should be on creation of assets for individuals or on community and socially productive assets. 

A review of the schemes indicated that while conceptualisation of the various schemes were made in Delhi mostly of the Rural Development Ministry and Planning Commission, with laudable objectives, the implementation was largely the responsibility of the state government and further down the line of the District Rural Development Agencies and the Zilla Parishads. 

According  to studies,  between 1980-81 and 1998-99, 54 million house holds have been provided assistance under the IRDP and related schemes with average level of investment for beneficiary house hold rising from Rs. 3000 during the period 1980-85 to Rs. 9000 during 1992-95 and about Rs. 18000 during 1998-99 . Nearly 40% of the assistance is said to have been by way of Government Subsidy. Assessment of the programme shows that the implementation has reached the poor and  among slum the more disadvantage groups like SC/ST’s beneficiaries. According to Government of India evaluation of 1990, 47% of the assistance families belong to the SC/ST groups , and 54.4% of the families were able to cross the old poverty line of Rs. 6400 and 15.96% of the beneficiaries crossing the revised poverty line. The evaluation brought out the crucial point regarding the rate of success of the schemes, being high when the beneficiaries had certain skills are could be organised as a group.  There were also doubts weather IRDP beneficiaries were relatively more indebted than others sections of the poor. The absence of integration between the IRDP and other schemes like TRYSEM and SITRA. 

The Comptroller and Auditor General has covered the schemes in his report no.3 of 1995 and report no.3 of 2000. The latter report indicated that the performance audit of JRY and Employment Assurance schemes in 25 states revealed short comings in critical areas of targeting, adequacy of resources leading to insignificant employment generation, fictious reporting of employment generation and asset creation. According to the CAG Report, between the Fifth Plan 1977-80 and Annual Plan 1998-99, the allocation for Centrally Sponsored Employment generation schemes by food for work, NREP, RLEGP, JRY, and EAS was Rs. 50,715 crores and the total expenditure by the Union and the State Governments was Rs. 48,821 crores of this of the expenditure JRY and EAS accounted for Rs. 41,090 crores during the ten year period between 1989-99. CAG office availed the services of the private agency, ORG-MARG were carrying out the survey during Aug-Oct 1999 covering 141 districts 296 blocks and 2,106 villages covering a sample of 15,106 EAS beneficiaries, 20,454 JRY beneficiaries and 82788 potential beneficiaries. The survey revealed distortions in targeting owing to absence of a system of registration for job seekers, non issue of family cards, employment of human being lower than prescribed norms in adequate allocation of resources to complete the works taken up in the release of funds to the execution agencies, diversion of funds of Rs. 2178 crores to other activities and deposit of Rs. 1747 crores in personal deposit accounts, non utilisation of Rs. 754 crores, excessive administration expenditure.  According to the survey the average number of days of employment provided to each Below Poverty Level (BPL) worker or  employment seeker was insignificant and ranged between 7 and 21 days under JRY under 9 and 18 days under EAS. Similiar problems of non-maintenance of muster rolls and payment of wages at lower than prescribed rates, and non-observance of prescribed sectorial priorities were observed. Financial Dimensions of the weakness in implementation of employment programmes by the State Governments as revealed by the Comptroller and Auditor General from the details of test check carried out by field survey. According to CAG the total expenditure reported by the state governments under JRY and EAS schemes during the period 1992-99 was Rs. 33,380.17 crores of which audit cover expenditure of Rs. 9436.10 crores (28.27%) of this Rs. 61.87 crores were spend on the programme while Rs. 3250.23 crores were either diverted or misused. The diversion and misuse as classified by the audit follow into the following categories








     (Rs.Crores)


1. Deposit PLA/PD/Banks PSUs    
1747.52

2. Misuse of fund/diversion to other 

      activities not related to programme           
430.55

3. Amount lying unutilised/advances 

       unadjusted treated as final expenditure 
754.00

4. Excess administrative expenditure 
14.50

5. Suspected misappropriation   
9.52

6. Expenditure on works nor permissible 
95.41

7. 10 percent contractors margin 
38.26

8. incorrect reporting           
160.47

Total          
3520.23

According to  CAG, the monitoring  control inspecting and review mechanism at the apex level by the union and the state government under the district level are insufficient to ensure correctness of outputs. CAG observes “These persistent shortcomings erode the value for money spent on these programmes and cast serious doubts on the extent of the proclaimed inputs. The programmes appear to be running in a routine manner indifferent to the implementation lag, bottlenecks in execution and unverifiable outputs”. (Report of the Comptroller and Auditor General –Union Government (Civil Performance Appraisal No-3 of 2000 Pg. 197-229).

While schemes of 60’s and 70’s appear to focus attention on employment generation per se, with prescription of appropriate criteria for choice of works, and insistence on  expenditure having specific wage and material composition, the emphasis in the 70’s shifted to creation of assets for the community and income generating assets for individuals. In the later 80’s and early 90’s there was a further shift of focus from employment generation to infrastructure development. The instruction of the Rural Development Ministry for selection of works were marked by changes, often by way of relaxation of the earlier criteria. In many respects such relaxation has come after the sanction authorities have, during the course of implementation of programmes come to appreciate  specific field level difficulties and the need to extend the scope of the programme to cover broader objective of Public Expenditure Management like utitisation of funds for development of social infrastructure rather than for individual or community assets. In this process there has been a dilution of verifiable conditions related to the quality of execution. While the earlier insistence on a very high labour intensity marked by the high wage component, militated against minimum level of techno-economic needs of engineering, like use of mechanical equipment for achieving compaction and consolidation of earth work. The relaxation of the later years, appear to move in the direction of reducing employment generation as a secondary objective.  

The expenditure under the JRY and EAS were to be shared by the union and state governments the ratio of 80 : 20. While formulation of schemes at the national level have perforce to be guided by uniformity of pattern and commonality of approach, the implementing agencies have to face vastly different field conditions, marked by differences in resource endowment , of the areas, different level of social and technical infrastructure apart from the levels of efficiency and supervisory systems. One aspect that is not kept in view by the authorities is the need for a certain degree of continuity of programmes over a period. Frequent changes in the concept, and pattern of administration, weakens the chain of command and pattern of supervision while creating doubts at the field level, particularly the identification of the beneficiaries and the nature and level of assistance to be provided. While the federal system of administration can to some extent accommodate the dual responsibilities for funding developmental schemes, with union and state governments bearing their respective shares in a predetermined pattern, the administration of these schemes with multiplicity of controls, by Central, State Governments and Zilla Parishads appears to have diluted both efficiency of physical implementation of programmes and financial accountability. 

Yet another systemic factor leading to be weakness is that the Government of India began to release funds directly to the DRDA without routing it through the state government. While the state government was expected to release its share with in 20 days of release of central government there were often time gaps in coordinating this aspect. The field agencies who should normally be concentrating on site inspection and monitoring of physical progress often spent their time coordinating administrative aspects of obtaining release from dual sources. The decision to release funds directly to the DRDA’s appear to have been dictated by two reasons –one to ensure that the central funds released for implementation of schemes are not held up by cash starved state governments without releasing to the field agencies, and two, to ensure that the credit for funding schemes for popular benefit goes to the political parties holding power in the centre rather than to the political parties holding power , at the state level. The decision could also have been prompted by the fact that some of the state governments began to utilise central scheme funds for schemes designated differently giving a misleading impression that the state government and political parties at the government were responsible for the conceptualisation  and financing of the schemes. Political overtones and patronage aspects appear to have been affecting pattern and release of funds. 

While the multiplicity of the reasons, some valid and other not so dictated the changes in the scope , focus , pattern of financing , pattern of release, and administration and monitoring of schemes, the trend appears to have been the shift form emphasis on verifiable physical  criteria in the choice of works to convenient financial criteria of allocation for block of DRDA as units of  implementation. Thus reporting expenditure in some form or the other rather than reporting the completion of works became the practice. The emphasis on supervisory machinery  appears to have shifted to financial rather than physical aspects of the programme the constraint of the budget of the union and the state coupled with ambition to cover larger number of beneficiaries and new areas , appears to have contributed to this shift. The inability of the Union Ministry to take into account the diversity of field condition in a country of sub continental dimensions, appears to have played its own silent role in this shift. The increasing tendency to involve institutional finance from commercial and cooperative credit institution as also the non governmental organisations in self employment schemes as part of an exercises of mobilisation of local resources added its own weight in engineering the shift.  Economic Reforms of the nineties emphasise a philosophy of withdrawal of State, and promotion of privatisation ,but the time phasing of this withdrawal have not been structured and built into the pattern of administration of programmes. The emphasis on targeting of the relatively more vulnerable groups like SCs ,STs , BCs and minorities led to the formation of a number of new organisation to deal exclusively with the target groups in addition to the DRDA’s. As a result, multiplicity of agencies and increase in the number of tiers of administration, with an near confrontation approach of official and non official agencies appears to be creating at the field a situation popularly referred to as “too many cooks”. Much of what is perceived as wastage could well be resources absorbed by not only intermediate agencies like contractors but also increasing overheads on the salaries and travel of  officials and members of committees.

PUBLIC DISTRIBUTION SCHEME

Another important scheme directed towards poverty alleviation is the public distribution system with emphasis on ensuring regular and assured supplies of essential commodities at affordable prices to the public. Commencing with the system of rationing scarce commodities in post world war days to ensure wider availability ,  management of civil supplies became much more organised in the 60’s and 70’s. The establishment of Food Corporation in India in the mid sixties and the various state Civil  Supplies Corporation have enabled the build up of a vast network of food management system discharging the twin functions of procurement of food grain and essential commodities from the producers in the rural areas and ensuring their distribution to people through widely spread fair price shops all over the country.  

As  summed up by the  Comptroller and Auditor General in his Report of 2000, “ The P.D.S with the focus on distribution of food grains in urban scarcity areas had emanated from the critical food shortages of the 1960’s. It has since then substantially contributed to the containment of rise in food prices and ensured access of urban consumer to food. As the national agriculture production had grown in the aftermath of the green revolution, the outreach of PDS was extended to rural areas, tribal blocks and areas of high incidence of poverty in the 70s and 80s. Currently, its focus is on the poor in all areas. The Ninth Plan (1997-2002) targets primarily people below the poverty line and has enunciated a broader view of food security, which also includes nutritional security by ensuring availability, accessibility, acceptability and affordability of balanced food and nutrition for all. With the increased availability of food, another dimension was added to the PDS. This was to sustain the high level of food production by fixing minimum support prices at which Food Corporation of India procured from the farmers. PDS, thus became an instrument for sustaining the food production as well as for subsidised supply of food grains to consumers”. (Report of Controller and Auditor General, Union Government ,Performances Appraisal No-3, 2000 Pg. 4)

According to the Ministry of Food and Consumer Affairs there were in 1999, a total of 4,55,055 fair price shops, with 3,64,385 shops in the rural areas and 90,870 shops in the urban areas. These fair price shops covered 19.12 crore persons holding ration cards, of whom 11.92 crores persons were above poverty line and 7.20 crores were below poverty line.  The procurement operations cover 11 crore operational holdings.  According to one estimate, the public distribution scheme handles 15 percent of the total availability of rice and wheat.  PDS costs about 0.5% of GDP and 6% of Central Government Revenue. 

An important aspect of PDS was that till 1992, it was a general entitlement scheme open to all consumers without any specific target, providing a rationed quantity of food items rice, wheat , sugar and edible oils and non food products like kerosene and coal below the open market prices . In 1992 a scheme of Revamped Public Distribution was introduced involving a geographical targeting with special schemes for drought prone ,desert, tribal, hilly and urban slum areas. In 1997 the Government of India introduced targeted PDS scheme, with a view to streamline the schemes to cover house holds below the official poverty line by issuing special cards. 

One reason for the restriction of coverage appears to be the objective, as part of structural adjustment policy to reduce subsidies under PDS. According the Comptroller and Auditor General, between 1992 and 1999,  food, sugar and kerosene oil subsidy aggregated to Rs. 77,379 crores and in addition,Andhra Pradesh, Kerala , Karnataka, Tamilnadu and Gujarat  provided a subsidy of Rs. 6896 crores on their own schemes of food distribution. The central issue prices for food grains have been revised frequently in the nineties as shown below 








(Rs.per Quintal)

Year
Rice
Wheat

1992
377
280

1993
437
330

1994,1995,1996
537
402

1997,1998
550 (APL)
450 (APL)


350 (BPL)
250 (BPL)

1999
700 (APL)
650


350 (BPL)

APL- Above poverty line , BPL-Below poverty line

A review of PDS operation  between 1992-1999, by the Comptroller and Auditor general with sample checks covering 4661 fair price shops in 172 districts in 25 states and U.Ts revealed several deficiencies   “ in respect of targeting of the beneficiaries , adequacy of food and nutritional security ,meagre income transfer to the targeted groups , high cost of operations higher prices charged from the consumers, poor quality and absence of proper vigilance system which impacted the fulfillment of the objective of availability , affordability accessibility and acceptability of food grains. 

According to the CAG , identification of families below the poverty line was not completed in 18 out of 31 states and Union territories  and even where identification was completed , ration cards were not provided to a significant population below poverty line families .On the other hand this adversely affected the offtake from PDS and the lifting of stocks from FCI godown and state Government agencies. In a chain effect this has led to increase in the stocks held by the food corporation of India , which had reached on Oct 1st  , 2001, 58.28 Million tonnes (21.45 million tonnes of Rice and 36.82 million tonnes  of wheat )as against the buffer stock requirement do 18.1 million tonnes  ( 6.5 million tonnes of rice and 11.6 million tonnes of wheat ) . A number of important issues have been raised in this regard including the transfer of procurement responsibility and introduction of a new scheme of income support to farmers rather than the present system of product support through procurement by public agencies at Minimum Support prices. CAG report concludes that “ the guaranteed procurement at Minimum Support price benefited the farmers , the system did not benefit the general public and much less the people below poverty line …” and that  “ the PDS was not the preferred source of the food grains by the general public . The prices of food grains from the fair price shop for the general public was higher than the market price especially during the harvesting season . The general public and also people below poverty line depended on PDS only for a small portion of their requirement .” 

The Mid Term Appraisal of the Ninth Five Year Plan has pointed out that “Despite hefty increase in the annual food subsidy from Rs. 2,450 crores in 1990-91 to Rs. 9,200 crores in 1999-00, all is not well with Public Distribution System in India. There is 36% diversion of wheat, 31% diversion of rice ad 23% diversion of sugar form the system at the national level. TPDS does not seem to be working in the poorest North and North-Eastern States; The allocation of poorer states such as UP, Bihar and Assam got more than doubled , as a result of shifting to TPDS, yet due to poor off-take by the States and even poorer actual lifting by the BPL families , the scheme has not made any impact on the nutrition levels in these States; There is lack of infrastructure and shortage of funds with government organization in most States except the few in West and South. Adequate infrastructural capacity, in addition to funds, should be ensured at the district and block levels, otherwise wasting scarce resources through leakages helps only contractors and corrupt Government staff, and does not in any way help the poor” (Planning Commission Oct. 2000) 

While the PDS provides a degree of food security to some sections of the population there are doubts whether the benefits  commensurate with the cost of running the system. The principal criticism relates to lack of targeting. The PDS is accused of two kinds of targeting errors, errors of exclusion and errors of failure to reach the target population and inclusion of non eligible persons. A number of studies have been made by academic and other agencies to analyse the efficacy and coverage of the public distribution scheme, and to highlight the regional variations in the coverage and implementation of the scheme.  Bhaskara Datta and  Bharath Ramaswamy (‘Targeting and efficiency in the public distribution system’ EPW May 5th 2001) argue that ,”While large number of poor do not have access to the PDS, there is on the other hand, little or no attempt to deny access to the affluent” 

While there is a general impression that the Public Distribution System is marked by a high degree of leakage and wastage  , it is necessary to  take into account, the vastness of the system spread in several states covering  nearly 20 crores card holders , and in particular the nature of leakage and the levels at   which this takes place . In a study of the Social Security System in Andhra Pradesh , S.Indrakant and M.C Swaminathan cover the food security system and in particular the utilisation of PDS , by the card holders varying with different degrees of dependence for different items like rice and Sugar and kerosene .60 % for rice and sugar and 65 % for kerosene in rural areas . 50 % for rice and kerosene and 70 % for sugar in the urban areas. They have also analysed three levels at which leakages take place in the PDS  stating that , “due to the policy of delivery of foodgrains at the door steps of FPS the leakages at the first level, i.e. at the FCI godown level, is minimal in the existing PDS network. The system of delivering the foodgrains at the doorstep of the fair price shop appears to be working reasonably well in most parts of the state. In Uttar Pradesh and Bihar, the FPS dealers have to lift their own expense. Consequently, leakages at the first level is high and often the food grains do not reach the villages. 

The leakages at the second stage, i.e, village or town level, in Andhra Pradesh is likely to be substantial. The income of FPS dealers is very low . The dealer’s gross margin per month varies in the range of Rs. 700-1165 (Indrakant, 1996). The FPS dealers tend to increase income through bogus cards, diversion of quantities not taken by card holders, etc. Venugopal (1992) found that in 1986, the number of ration cards in circulation (139 lakhs) exceeded the estimated number of house holds (121 lakhs) by about 15 percent or by 8 lakhs. The leakages at the third level, i.e., household level, is not likely to be much because the price of rice in the fair price shop is much lower than the open-market price of coarse cereals.” ( S.Indrakant and  M.C Swaminathan , ‘Social Security in Andhra Pradesh’, in ‘Social and Economic Security in India’ , Edited by S.Mahedradev et.al , Institute for Human Development , 2001 pg 469-470)

Referring to the benefits of the PDS and costs on account of errors of targeting and other aspects, the authors after a survey of selected villages have concluded that the benefits match the cost of implementation of the schemes in certain villages while in others the cost exceed the benefits and conclude that the impact of the PDS is not uniform across the selected villages and the developed villages  seem to have benefited more than the backward villages .

Certain studies in respect the per capita gain per annum for PDS beneficiaries in relation to open market prices have been made by Dr.R.Radha Krishna , Indrakant ,  Kirit Parekh , Stephen Howes and Shikha Jha , K.Hanumatha Rao and Jayashree. But these fine tuned statistical calculations do not adequately bring out the magnitude of administrative problems in operating a vast system spread across several states and covering  20 crore ration card holders and the implications of introducing criteria like poverty line for inclusion or exclusion of beneficiaries. It has emerged from several studies that the poverty line estimates have their own limitations , including the number of people below poverty line as per the Official methodology and the Lakdhawala Committee estimates and their methodology  .Resort to these concepts , can provide a broad measure of logic in resource allocations at macro level  but their application at the micro level for segregating groups of beneficiaries in publicly  funded schemes can lead to  avoidable apprehensions regarding proper utilisation and possible leakages if any . 

As Madhura Swaminathan and Neeta Mishra have pointed out , the targeted PDS ignores , or does not take into account certain costs arising out of errors of exclusion and errors of inclusion, and on the basis of a study of Maharashtra village they argue that there are pitfalls in identifying the target group based on a income indicator in the context of variability  of employment for majority of workers in the country and associated fluctuation in the incomes and consumption .Citing data of NSS survey of consumption in 1997 they argue , that around 70 to 80 % of rural population is eligible for food subsidy programme and in such a  situation  targeting can impose high costs . The costs of administering a targeted programme that excludes 20 or 30 % of the population , when many of them may self select out of the programme will be high . At the same time , the welfare costs due to targeting errors will rise. In short it makes economic sense to provide universal coverage and assume that the better off households will voluntarily opt out of the scheme. “(Errors of targeting Public Distribution of Food in a Maharashtra Village 1995-2000, EPW, June 30, 2001 Pgs 2447-2454)

Such fine tuned analysis  providing useful insights for the policy maker , can help in restructuring the existing schemes , to eliminate some of the deficiencies pointed out by the CAG’s review of  Management and implementation of the PDS , the Revamped PDS and the Targeted PDS . While the structural adjustment policy and fiscal consolidation measure have moved in the direction of reducing budgetary implications of subsidies in the public distribution system , it may not be meaningful to carry them to such an extent as to lead the system to another set of errors. The scheme as a whole , can be said to have made useful contribution to increase the availability affordability  and accessibility of food grains , but there are still questions on the acceptability of quality.  Frequent revisions of criteria an introduction of restrictive clauses mainly with a view to reduce the budgetary outgo of subsidies often affects , the quality of implementation of the schemes. For instance  while the PDS had universal coverage , the introduction of the TPDS restricting issue of grains to people below poverty line and a simultaneous increase of issue price of food grains have adversely affected the PDS . 

Much of the discussion on food subsidy and its burden is taking place in  an environment of abundant faith in the market mechanism while the past experience has been that the traders  have not hesitated to place the profits above the minimum needs of the consuming public and hold them to ransom during periods of shortage. 

The ORG survey  conducted in 1999 ,covering 64292 households (43205 in rural areas , 21807 in Urban areas ) in 1223 villages and 285 towns spread in 140 districts, made observations relating to the issue price of grains after several revisions . Even in 1999 rice was made available to people below the poverty line , well below the market prices It also ignores the fairly reliable system of interstate transfers of food grains from producing states like Punjab , U.P, and Andhra Pradesh  to the deficit states like Kerala , Maharashtra ,Rajasthan , and the North Eastern states. Such a system has also enabled some states like Kerala to concentrate on commercial and plantation crops with export potential and foreign exchange earnings. Thanks to the PDS the spectre of drought as and when it emerges , is today not as frightening as it was in the sixties  . We have moved from the days of famine and food shortages to the days of mere adverse seasonal conditions affecting farm operations in specific regions with the demand on the Centre  to provide relief by way of financial support for employment schemes and food grains allotment . This qualitative change marking the Indian Economy , appears to have been overlooked in the undue anxiety about reduction of subsidies and budgetary support for food management system . Some errors of management of the food system appear to get magnified through  the lenses of audit with focus on the areas of  flaws and ignoring the areas of strengths of the system., It may be easier to address the persistent weakness in the system rather than to  bring down the existing structure and build a new one of  income support to farmers. And in due course of time we will have another Audit party pointing out leakages and misdirection of income support.

It is forgotten that while the PDS has some weaknesses , it acts as a moderator of the market mechanism , which when left to itself can manipulate the demand supply situation to its advantage and to the detriment of the consumer  , both in terms of price and availability . The mere availability of  a choice of grains from the PDS keeps the trader on check and controls extreme fluctuations in prices. In years of surplus production there is bound to be some degree of glut , which had in the past got evened out in the years of drought in some parts of the country. The prescription of an income limit for access to the PDS stocks and the increase in the issue price in from the FCI with consequent increase in the rate of  retail shop , has contributed to the present high level of stocks in the FCI. The introduction of the food for work programme , to reduce the stocks may to some extent relieve the pressure but this pressure could have been avoided had the PDS continued to be universal in application and the increase in issue price been made more gradual .The availability of a larger base of consumers would have enabled liquadation of the available stock and quicker realisation of the invested capital even with a marginal increase in the issue price .

Those critical of the Public Distribution system appear  to forget that the scheme with the universal coverage had provided the regular supplies to nearly 20 crores consumers while the back up procurement operations of FCI and the state agencies had extended to 11 crores operational hoardings. It is possible that in the misconceived efforts to reduce  budgetary burden for food subsidy government may be introducing not only uncertainty  in availability and prices of food grains but also depriving the farmer of a fairly simple system of marketing with out the hassles  and agony  caused by private rice millers and traders . It is difficult to financially weigh the options of providing assurance to the consumers and farmers with the state bearing a measure of responsibility and cost of operations set against the buffeting winds of market operations to be met mostly by the farmers and consumers with the state playing the role of mere monitor.

9 . 2  INTRA STATE DISPARITIES  AND POLITICAL UNREST 

While the persistence of  backwardness in all the four states is acknowledged , it is interesting to note the varied popular perceptions and policy and programme responses from the state governments.  While Andhra Pradesh with 23 districts and Karnataka with 19 districts have faced problems and agitations stemming from local discontent, the official responses have been by way of Study Teams and Constitution of Area Development Boards. Andhra Pradesh witnessed Telangana and Rayalseema Development Boards in the seventies and Karnataka came up with the Hyderabad - Karnataka Area Development Board and the Malnad Area Development Board in Eighties. The problem of inter district and regional imbalance has continued to be a major problem  in Maharashtra and has led to political pressures for development of Marathwada and the Vidharba region . Similar differences in the levels of development among districts in Tamilnadu and Kerala have not led to similar political agitations and have been handled differently. Tamilnadu appears to have opted for creation of more districts by bifurcating or trifurcating large districts and creating compact and more manageable districts, with administration enabled to be closer to the people and respond more quickly to the felt needs. Kerala has just this year announced creation of area development boards.

The National Council of Applied Economic Research, in collaboration with Planning Commission and UNDP has attempted to develop the database required for preparing a human development profile for the country. While recognising that, “the Human Development Index’ though superior to traditional aggregate indices such as GDP fails to reveal disparities among population sub groups and therefore has a limited role in deciding policy prescriptions for raising the level of human development” NCAER has published in 2001, Human Development Report for South India. This Report covers profiles of Andhra Pradesh, Karnataka, Tamilnadu and Kerala based on secondary data with a Survey Report based on primary data collected by the NCAER Household survey conducted in 1994. The report, based on rather dated data confirms the persistence of inter-district disparities in states of A.P, Karnataka, Tamilnadu and Kerala. 

NCAER Report states,” the overall level of development of A.P, measured in terms of infrastructure, agricultural development, educational and health characteristics of the population is lower than All India average. Intra Regional and Inter District disparities indicate that the Coastal Andhra is the most developed region of the state (except for Srikakulam and Vizianagaram districts) while Telangana is the least developed region (NCAER South India HD Report 2001 p.1)

In Andhra Pradesh inter district disparities had led to violent agitations and demand for separate Telangana in 1969.Change in the State political leadership and the  Constitution of Rayalaseema Development Board Telangana Development Board, and the Coastal Andhra Planning Board, led to preparation of resource inventories for all the three regions and formulation of region specific development strategies. Allocation of plan funds in specific proportion seemed to assuage the political element. But in 1973, there was a counter agitation with demand for separate Andhra State , on account of a Supreme Court judgement upholding the formulae for employment of only locals in Telangana Area. It was with the imposition of President’s Rule and Central intervention with a compromise Six Point Formula dealing with services as also provision of development funds that some degree of order could be restored. 

The implementation of developmental programmes covering all sectors in the three regions of Coastal Andhra , Telangana and Rayalaseema has met popular aspirations to some extent but this could not  completely  eliminate the regional differences or the simmering demand for a separate state of Telangana . The  recent resurgence of separate Telangana movement, with political group fighting the Panchayat Raj elections raises critical question on the long term efficacy of the development plans and public expenditure programmes in reducing inter district and intra state disparities in the state. 

In Maharashtra , which was formed by integration of areas from old Bombay province , Marathi speaking areas from Hyderabad State has thirty three districts spread over a vast area The state has a high rank of three in development in the country and has its own regional problems owing to difference in resource endowment and topography . Demand for development for Vidharbha region and Marathwada had led  to the measures  for identification of backlog in development allocation and constitution of statutory Development Boards for Vidharbha, Marathawara and rest of Maharashtra. With the Governor of the State acting as the head,  Statutory Development Boards, have been given the power to allocate funds for irrigation and other development purposes . This state has recently witnessed a revival of demands for allocation of funds for regional development marked by the formation of a Vidharbha Backlog Removal and Development Forum (VBRDF in 2001).

An Official Committee has estimated the backlog in allocation of irrigation funds to the Vidharbha region at Rs. 4265 crores as per the rate structure in 1994 when the estimated cost was worked out at Rs. 50,000 per hectare. 

In the Budget  for 2000-2001 , Finance Minister of Maharashtra has indicated that the state Government has decided to accept in principle , the Indicator and Backlog Committee Report  and observed “ It may be recalled that we have been allocating outlays for the last fifteen years to clear the Dandekar Committee Backlog . Honourable Governor will be requested to have backlog  determined for the Khandesh and scarcity areas also as on first April 2000 along with Vidharbha , Marathwada and the rest of Maharashtra. For the year 2000-2001 the outlay for backlog has been  proposed at Rs. 1100 crores with the consent of the Governor.” 

This is illustrative of the nature of pressures that get built up on account of development aspirations in different regions . The Maharashtra Government has also proposed raising funds through bonds for Irrigation Development Corporations constituted separately for Vidharba , Marathwada and Konkan areas.

The Karnataka state was formed in 1956 , by the merger with Mysore state and  four districts of Bombay Karnataka region , Three districts of Hyderabad Karnataka region and two districts of Madras Karnataka region .The differences in the levels of development of  these areas have been major source of concern for successive governments of the state .Demands for allocation of funds for the development of backward areas have been  made backed up by assessments of relative levels of development of different districts using various indicators . To illustrate the development of three districts Gulbarga, Bidar and Raichur which were earlier part of Hyderabad , has been a major source of concern.With the addition of Bellary which came from Madras, this area covered by four districts  came to  as the Hyderabad – Karnataka region . The constitution of a Committee (in May 1980) to study and report on the development of the region resulted in a Report in Oct 1981 recommending the establishment of a statutory board to formulate plans and setting up an area development corpoartion to execute these plans and promote  commercially viable schemes. Though the state government accepted the recommendation , its approach to Planning Commission for financial assistance did not meet with success. Subsequently the Hyderabad Karnataka Area Development Board was proposed by the  state government in 1989-90. The visit of a Central Study Team in May 1990 to study a Rs. 634 crore Plan for the region submitted by the state government did not result in flow of additional funds to the region. An High Power Committee was set up to monitor the development of the region . After two years of this Committee   a full fledged Hyderabad Karnataka Area Development Board was constituted in December 1992 to implement the development plan earlier prepared with an outlay of Rs. 635 crores over a five year period .  A recent assessment shows that the Plan was heavily weighted in favour of construction of roads and bridges and only 10 % each was earmarked for education , health and water supply and the out lay was also reduced to Rs. 290 crores during the Eighth Plan period. 

Institute of Social and Economic Change (ISEC)  organised a seminar in September 1994 to discuss the problems and prospect of promoting regional development in Karnataka , with a detailed study of the resource endowment, development strategies and implementation of programmes in the Hyderabad Karnataka region . The proceedings of the seminar appear to indicate that this backward region consisting of four districts, had remained economically and socially backward inspite of conscious efforts made by the Government of Karnataka to accelerate development and highlighted the constraints in developing such areas . (see Regional Development Problems and Policy Measures, Abdul Aziz and Sudhir Krishna, Institute for Social and Economic Change , 1996 ). 

The NCAER Report , HDR South India observes with reference to Karnataka that “ the districts in the North Eastern region of the state, Bidar , Gulbarga, Bijapur , Raichur and Bellary are the most backward with regard to Education and Health Indicators. They also lag behind in other  institutional and infrastructural facilities that are necessary for sustained economic growth .”(NCAER HD Report 2001 pg .112) Karnataka’s  experience in implementation of programmes for the Hyderabad – Karnataka Region ,Malenadu  Region and Maidan Region through Area Development Boards has not been a conspicuous  success . It would appear , that apart from creating problems of coordination with the  local bodies the efforts have met with local resistance from environmental and local groups particularly for industrialisation in some region . 

It would appear from the experience of Andhra Pradesh ,Karnataka  and Maharashtra  which inherited areas forming part of the old Hyderabad state ruled by the Nizam , that the persisting backwardness is an historical legacy of the old feudal regime. Not withstanding the genuine aspirations of the people of the area which were integrated on linguistic basis  with better developed areas , from old Madras and Bombay Provinces, the full  burden of reversing past neglect could not be borne by the people of other regions within the state. There also appear to be some cultural differences traceable to their past history in old Hyderabad state . That this should be the case , forty five years after the States’  Reorganisation  in 1956 , is as much a commentary on the lack of for emotional integration despite linguistic commoness , as on different levels of economic development . Disparities and charges of neglect  provide the main argument but the importance of other factors should not be ignored. 

Kerala represents another dimension of developmental effort, in a state with regional differences on account of topography and resource endowment and also past political history. . The state was formed in 1956 by integrating the former princely states of Travancore in the South and Cochin in the North (which were united in 1949) and Malabar area from the old Madras province . Geographically , Kerala has three distinct regions , the Highlands close to the Western Ghats, the Midlands made up of undulating hills and valleys and the Lowlands  comprising of river deltas and backwaters .Each of these regions has its own pattern of resource endowment and economic levels . 

Kerala  with its 14 districts exhibits high social development indicators but rather low economic indicators, marked by differences in many aspects . Ranking of districts in respect of five indicators (1) per capita income (2) percentage of urban population (3) motor vehicles per kilometre roads (4) number of hospital beds per lakh population (5) percentage of work seekers to total population show districts have a range of scores from 51 to 33, leading to their  grouping into Group A -Better developed (four districts ) and Group B -Medium Developed (six districts)  Group C - Less developed (five districts). NCAER study states that “ the comparatively high social consumption levels and the highest physical quality of life do not obliterate negative aspects of Kerala’s Socio economic development such as extreme fragmentation. ” (reproduced)

Conscious of the differences in the levels of development and the problems faced by the people in different regions as also the need for area specific strategies , the Kerala Government has in the Budget for 2001-2002 announced the constitution of (a) Coastal Area Development Authority and (b) Hill Area Development Authority with a preliminary provision of Rs. One crore each  for the comprehensive development of the respective regions. It doesnot appear that the Kerala Government has had the benefit of studying the experience of the Rayalaseema and Telangana Development Boards of A.P or the Hyderabad _ Karnataka Area Development Board and Malenadu Development Board of Karnataka. While the constitution of such boards , appear to meet the immediate political aspirations of the local leaders , with the obvious elements of patronage , their utility in terms of genuine developmental needs of the regions or of the people appear to be  less than that of a palliative .

In Tamil Nadu which has also problems of inter district differential , did not face any major political problem or the need to constitute any regional boards . Tamilnadu Govt’s ‘Tamilnadu an Economic Appraisal (1991) indicates that “the levels of development in  21 districts assessed by the construction of overall development index (with 17 indices) Social Development Indices for districts  with four indices ,show that the overall development index , range from 186 to 68 but in terms of SDI , the range is much narrow from 129 to 76  with three broad groups formed of a) Eight Districts with SDI above the state level of 100 b) Eight districts with SDI between 90 and 100 c) Five districts with SDI below 90. Tamil Nadu’s approach of forming new districts with manageable size ensuring closer attention to people’s problem and better implementation of schemes appears to have contained the political dimensions of the inter district differentials. 

It must be mentioned that the Regional Developmental aspirations and their political manifestations in several states have been simmering , surfacing for some time and then subsiding  only to resurface  again later. The recent upsurge in Andhra Pradesh and Maharashtra is in a way attributable to the creation of Uttaranchal ,  Jharkand and the Chattisgarh states . There should be no doubt that the creation of such states will add to the expenditure on administrative services . And where such states are not created and other mechanisms are created , sub optimal utilisation of resources by way of budgetary allocations on political considerations can not be ruled out  . Far too frequently, political differences  have led to compromises on the financial front.

Given the resource constraint faced by the State Governments , and the increasing pressures of administrative expenditures , the need to avert such decisions appear to be strong. This would seem even more compelling with the districts already having agencies like the District Rural development Agency , not to mention the local bodies that need to be given a fillip to implement the 73rd and 74th Amendment to the Indian Constitution.

9 . 3  DEVOLUTION TO LOCAL BODIES

An area of importance, that has not received as much attention at the operational level, as at the theoretical level is the role and efficiency of local bodies in the formulation of plans and implementations of public expenditure  programmes. 

Scanning the Five Year Plans, one finds that as far back as 1951, the Planning Commission had observed, “Panchayat Legislation may be strengthened, if necessary, to enable panchayat to assume responsibilities for such functions as (i) Planning Programmes of production for the village (ii) planning budgets of requirements of supplies and finances needed for carrying out the programme (iii) acting as the channel through which, increasing government assistance, other than assistance given through agencies like cooperatives, reaches the village,.” ( Planning Commission First Five Year Plan  p.39)

The emphasis on felt needs of the people and local participation as key elements in formulation and implementation of  plans has run like a continuos thread, through several decades, but with varying degrees of translation into operation. Concepts of “planning from below”, Community development, panchayati raj, “growth centres”, “districts level planning,”, “multilevel planning,” democratic decentralisation and empowerment of people, have all held the stage for sometime or other and played cameo roles during the last five decades of development planning without any of them given time and scope for getting operationalised in all States and opportunity for settling down in a country of near continental dimensions with differences in local cultures and levels of economic developments. One can almost see a pattern of “enter”, and “exit” of concepts scripted into the drama of development over the decades. 

The Approach Paper to the Ninth Five Year Plan reminded that “the process of decentralisation and grant of autonomy does not stop at the state level but has to be carried further by the state governments to the regional and sub regional levels. Democratic decentralisation through the Panchayat Raj system was adopted by the 1950’s in some state. However after the mid 1960’s the functions of this institutions declined. Efforts were made to revive this institutions several times in the 1970’s and 1980’s, with little success. However with the Constitution Amendment Act 1992, Panchayat Raj Institutions have been revitalised and the process of democratic decentralisation has been ushered in” para 5.18, Approach Paper to the Ninth Five Year Plan, Jan 1997. 

Dwelling on the same theme the Ninth Five Year Plan (1997-2000) observed, “the Sixth, Seventh and Eighth Plan re-emphasised district planning with a multilevel planning framework. However, proper administrative arrangements were not made to facilitate this process, there was also a lack of technical expertise and an absence of financial support both of which acted as impediments in the process of democratic decentralisation.”. The scope for removal of these constraints has been provided by the 73re and 74th amendments to the Indian Constitution carried out in December, 1992, which has been followed by the State Assemblies with enactments carrying further the process for legislative backing for Panchayat Raj Institutions.

As per the Seventy Third Amendment, Article 242G of the Indian Constitution, Panchayats are expected to attend to the preparation for plans for economic development and social justice. They are also expected to attend to the implementation of the schemes for economic development and social justice, as may be of interest to them including those in relation to the matters listed in the Eleventh Schedule. Of the 29 items enlisted  for the panchayats 21 are of developmental and social responsibility, including maintenance which can be better discharged locally. The Plans prepared by panchayats are expected to be consolidated by a District Planning Committee, created under Article 243-ZD, and become part of a draft development plan for the district as a whole to be forwarded to the State Government. 

While the Seventy Third Amendment was designed to revitalise the Panchayats by giving statutory recognition for the third tier of governance, the devolution of power, functions and finances to the panchayats has not been a smooth process. In 1996 a Committee appointed by the Planning Commission suggested a number of measures to speed up devolution. But State Government’s have been dragging their feet in this regard. The Planning Commission in the Ninth Plan document however felt that the process of devolution is at various stages of operationalisation in different states.

An analysis of the 13 State Panchayats  Acts made by Shri. O.P. Bohra show that the assignment of functional responsibilities at Gram Panchayat, Panchayat Samitis and Zilla Parishad level varied from State to State, and that while assigning responsibilities no selection criteria were used, and the system as a whole was marked by inadequacies (see O.P Bohra, Decentralisation and Devolution of Powers and Functions to Panchayats, Journal of Rural Development, NIRD April-June 2000 P.185-195). 

ShriD. Bandyopahyay, Former Secretary Rural Development Government of India has also highlighted the absence of recognition for district plans prepared by the District Planning Committees, and the need for a clear policy and operative statement in this regard (see “Planning from Below, EPW Mar 18th 2000 p. 982). 

In several states, the existence of  bodies like District Rural Development Agency, and district level societies  for financing welfare and development activities for specific targets groups like the Scheduled Caste, Scheduled Tribes, Backward Classes and Minorities, with their own line of credit and government fund has made considerable difference to the effectiveness of the Panchayat Raj Institutions which are financially weaker in comparison. The Ninth Five Year Plan had in para 2.1.108 Vol- II had observed that the DRDAs would be restructured in the light of the Seventy Third Constitutional Amendment Act which has enhanced the area of operation commensurate with a larger inflow of funds….   In the revised format the DRDAs would work under the supervision and overall control of the Zilla Parishads”. This has not however materialized in many of the states.  

There has been also emphasis on providing funds by way of grants to non government organisation for carrying out programmes, in the expectation that they would play an enhanced role especially as “facilitators and social animators in bringing about greater awareness through advocacy and that they would help the poor to form self help groups with the objective of improving their economic status through concerted action. 

The multiplicity of agencies of the district and lower levels have not only posed problems of coordination but also given rise to unhealthy rivalry among them to the detriment of development activity, and local amity. Attempts to reduce the number of agencies at the district level, as announced in the Union Budgets, do not have appear to have reached the grass root level. 

A field level evaluation of Management of Poverty Alleviation programmes under Panchayati Raj Institution in Karnataka by Abdul Azis, S.S Meenakshi Sundaram and K.G. Gayatri Devi, (Journal of Social and Economic Development, July/ Dec 2000, Institute of Social and Economic Change, observes that the performance of Panchayats in implementation of  Anti Poverty Programmes like JRY, DWCRA, DPAP under different local governance regimes, did not show any significant difference.  

The Tenth Finance Commission, (1994) in its Report, a recommended a total grant of Rs. 5380.93 crores to be made available to the local bodies in four equal installments commencing from 1996-97, this would cover both rural and urban local bodies. The Eleventh Finance Commission has recommended a grant in aid of Rs. 8000 crores to Panchayats and Rs. 2000 crores to municipal bodies for the period 2000-05. State Governments have been making assignments, and providing componsation to local bodies and Panchayat Raj Institutions. The aggregate of Plan and Non Plan provisions made by all the states together, for 1990-91, and the three years from 1998-99 are indicated below.

TABLE  9 . 3 . 1 GRANTS  TO LOCAL BODIES


                (Rs. Crores)



Plan
Non Plan
Total


1990-91

0

1015.52
1015.52

1998-99

208.73

3321.89
3530.62

1999-00 (BE)

123.74

3744.44
3868.48

1999-00(RE)

123.83

4978.19
5102.02

2000-01 (BE)

66.91

5057.63
5124.54



Source: Compiled 
This indicate that the flow of funds to local bodies in rural and urban areas has increased significantly in the nineties particularly after the Constitutional Amendment. But doubts regarding the capacity for rendering more effective services have remained. Commenting on the major lessons emerging from the first round of devolution, in the wake of 73rd and 74th Amendment, the Approach Paper to the Tenth Five Year Plan observes that Finance Commission and other development funds to the local bodies should not be given to States unless effective powers are transferred to the Panchayats since there are no Panchayats in states such as Andha Pradesh, Gujarat, Punjab, Assam and Bihar”. It also recommended that Panchayat Raj Institutions should be provided with revenue raising powers of their own in order to reduce their excessive dependence of the State and  Central Governments, and to discourage them from preferring the soft option of receiving government grants. The need to strengthen accountability of the local bodies by evolving a code of conduct for elected members, making rules and procedures simple and transparent and ensuring  proper audit for sound financial management have been highlighted  by the Approach Paper. 

While the nineties have been marked by not only philosophic changes on the role of the States at National Level, and institutional changes at the village and district levels, all of which have implications for  flow of funds  and quality of Public Expenditure Management at the field level, the situation appears to be fluid and transitional still. Settled patterns of governance and accountability for public funds are yet to emerge in several states.  Even while the emphasis on empowering Panchayats has received constitutional expression, there are other experiments being tried out in States like Rajasthan and Madhya Pradesh the State Governments decided on transferring nearly all of the powers previously excersied by the Panchayats to Gram Sabhas. Nagaland  provides another form of empowerment of community based traditional organisation with the creation of village development boards. These experiments in direct democracy replacing representing democracy seem to have the fascination for some while inspiring fears in others. There appear to be different kinds of political  considerations in these experiments, and some of them are tracable to the flow of funds from the Centre to the Panchayat Raj Institutions in recent years   

These demonstrate the risk of increased flow of funds, increasing factional politics and local tensions, where patronage plays a more prominent role than propriety in award of contracts.   These emerging tensions at the grass root levels will add a new dimension to Public Expenditure Management in the states, and pose more severe challenges than have been seen in devolution from Centre to the States.

9 . 4 FALLING LEVELS OF FISCAL MARKSMANSHIP AND DISCIPLINE 
An important issue that emerges from our study of Budgetary documents of the various state government is the magnitude of variations  between the figures of budget estimates, revised estimates and accounts in respect of various items of expenditure.

Some of the ills of the budgetary system can however be traced to the nature and character  as also Volume of the Budgetary documents presented to the legislatures , as also their bewildering multiplicity . As Dr.M.D.Godbole , a former Finance Secretary of  Govt of Maharashtra and Union Home Secretary observes , “the  budget of the Govt of Maharashtra for 2000-2001 consisted of 46 publications , comprising 352  ‘ demands’ running into 6336 pages . In addition are the supplementary demands  presented during each of the three sessions of the legislature . These total , on an average , about 500 demands in a year . This is not the end of the story . Each department of the state government presents at the budget session of the legislature its performance budget. In the budget session . held between March to May 2000,  57 such performance budgets  running into about 5000 pages were presented to the state legislature. Thus, each year, on an average budget/budget related documents running to nearly 12000 pages  are made available to the legislature to the media and the entrusted organisation…. Most of these budget publications comprise pages and pages of tabular material which an average person finds most unreadable . It takes a Herculean effort to pin point the information one may be looking for.  In the maze of details , the larger and more important issues are lost sight of . There are  hardly any analytical writers which can enlighten an person on the critical issues in the sector..” (see Dr.M.D.Godbole , Making State Budgets Transparent and User Friendly, EPW April 21st 2001 pgs.1349 –1358) 

This situation obtains even after the State governments have organised the presentation of budgets along the lines of the Comptroller  and Auditor  general’s four digit accounting classification with disaggregation into revenue and capital accounts  and with additional decomposition of expenditure into plan and non plan categories. Planning Commission and the Reserve Bank of India have been presenting various budget details with functional classification falling into developmental and non developmental categories .The RBI has been publishing for the last several years an Annual Review of the Finances of the State Governments  presenting budgetary data with a certain degree of uniformity and making adjustments for inter governmental transfers. 

For the purpose of this study the Institute sought and obtained from Govt of Andhra Pradesh , Govt of Tamilnadu and Govt of Maharashtra , the budget documents , and the Governments of Karnataka and Kerala however did not send the original documents.Our experience reveals that the critical remarks of Dr. Godbole are highly pertinent and relevant .and need to be taken seriously for accelerating budgetary reforms towards greater clarity , and much needed transparency. 

With a view to obtaining greater transparency the Reserve Bank of India had constituted a Core group on Voluntary Disclosure Norms for State budgets and in pursuance of the recommendations of this group , the budgetary documents of several states for 2000-2001, have begun to present some of the critical fiscal indicators. 

Apart from  the voluminous documentation there is another area where the state budget need to be made are amenable to the Legislative control . An increasing part of the budget of the states comprise significant proportion of expenditure which are of ‘committed’  nature . These include expenditure on  salaries and wages , pension and gratuity , repayment of loan and payment of interest constituting over 60 % of the Consolidated fund and accounting for 80 % of the revenue receipts , with the result that Legislature gets very little scope for  modifying the budget proposals to meet the needs of the people. Discussions on state Budgets in the Legislature have become rather stereotyped and the number of Demands that re ‘guillotined’ for want of time to discuss them in detail , is a sorry commentary on Legislature control over state finances. 

Review of the budgets of the state governments in the 1990s show  that , there has been , a pronounced tendency to treat the budget as a ritual , carried out with greater  concern for form than respect for content or accuracy. This is compounded by the increasingly glaring deviations of actuals from estimates during the course of the year 

As the Reserve Bank of India’s Study of State Finances (1999-2000) points out “ the deviation between the actual outcome and the budget projections  brings to the fore , the important issue of ‘integrity  of budgeting’ or the fiscal marksmanship of state budgets . Fiscal marksmanship  essentially reflects the degree of accuracy between ‘estimates’ and ‘actuals’ of the budget data. “ . After pointing out the deviations between estimates and actuals in respect of revenue receipts, revenue expenditure , capital receipts , capital disbursements , total expenditure as also   of various deficits for several states for the years  1995-96, 1996-97 and 1997-98 , the RBI study observes “ the deviation between the accounts and the budget/ revised estimates has often been large compromising the role and discipline of the budgetary mechanism in promoting  good fiscal management”. ( See :RBI study , 1999-2000 pg.22)

Persistence of the problems led the RBI to comment in its study of State Finances 2000-2001 that  “ Poor marksmanship brings to the fore the issue of credibility in the announcements about fiscal corrections that government often makes. The expenditure overruns stem largely from the persistent rise of committed revenue expenditure and persistent increase in consumption expenditure defrayed towards administrative services (Wages , salaries , pensions etc.)  continues to be a major item contributing to the deviation in budgetary outcomes . This is clearly  brought out in the Economic and Functional Classification of the State Budgets”  (See: RBI study 2000-2001 pg 26) .

Study of Budget documents along with Audit Reports  can however be useful in assessing financial management from the points of view of efficiency economy and effectiveness  of revenue gathering and of quality of  Expenditure management .

The analysis of the budgetary document show that the estimates of Revenue are generally high , and the actuals turn out to be much lower than projected to the legislature . 

While it is understandable that estimate of tax revenues could at times be affected by unforeseen  changes in economic conditions like drought or recession the persistence of shortfalls as for instance in Maharashtra 1989-90 1992-93 1997-98 and 1998-99 indicate that the quality of estimates need to be improved . Similar is the case with some other states. In Andhra Pradesh  the actuals of Tax revenue for 1999-2000 was Rs.10,409 crores as aginst the BE of 11048 crores , the actuals being 94.2 % . Estimate of non tax revenue was better with actuals being 98.75 % of the estimates. The estimates of Grant-in-Aid and contributions was  far off the mark with the actuals turning out to be 77.93 % of the estimate. Such errors lead to the state government to taking recourse  to Ways and Means Advances and overdraft during the course of the year . During 1999-2000 A.P took recourse to Ways and Means Advance and overdraft for 291 days amounting to Rs. 7756 crores . Further at  the end of the year , the A.P government took to extraordinary step of resorting to freezing of expenditure to the tune of Rs.3035 crores pertaining to water supply , sanitation , housing and urban development under Social Services and rural development under Economic Services. Financial assistance to local bodies and other institutions were also seriously affected . 

Expenditure estimates call for more serious  comments , as the reports of the CAG , for states like Maharashtra, Andhra  Pradesh and Kerala  show that actual expenditure show variation of high  order from the budget estimate and even the revised estimate. The report of the CAG  for A.P and Kerala  for the year 1999-2000 cite several instances where appropriation  estimates were modified during the year , reappropriations were made , and supplementary estimates were presented  but the actuals bore no relation to the BE or RE . The CAG report for A.P for 1999-2000 indicates that an expenditure of Rs. 30783 crores was incurred as against total grants and appropriations of Rs.34404 crores. The net saving of Rs. 3621 crores was the end outcome after 109 items of expenditure showed savings of Rs.4467 crores while 27 items showed an excess expenditure of Rs.846 crores. In all 126 items were not correctly estimated. 

Under Article 205 of the Constitution , variations in Expenditure particularly excesses are to be regularised by the Administrative Departments explaining the reasons for such occurrences to the Public Accounts Committee of the legislature. In a number of cases of the past  from 1991 to 1998-99 such excesses have not been regularised though the expenditure amount involved amounted to Rs.2001.80 crores.  (See pg 29 and pg 195 of CAG report 1999-2000 for A.P). In the case of Kerala , the CAG has reported that excess expenditure amounting to Rs1412 .46 crores covering 163 items from 1983-84 to 1998-99 are yet to be regularised  by Government furnishing explanation to the Public Accounts Committee.

Incorrect anticipation of the expenditure to be incurred leads to presentation of supplementary estimates for grants , Reports of CAG reveal that in many cases even the request for supplementary provisions made during the year have not been correct . In the case of Andhra Pradesh supplementary provision of Rs. 8964 crores obtained during 1999-2000 constituted 35 % of the original estimate , and in the case of Kerala the Supplementary provision of Rs. 2359 crores constituted 21 % of the original estimate. In both the states , supplementary provision for many of the items have been found to be unnecessary as the actual expenditure incurred , fell short of the budget estimates. 

Even more glaring than the estimation failures are  the impropriety involved in incurring expenditure without securing the specific authorisation of the legislature  required under Article 205  of the constitution. CAG has reported that in 1999-2000 Govt of Andhra Pradesh , incurred the expenditure of Rs. 172.29 crores without the provision having been made in the original estimates or in supplementary demands and that Expenditure was also incurred on new instruments of service in some irrigation projects . Similar instances have been reported for town planning department in respect of Kerala.

The framework of budgetary rules provide for a mechanism for governments to draw advances for meeting expenditure of an unforeseen and emergent character. Under Article 267(2) of the Constitution of India , Contingency funds are established with specified limits to provide for drawal of such advances . These advances are to be later recouped at the end of the year. CAG has reported that in Andhra Pradesh , out of Rs.15.78 crores drawn from Contingency Fund during 1999-2000 , Rs. 8.52 crores remained unrecouped. For Kerala , as against advance of Rs. 22.62 crores drawn from the fund several items remained uncouped. 

Failure to surrender budgetary provisions not likely to be used , is another impropriety in P.D.A . A major tactic used by departments is to draw funds and keep them under deposit outside the Public Account to report utilisation during the year and avoiding lapse. Such cases are increasing in number in all the states .

The provisions for drawing money by presentation of Abstract Contingent bills and later settling them by submission of detailed contingent bill are also being increasingly abused. The CAG report for A.P mentions that as of March  2000 , as many as 117097 abstract contingent bills for a total sum of Rs. 581 crores , for the period 1971-72 to 1999-2000 have been pending adjustment . This related to mostly Education and Family Welfare Departments and over 70 % of the cases have been pending for over 10 years. 

As even more  serious  inadequacy in budgeting relate to inadequate or no provision for maintenance expenditure in respect of assets created at considerable capital costs. While the Finance Commission and the Union Government have indicated norms for Maintenance provision for irrigation projects, roads, bridges and buildings the provisions made  are far lower than the norms leading to deterioration in the quality of assets and poor performance of infrastructural services. On the revenue side , the State governments have been resorting to borrowing funds through corporation, often providing the fig leaf of state guarantee and utilising this fund to meet the governments’ own expenditures. Andhra Pradesh, Maharashtra and Kerala Governments provide numerous example of this particularly in irrigation and power sectors. The Eleventh Finance Commission has drawn attention to this tactic , but there is no impact on the state governments which are hard pressed for resources .The Reserve Bank of India has drawn attention to the extent of guarantees provided by the state governments and the implications of these contingent liabilities for the size of the states outstanding liabilities. 

While the Constitution , and the rules provide for a disciplined financial framework , the budgetary trends of the nineties provide increasing evidence of the liberties taken by the state governments with the requirements of Constitution and Parliamentary and Legislative conventions .

Fiscal reform have to move not only in the direction of making budgets simple and transparent but also in the direction of fiscal fidelity  and financial Integrity .

The Report of Dr.M.D. Godbole on making Budgets simpler and more understandable , need to be circulated to all the state governments and consensus built on the changes needed. While the four digit accounting classification stipulated by the Comptroller and Auditor general have been adopted by all the states , and computerisation has made information retrieval and monitoring of expenditure easy , the weaknesses flowing from the calculated disregard of Budgetary propriety and legislature conventions are more serious and need to be addressed . 

9 . 5  FADING STANDARDS OF ACCOUNTABILITY
Articles 112 and 202 of the Indian Constitution have provisions in respect of Annual  Financial Statements (Budgets ), of the Union and States respectively has elaborately set down the procedures.

According to The Public Accounts Committee of Parliament Budgeting “ is designed to provide for Parliamentary Control, for administrative accountability  for the auditing of transactions for ensuring that  the expenditure incurred by the Government is in the specific manner and by the specified authority.” (cited in Government Budgeting :Principles and Practices Dr.C.N.Sudarsanan , 2001 Pg. ---- ).

Sri T.N.Chaturvedi  a former Comptroller and Auditor general and a Member of Parliament has pointed out that “ the break down of India’s financial structure after the first World war had  led to the reorganisation of finances and  initiation of the system of financial control and audit”. … and that “ after attainment of Independence and the launching of planning, the process of financial reforms has become a continuing function ....As  we have a union of states it is of equal importance at both levels – Centre and the States and also in their relationships. Since we are committed to  democratic parameters of the Constitution , control of finance is not just ritualism. Accountability and transparency constitute its life blood. Propriety , equity justice and integrity flow there from . “  (Preface to Control of Public Finance in India ,S.P.Gangualy , Concept Publishing 1997 pg 7.)

Elaborate procedures for conduct of Union Business are laid down by the President , under Article 77(3) of the Constitution and the  transaction of financial business is to be done under the General Financial Rules of 1958 . Similarly under Article 166(3) , the rules of Transaction of Business of the State Government are laid down by the Governor .The procedures for legislative controls have also been laid down in the provisions stipulating Preparation of Annual Financial Statement of the Government., The provisions relating to Consolidated fund , Public Account and Contingency fund and stipulation regarding  Government Borrowings and Guarantees  from articles 266 to 292.

While the Executive is charged with the responsibility of preparing an Annual Financial Statement and submitting it for legislative approval and also the responsibility for realising the revenues and utilisation of funds according to the approval granted by the legislature, the Indian Public Finance System also provides for scrutiny of Govt Accounts by Audit conducted by the Comptroller and Auditor General of India appointed by Article 148 (1) of the Constitution.

The duties , powers and conditions of service of the Comptroller and Auditor General , have been laid down by  CAG;s Act of  1971. Which broadly follows follows the Government of India (Audit and Accounts) Order issued in 1936 . The Act of 1971 has also been amended in 1976,1984,1987)

CAG’s reports generally concentrate on  what is known as Propriety  Audit and cover , issues of accuracy in estimating receipts and expenditure, performance in the collection of receipts , efficiency in incurring expenditure for the purpose for which money has been voted by the Parliament/State legislature, and  irregularities  in collection of receipts and expenditure . In broad terms the Audit report is expected to be a commentary on the effectiveness of the government in revenue mobilisation and expenditure management. The financial framework envisages that the accountability of the Executive to the Parliament, for the manner in which it handles public finance  is to be secured through the reports of the Comptroller and Audit .

The procedures for submission of the reports of the Comptroller and Audit General to the Parliament as required under Article 151 of the Constitution   have also been laid down under the Rules  of Procedure and the Conduct of Business of the Lok Sabha and the various State  assemblies indicate the manner in which the reports on the Appropriation Accounts and Audit  are taken up for scrutiny by the Estimates Committee , Public Accounts Committee and the Committee of Public Undertakings..Reports of these Committees , do provide a clinical view of Governments Financial Management , Of late these reports have become rather routine , lacking of fire and sharpness that one had seen in the sixties.

In his book on Indian Administration Sri Ashok Chanda , a former Comptroller and Auditor General has observed “ While the role assigned to the CAG in the Indian Constitution conforms to that in other parliamentary democracy , it is unfortunate that his relations  with the Administration have tended to develop on some what unusual lines . In all recognised democracies Audit is not just tolerated as a necessary evil but is looked upon as a valued ally , which brings to notice , procedural and technical irregularities and lapses on the part of individuals , whether they be errors of judgement , negligence or acts and intents of dishonesty. The complimentary roles of Audit and Administration are accepted as axiomatic being essential for toning up the machinery of the Government …. Unfortunately in India this conception of complementary relationship has yet to be evolved . Audit continues to be considered something alien , some thing extraneous and something of the nature of an impediment . A natural resistance  has  thus ,  come to be developed in administrative system to the absorption of the suggestions of Audit . This trend has become more and more pronounced in recent years (see Indian Administration Ashok Chanda )

A more recent view point , viewpoint has been presented by a former Indian Audit and Accounts Officer Sri K.P.Joseph , while commenting on  the Annual Report of the Indian Audit and Accounts Department for 1998-99, and  department’s  admission that “its Audit Reports are ignored by state Governments and legislatures , and that the Public Accounts Committee donot discuss the Audit reports for several years. ” 

Sri Joseph mentions that fraud , waste and corruption are on the increase in states like Bihar. Delays in audit and issue of inspection report by CAG , poor state of accounts and audit , by State Government Audit Officers archaic treasury system and lack of specialisation in audit department are among the weaknesses in the system .Sri Joseph observes , “ the audit department has no contacts with the public nor does it ever even look at any suggestions from the public. It is happy in the constitutional ivory tower it inhabits. (see K.P.Joseph ‘Growing fraud in Government ‘ EPW Febrauary 17th 2001.

Reports of the Comptroller and Auditor General whether on the transactions of the Union Government or on the state governments , make for very dreary reading cluttered with jargon and  spraying of figures . The CAG’s Report cover observations of Audit on Finance , Accounts and Appropriation accounts of the Union and State Governments along with Performance Appraisal of departments .For the knowledgeable digger , these can provide valuable data for an assessment of the financial performance of the state and union governments ,not withstanding the arcane character of the documents presented. 

X  FISCAL REFORM AND THE FUTURE 

10 .  1  REVERSING FISCAL CRISIS

While our Study has clearly established the nature and pace of deterioration of fiscal health of all states of governments, and have highlighted the manner in which some of the states in the southern region which had a reputation for prudent management have slipped, it must be noted that there are silver linings in the grey sky .The state governments of  Maharashtra, Andhra Pradesh, Tamil Nadu, Karnataka and Kerala have all come up with announcement of specific steps to carry out fiscal reforms. This is reassuring but one must await their implementation.

The White Paper on State finances presented by Govt. of Maharashtra in December 1999, had brought out the deterioration in the fiscal situation, and had indicated that the states government would make the revenue balance positive over a period of five years by reducing the revenue deficit every year by 20%.

Presenting the Budget for 2000-01 of the Government of Maharashtra, on March 2000, the Finance Minister Shri. Jayanth Patil had indicated that the faith of the public on the financial health of the state, built on fiscal prudence and restraint exercised over almost three and half decades has been shattered by fiscal imbalances, and that, he took it as his “prime duty to restore the fiscal health of the state to its original glory”.The Finance Minister indicated that the Revenue  Deficit  which had grown from Rs. 1591 crores in 1996-97 to Rs. 9484 crores in 1999- 2000 (R.E) will be reduced to Rs. 3939 crores in 2000-01.

This steps announced included reduction on interest payment, steps to reduce salary related expenditure from the present level of 73% of revenue receipts to around 50% of revenue receipts over the next three to five years by  reviewing the norms for grants-in-aid to institutions, and right sizing the government by a review of strength of employees in Government Departments, Zilla Parishads and State Public Enterprises. He also announced that borrowing will be done only to invest and not to meet current consumptions. 

With a view to ensuring better fiscal management , the State government has (a) set up three member Board for Financial and Managerial Restructuring of State public sector undertakings, (b) Revamped  Expenditure Priority Committee and (c)  formed  Expenditure Reform Committee under the Chairmanship of the Chief .Minister .

To bring about a greater transparency in the provision of budgetary information, Maharashtra Government  appointed Dr. M.D. Godbole to submit a report in consultation with Comptroller and Auditor General . This report submitted in Dec 2000, has a number of useful suggestions on making Budget Documents of the State Government user friendly.

ANDHRA PRADESH
The Government of Andhra Pradesh which had begun in 1994 the practice of publishing White Paper on State Finances, presented in June 1996 and February 2001,  further papers on State’s Finances. The Exercise in February 2001 included Sector specific strategy papers apart from a paper on Strategy for Fiscal Reforms. This was circulated  for discussion in the legislature and among the enlightened public.

While admitting the fluctuations on states own revenue performance and worsening of the fiscal indicators due to pressures on account of implementation of Pay Revision Award, Legislative Assembly and Local Body Elections , natural calamities and Government taking over of contingent liabilities on account of power sector restructuring, the Fiscal Strategy Paper highlighted that the level of state debt, 24.16% of GSDP was higher than the average of 21.5 % for all states. The paper revealed a medium term development strategy for achieving the social and economic goals, and provided Medium Term Fiscal Framework, for establishing “overall affordability of government spending within reasonable revenue forecasts, while identifying a broad path  for expenditures that protects expenditures priorities”.Among the specific steps announced are those needed to reverse the increase in civil service salaries and pensions and servicing of public debt. Presenting a review of trends in tax revenue the Strategy Paper drew attention to the declining share of central transfers and the need to make public services more cost effective and efficient by streamlining administration staffing patterns, work norms and process and adopting technological innovations.

The paper emphasised the need to reorient the mix of public expenditure from low priority and inefficient applications to key social and developmental priorities. While announcing the governments intention, to maintain levels of social expenditure and to focus public investments on the building of social and economic infrastructure, the Strategy Paper indicated that capital investment spending will be raised from the present level of 1.3% of GSDP to 2.2% of GSDP in the near term and to 2.4% of GSDP by 2004. The reduction of power and rice subsidies, as also others, from their present level of 1.5% of GSDP to 1.2% of GSDP by 2005.

The Fiscal Strategy paper announced a ceiling of 9% of GSDP for government guarantees to public enterprises and co-operatives, the adoption of zero based budgeting, improvement in accounting procedures, and performance measurements .The Fiscal Strategy Paper is clear in its diagnosis and precise in prognosis . But there is as yet no indication that the treatment has commenced.

KARNATAKA
The Karnataka Government announced in July 2001, 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 . Announcing the Plan the Chief Minister pointed out that the budgetary position of the states has been marked by the conversion of surplus revenue of Rs. 159 crores on 1995-96 to a deficit of Rs. 2325 crores in 1999-00 and increase in fiscal deficit of Rs. 513 crores in 1991 to Rs. 4276 crores in 1999-2000. Attributing this to the declining ratio of tax revenue to GSDP from 9.3% in 1990-91 to 8.2% in 1999-00, the State Government announced its multi pronged plan.(a) to reduce budgetary support for Public Sector Units  and close some of them. (b)to  cut implicit and explicit subsidies to electricity and transport sectors. (c) to stop borrowing by Krishna Bhagya Jala Nigam and Karnataka Niravani Nigam and (d) to shift to long term low cost borrowings from agencies like World  Bank and Asian Development Bank.

The Medium Term Fiscal Plan, announced the goals to be reached in the period 2000-01 to 2004-05 . Target for the terminal year 2004-05 are – (a) reduction of revenue deficit from 1.49% GSDP in 2000-01 to a surplus of 0.4% (b) to reduce fiscal deficit from the present 3.66% to 3% of GSDP  (c) reduce consolidated fiscal deficit from 5.44% at present to 3% of GSDP (d) reduce overall debt stock from the present 32.65% to 31.03% and stabilise it at that level (d) cut expenditure on salaries from 4.86% to 3.72% of GSDP (e) increase capital expenditure from the present 1.66% to 2.41% of GSDP.

The Medium Term Fiscal Plan of Karnataka  covers Tax Reform, Expenditure reforms and Management, Levy of user charges and  reform of Public Sector Units and Administrative Services. The Plan is sharp in its focus and clear in its goals  and implementation is yet to begin.

TAMILNADU
The Tamilnadu Government has, in August 2001, presented a White paper on State Finances for the period 1996-2001, and has sought political consensus  on a fiscal correction programme to be adopted.

The white paper draws attention to some “disquieting features “ of fiscal trends on Tamil Nadu and the “steady deterioration” in state finances since 1996-97. The White Paper indicated that the annual growth rate of revenue receipts, which was 16.2% during 1991-96 declined to 11.7% during 1996-2001.

This was without concomitant reduction in growth of revenue expenditure as a result of which revenue  deficit as a percentage to total revenue increased from 2.7% in 1995-96 to 16% in 2000-.1, and in absolute terms from Rs. 311 crores in 1995-96 to Rs. 3922 crores in 2000-01 Gross Fiscal Deficit (GFD) had increased from Rs. 1255 crores in 1995-96 ti Rs. 5781 crores in 2000-01. Cash reserve of Rs. 649 crores by end of 1995-96, ended up with a  nil cash balance, Reserve Bank of India loan of Rs. 242 crores and unpaid cash liabilities of Rs. 700 crores to suppliers, contractors and other agencies by March 2001.

Striking a note of caution the white paper observes “with the revenue receipts unable to match the spiraling growth in revenue expenditure the government is left with little option but to continue to borrow more to meet its cash requirements. If  this trend continues for some more time the government will end up using all its revenue resources to repay the outstanding loans and the state will find itself in a debt trap.”

According to the White Paper, in 1993-94 outstanding public debt had increased from 16.22% of GSDP to 19.43% of GSDP in 2000-01, and will further  go up from Rs. 23840 crores on March 31st 2000 to Rs. 29008 crores by 2000-01 and the overdraft facility was availed 13 times for a period of 74 days during 1999-2000.

According to the white paper, the state’s predicament was attributable to (a) increase in the salaries, pensions, loans and interest repayment liabilities. (b) unsustainable subsidy regime (Public distribution scheme Rs. 1700 crores, Tarif compensation to electricity board Rs. 250 crores, transport subsidy Rs. 16.5 crores and free sarees, Dhoti Scheme- Rs. 140 crores) and (c) Decline on state’s share of central taxes from 20% in 1992-93  to 16% on 1999-2000.

The State Government has announced its intention to take measures for increasing revenue generation to reduce the unbridged deficit of Rs. 692 crores in 2001-02 , maintain tight control over expenditure, encourage small savings, and revise user charges and other fees collected for various services to reflect the increase in cost. The state government has constituted a Cell to analyse the implications of shifting to a value added tax scheme.

The Finance Minister , who tabled the white paper, pointed out that the growth in non productive revenue expenditure had eroded the available pool of investible   resources and led to a decline of development expenditure from 77.9%. In 1991-92 to 57.8% in 2000.01. The State Government has also decided to take action on the recommendations of a Committee which studied the Public Sectors Units and recommended a radical restructuring, since, the sixty public sector units had reported a total accumulated loss of Rs. 2292 crores thus, completely eroding the state governments share capital of Rs. 1298 crores.

KERALA 
In June 2000, the Chief Minister of Kerala released a white paper on State Finances, which indicated that the financial position of the state was alarming and as the media reported , it was on the verge of bankruptcy .

The White Paper contrasted the period 1991-96 and 1996-2000 stating that the growth in capital expenditure which was 14.89% between 1991-96 had declined to 3.56% in the latter period, even while the gross fiscal deficit increased from 8.55% to 32.44% in  the same period.

The White Paper also indicated that the state had accumulated liabilities to the tune of Rs. 3477 crores  which included loan from co-operatives Rs. 642 crore, Kerala infrastructure investment fund Rs. 507 crores, dues to contractors Rs. 820 crores and retention in treasury, public accounts Rs. 500 crores and placed the immediate fund requirement of Rs. 2775 crores to cover a part of accumulated financial liabilities (Rs. 1200 crores), finances for the Annual Plan Outlay (Rs. 900 crores), and resources developmental outlay (Rs. 675 crores).

The White Paper could identify resource mobilization options for only Rs. 1435 crores and proposed austerity measures to save Rs. 975 crores. While proposing a strategy for enhancing tax collections including rationalisation and simplification of tax structure, and improved tax compliance, step up small savings collection from Rs. 876 crores in 2000-01 to Rs. 1200 crores in 2001-02 .  The white paper suggested revision of fee structures on some areas to increase non-tax revenues by Rs. 275 crores and revise tariff for power supply for all categories of consumers by 60%.

In his Budget Speech, for 2001-02, the Minister for Finance, Kerala, Shri. Shankar Narayanan, indicated that the investment of Rs. 16100 crores envisaged on the state’s Ninth Plan (1997-2002) may not materialise and the achievement in real terms would be about Rs. 13,000 crores. He announced the intention to adopt zero based approach to all plan schemes, and to treat the budget for 2001-01 as a “corrective budget aimed at restoring the fiscal balance significantly, though not fully without losing sight of the need for investments in vital sectors.”
All in all , the Survey of the Finances of the Southern States and Maharashtra reveal that while fiscal deterioration has been marked , in all the states , the realisation that this should be arrested and prompt steps taken , seems to be equally pervading . The changes in government brought about by General Election appears to have prompted the flurry of White Papers , but it must be said , that in all the states , the diagnosis appear to be correct and the treatment proposed on acceptable lines. It remains to be seen whether the requisite political will materialise or not during the implementation stage or whether the states in the South will also depend on a rescue mission from the Centre.

10  .  2  COST RECOVERY AND SUBSIDIES

An important issue that has emerged to the fore and dominated discussions on fiscal consolidation in the nineties, is the stress on reduction of subsidies and recovery of costs incurred by Government on the provision of services to the people. While opinions are divided on the extent to which state can retreat from providing public services, by increasing resort to privatisation of services hither to provided in the public sector, there appears to be some measure of agreement on the need to reduce subsidy burden and move towards recovery of some part, if not, the whole of the costs incurred by Government Department on provision of public agency.

It may be recalled that in India, Planning has been committed to raising the levels of income and living standards of the people and the role of the public sector, in its broader sense was not only to control the commanding heights of the economy, but also to take initiative in the provision of essential services and meeting the minimum needs of the people. The role of public services in rearranging the flow of income was emphasized by the Report of the Committee on distribution of Income and Levels of living, headed by Dr. P.C. Mahalanobis, when it observed that “real incomes, particularly of the low income groups are increasingly affected by the provision of various types of services provided by the states which do not get reflected in the income data. Some of the services like low cost housing, free primary education, health and social welfare services, improve the relative income position of the low income groups and their trend to reduce concentration in the distribution of real income.” (Government of India, Report of Committee on Distribution of Income and Levels of Living, 1964, p.19)

The provision of services, in the social and economic sectors have been guided more by equity considerations rather than economic or financial concerns, viewed in a narrower frame. While the guiding philosophy in the fifties emphasized role of the state and public sector in the production of goods and provision of services, there was slight shift in the philosophical position in the eighties when the role of the public sector in the production of goods came to be viewed differently and led to demand for restructuring of public sector and its retreat form several areas.

In the nineties, this philosophy extended to provision of essential public services with the need for change articulated by advocates of economic reform backed by international financing agencies. This received impetus from the growing gap between the revenues of the Central and State Government and their expenditure, with increasing revenue and fiscal deficits.

The introduction to the Eighth Five Year Plan, drew pointed attention to the change in philosophy, governing the withdrawal of the States and allowing increasing role for the market mechanism. There was, no doubt, a word of caution in the words of the then Prime Minister, Mr. P.V. Narsimha Rao, that “the market mechanism may not be able to bring a balance between the ‘need’ and the ‘supply’ . He emphasized the necessity for taking care of the poor and down trodden who are mostly outside the market system and have little assets.” 

The nineties were marked by varying levels of retreat of the State from the previous philosophy of predominance of the Public Sector in the production of goods and provision of services. The restructuring of Public Enterprises, and dis-investment programmes marked the arena of production of goods and were carried out by Centre and the State Government. Privatisation of Public Utilities in power, water supply, infra structure and other areas were given a push. Privatisation of departmental Services, were however marked by relatively hesitant steps, mainly on account of inability of the government to devise a proper programme of social safetynet for the employees affected by this programme. While confusion appears to mark these areas, it must be understood that the private sector, guided as it is by motives of profit maximisation  can not be attracted to enter this sector without major administrative and legal backing for revising the rates and tariffs prevailing in this service providing areas. Popular and user resistance to tariff revision in this area has become prominent. The picture is one of mixed colours, and not attractive at all. 

Notwithstanding this, the Approach Paper to the Tenth Five Year Plan, has spoken of the need for a development policy to make a break from the past, since “the government had over the years taken on itself too many responsibilities with the result that it not only marginalised individual initiatives but also succeeded in imposing severe strains on its financial and administrative captivities.” It is against this shifting philosophical frame work for provision of services that one must view the increasing emphasis on reduction of subsidies and cost recovery measures as an important element in Public Expenditure Management .  

Analysts have sought to examine the benefits of public expenditure and its distribution, across different groups. There are three broad approaches –(1) money flow approach (2) benefits received approach and (3) benefits value approach and have dealt with the issues of identification of beneficiaries, measurement of benefits, criteria for classification of beneficiaries and the implications for patterns of government expenditure. (See Shri. K.N Reddy (Distribution of Benefits of Public Expenditure Significance Conceptional Issue Under an Empirical Frame Work, 1980) Shri. S.Sudhakar (Distribution of benefits of public expenditure in India, Asian Economic Review Dec 1995 Pg 495-506) Shri. S.Sudhakar (Cost Recovery of Government Budgetary Services, Asian Economic Review Apr2001, p 62-94) 

According to a  Study made by the National Institute of Public Finance and Policy, (D.K. Srivastava and T.K. Sen Government Subsidies in India  NIPFP 1997), ‘the aggregate Government Subsides (Centre and States) amounted to Rs. 1,36,844 crores constituting 14.35% of GDP at market prices in 1994-95’. About 70% of the Budgetary subsidies in the country are borne in the State Budgets. The Study of 15 major States showed than subsidization in 1993-94 was much higher and cost recovery rate correspondingly  lower at the State level than at the Centre. The overall recovery rate for social and economic services taken together was only 5.81% of the total cost.

After the exclusion of expenses on general services and secretarial expenses in social and economic services and expenditure on natural calamities, the NIPFP Study divided social and economic services into merit and non merit groups. Merit group covered in social services were elementary education, public health, sewage, information and publicity, welfare of SC, ST, and OBC’s  labour and nutrition . In Economic Services the merit group covered soil and water conservation, environment forestry, agriculture research, flood control, research in space oceanography and other sciences. In broad merit group covered services benefiting the community as a whole. 

According to NIPFP Study, out of the total subsidy of Rs. 73,100 crores provided by the 15 major states Rs. 21004 crores, (28.7% of the total subsidies went for the merit group and the balance of Rs. 52096 crores (71.3% went to the non merit group. The Study also traced the relationship between percapita income and percapita subsidies and indicated that the percapita subsidy tends to go up with the increase in the percapita income with non merit subsidies going up at  a faster rate.  The Study also pointed out that the recovery rates in non merit services tend to go up faster with percapita income. Such analysis enable policy makers acquire some insights into the prevalent situation and move towards greater clarity in framing pricing policies, in public utilities and cost recovery in government services. 

Government of  Andhra Pradesh for instance in its White Paper, State Finances the Factual Position June 1996 pointed out that subsidies could be classified into two broad categories (a) direct or transparent with a clear identification of beneficiaries and explicit budgetary allocation and (b) indirect or hidden subsidy arising from non recovery of user charges the White Paper also mention a third category arising from loans given to cooperatives, public under taking and individuals for programmes of housing. The Andhra Pradesh Government analysis of direct subsidies covering (rice subsidy, bus pass concession, investment subsidy, reimbursement of registration fees paid by cooperatives, managerial subsidy to select enterprises, subsidy for weaker section housing) had increased from Rs. 416.49 crores to Rs. 805 cores in 1993-94 Rs. 800.24 crores in 1994-95 Rs. 13.22 crores in 1995-96 .      

As regard indirect subsidies, the White Paper mentioned , those involved in Irrigation rates charged to the former lower than the historical cost and current cost of supply, low rates for  electricity supply to agriculture and industry, sales tax exemption given to industries, concessional interest and loans to government employees. The indirect subsidies cost the state budget Rs. 882 crores in 1991 R.1092 crores in 1991-92 rising to Rs. 2205 crores in 1994-95 and Rs. 2506 crores in 1995-96. The White Paper gave two computations of subsidies in water rates for canal irrigation, working out the cost on historical basis and in current terms . In 1995-96 while the subsidy involved, on historical cost basis was Rs. 557 crores, the subsidy in current cost terms was placed at Rs. 4366 crores.  According to the White Paper, the total flow of direct subsidies in 1995-96 was Rs. 1343 crores (2.4% of the GSDP and 26.9% of the States Own Tax Revenue, and the indirect subsidies amounted to Rs. 6315 crores (11.3% of GSDP and 126.5% of States Own Tax Revenue). The White Paper argued that “While direct subsidies have contributed to the growth of revenue expenditure, indirect subsidies have lead to a near stagnation in non tax revenues. Concerted efforts aimed at cuts on revenue expenditure on the one hand and the growth of non tax revenue on the other hand are required for the restoration of fiscal equilibrium… It is an accepted fact that subsidies erode allocation and distribution efficiency in the economy. Even then government  give subsidies aimed at a specific objectives or to protect identified vulnerable groups. Given that there are cost and benefits in every subsidy programmes the aim should be to minimise the cause for achieving the identified objective”. There has  been considerable discussion in the Legislature and on the issue of  reduction of subsidy and recovery of cost, with the Government of Andhra Pradesh moving in the areas of reduction of rice subsidy by increasing the issue price and redefining the target group for public distribution, revising the power tariff for various categories of consumers in the phase of public education. But in the crucial areas of irrigation rates and subsidised power supply to agriculture, which, by the state government own admission, involved the highest subsidy of non merit growth the state government has chosen to remain inactive. The vote bank politics has apparently been the main factor. 

Approaching the issue from a different angle, is the examination of the scope for raising some revenue by  levy  of fees for provision of services, with a view to softening the impact of raising expenditure and the budgetary position of the state. In other words faced with the option of paring down expenditure on provision of services in privatization of services, on the one hand and improving non tax revenues, especially by levy of user charges and cost recovery on a range of public services, on the other hand there is a preference for cost recovery. 

Government of A.P moved in the direction of  levying user charges. It has been argued, by the Finance Department, that, “Government can recover cost from the user because these services are individualised and users can be identified and charged according to the extent of their usage. It is observed that while the costs of providing services has been increasing, the fees and user charges have remained virtually frozen in nominal terms for years. As a result implicit subsidization has increased, drawing the budgetary resources of government and getting ultimately financed by borrowing. User charges have to be index linked and the process of periodic revision should become automatic. However users can be persuaded to pay if the quality of services is commusurate with the price charged and the delivery of the services in cost efficient so that these users are not made to pay for the inefficiency of the public against (Preamble to Government Order No. 170, Finance and Planning Department, dated 23-4-2001, Government of Andhra Pradesh) 

An important aspect of about this decision of Government of Andhra Pradesh is that it recognizes the need to make the system more user friendly and cost efficient and therefore permits the departments concerned  to mobilise their own resources and retain with them the amounts so collected to improve the services . Retention of the user fees would also enable departments to take more initiatives and gather revenue to be retained and utilised directly on provision of services. The detailed procedural instructions have been issued by the Government of Andhra Pradesh on the levy of user charges by departments like police, irrigation, sports, technical education, medical and public health water supply and sanitation, information and publicity, labour and employment , crop husbandry, animal husbandry, fisheries, forests, industries, and tourism) While this effort should be commended it should be noted that the rightly collection from these may amount to only a small portion of the realisation, if water rates and power rates for farmers are revised marginally. 

To take the example of another state Maharashtra, has provided a very high level of subsides amounting to Rs. 9607 crores in 1993-94 the highest among the states  with merit goods accounting for only 30% of the total subsidy . The percapita subsidy is placed at Rs. 1157 crores. Maharashtra Government is yet to come to grip with the subsidy burden and appears to be wavering . While presenting the budget for 2000-01 the Finance Minister has announced the water rate for sugar cane growth in lift irrigation schemes from Rs 1900 per hectare to Rs. 950 per hectare though the Irrigation corporations had executed these schemes with loans carrying interest from 17 to 18%. The Maharashtra Government provides another example of fiscal correction measures retreating in the face of vote bank politics.  If in Irrigation Government of Andhra Pradesh and Maharashtra adopted a common approach for appraising the farmers an interesting comparison of public distribution systems provided by Shri. Bhaskar Dutta and Shri. Bharat Ramaswamy (Targeting and Efficiency in Public Distribution System - case of A.P and Maharashtra, EPW May 5th 2001p. 1524-1532) . Examining the differences in utilisation,  the extent of targeting , magnitude of income transfer and the cost effectiveness of food subsidies the authors conclude that the scale of PDS is much larger in A.P. than in Maharashtra, that there is not much to choose between the two states in terms of income transfers to consumers on account of subsidies, that the cost of leakage is relatively higher in Maharashtra and that the poor in A.P. receive the substantially higher subsidy than the poor in Maharashtra but in rural A.P, even the non poor receive substantial subsidy benefits because of the errors of inclusion. While there is realisation in both the Governments , that the PDS needs to be streamlined administrative actions appears to be lagging. 

Dealing with the issue of cost recovery from a macro economic point of view, the Reserve Bank of India Study of State Finances, (1999-2000) observes that “a crucial factor on the resources augmentation front is the need for cost effectiveness of the governments investment in its undertakings thereby ensuring a viable and sustained positive contribution to the state resource base, this can be achieved through an effective cost recovery mechanism through user charges and phasing out of non merit subsidies. It is accepted that the state governments will continue to play a crucial role in enhancing social infra structure through investments in education, health sanitation etc. To ensure that the critical level of investment is made in these sectors, it is necessary to rely on effective cost recovery mechanisms in these sectors. Cost recovery on essential economic and social services has been declining steadily over the years impacting there by a product quality and resource augmentation for the respective sectors.”

Using a broad indicator of cost recovery the ratio of non-tax revenues to non plan revenue expenditure, the Reserve Bank of India study provides data on cost recovery in respect of social services (Education and Health) and economic services (Irrigation and Road) for the years 1991 to 1998-99. Reserve Bank of India, for computation of the above indicators, has taken for instance for 1997-98, Revenue Receipts under the major head (Non Tax Revenue ) Rs. 39994 lakhs booked under education, sports are and culture, and derived its proportion to non-plan revenue expenditure of Rs. 3259098 lakhs under the head education, sports, art and culture. While educational facilities can confer benefits to individuals expenditure on sports, art and culture tend to be more on infrastructure, if any, and administrative services in these sectors.

TABLE : 10.2.1   INDICATORS OF COST RECOVERY



 Social Services 
          Economic Services 


Education 
Health
Irrigation 
Power 
Road
1990-91
1.17
4.18
8.91
37.05
13.73

1991-92
1.22
6.35
7.72
5.73
13.71

1992-93
1.31
5.79
9.65
13.65
14.86


1993-94
1.13
6.74
11.85
9.07
16.82

1994-95
1.11
5.79
10.02
15.23
15.89


1995-96
1.08
4.96
9.77
9.79
14.94

1996-97
1.0
4.54
8.04
5.44
14.52

1997-98
1.23
5.53
5.94
6.41
13.83

1998-99 (RE)
0.85
5.47
9.56
11.84
15.61

Note :Figures are Ratio of Non Tax Revenue Receipts to Non Plan Revenue Expenditure
Indicators worked on such data cannot provide the true measures of either the cost or the extent of its recovery. Analysis of state budgets show that the provisions for education, sports, art and culture, cover – (a) general education (elementary, secondary, universities and higher, adult education and language development) (b) technical education (c) sports and youth services (d) art and culture (covering public libraries, museum, archives etc)

Defining cost recovery ratio, as ratio of cost recovered from beneficiaries to the total costs incurred on each of the budgetary services provided by the government in a year and subsidy as the difference between cost of delivering the government services and recoveries arising from such deliveries under the revenue account of the budget Dr. S. Sudhakar analyses the revenues and expenditures in respect of all the state governments and Andhra Pradesh for the years 1990-91 and 1998-99 and computes the cost recovery and subsidy for all the budgetary heads under social services, economic services and general services. He concludes that the combined recovery states of general services, economic services and social services has declined from 14.22% in 1990-91 to 12.12 % in 1998-99 in Andhra Pradesh and from 13.01% to 11.91% for the same period in respect of All States. In respect of all states combined the cost recovery ratio came down from 19.65% in 1990-91 to 14.36% for general services, from 2.10% to 1.93% for social services, while for economic services the cost recovery ratio improved from 20.59% to 23.43% for the same period.

Arguing that there is flow of benefits to the non –poor, defined as middle and high income groups Dr. Sudhakar argues that if the subsidy derived by the non poor is recovered through higher user charges by adopting normative cost, the cost recovery rate can go up from 1.5% to 44.54% in Andhra Pradesh alone. While the analysis of distribution of subsidies among income group is based on data collected by the NSSO, and its survey of consumer expenditures, the suggestion appears to ignore the administrative difficulty in operating such a system of differentials.On the other hand devising a system of recovery of costs, based on a simple system of nominal charges for all individuals is likely to be more effective.  

There is clear need for different approaches to cost recovery for social sector, economic sector and general sector. For instance, in the economic sector it is far easier to relate the services provided, as for instance water for irrigation and power to computation of costs, which take into account the capital and revenue expenditure. The computation of cost recovery ratios for social sectors such as those made by Dr. Sudhakar omit the capital cost, for convenience of calculations and concentrate only on revenue expenditure. Such a simplistic approach may not be valid for economic services which involved heavy capital expenditure.

To take the example of irrigation and flood control,  which forms part of economic services, revenue realised for all states in 1990-91 is shown as Rs. 253 crores as against an expenditure of Rs. 3456 crores giving  a cost recovery rate of 7.33% and a subsidy Rs. 3203 crores. By 1998-99, the revenue has increased to Rs. 799 crores and the expenditure to Rs. 8827 crores giving a cost recovery rate of 9.05% . However the subsidy as a percentage of total subsidy provided in economic services seems to have increased from 19.30% in 1990-91 to 21.45% in 1998-99.

This is largely on account of the fact that while laying considerable emphasis on recovery of costs, making fine theoretical distinction between merit and non merit subsidies and arguing for recovery of cost only from the non-poor, administrative difficulties in identifying and classifying the beneficiaries into the poor and non poor, and evolving workable system of recovery is overlooked.

There are also political pressures and class interests that get built into this. To cite an example Mahashtra Government had fixed the water ratio for lift irrigation schemes, constructed and implemented by the farmers on their own at Rs. 1900 per hectare for sugar cane in the area of operations of Irrigation Development Corporation, where as the water rates in the area under the jurisdiction of Government Departments was Rs. 775 per hectare. On receiving representation from farmer regarding the differential the government brought down the water ratio to Rs. 950 per hectare in respect of lift irrigation schemes constructed and implemented by the farmers at their cost.  This revision was with the stipulation that the rates will be increased by 10% every year subject to the upper limit of 50% of water rate for flow irrigation. It is well known that there are capital costs and operating costs differences between surface flow irrigation and lift irrigation and the benefit received varies from crop to crop.

The realisation that water is a scarce input has led to the prescription in National Water Policy of 1987 that water rate should be determined in such a manner as to convey its scarcity value to the user motivating them towards efficient water use and at the same time being adequate to cover annual maintenance and operation costs and recover a part of the fixed cost. The Tenth Finance Commission also observed that the loses incurred by irrigation projects have continued to mount increasing from Rs. 367 crores in 1987-88 to Rs. 881 crores in 1992-93. The commission suggested that irrigation receipts should cover not only operating and maintenance costs, but also give a return of one percent per annum on capital. 

The Tenth Finance Commission assumed a norm of Rs. 300 per hectare for the utilized potential and Rs. 100 per hectare for the unutilized potential to compute the operating and maintenance costs as against Rs. 180 and Rs. 60 assumed by the Ninth Finance Commission, In many of the states even this cost is not being recovered. 

As the Tenth Finance Commission observed “while the tax revenues have been more buoyant than estimated by successive Finance Commissions, non tax revenue have consistently fallen behind. This has been a major reason for the yawning gaps between receipts and the expenditures which have eroded the revenue resources of the states and crippled their efforts in providing reasonable services in many vital sectors like power, transport, irrigation and water supply. All these constitute vital elements of  infra structure and hold the key to faster development in the new economic regime. They are critical for attracting investment. We are painfully conscious of the fact that most states have preferred the softer option of letting services deteriorate rather than improving their spread and quality by realising economic return on the investments in these areas and deploying the additional resources for these purposes” (Report of the Tenth Finance Commission 1994 p.9) 

It must however be noted that serious financial problems have made the various state governments realise that the revision of rates and tariffs in power irrigation and other sectors is long overdue . Government of Andhra Pradesh appears to have made in the right direction in making public the costs involved in provision of subsidies and charging low rates and moving towards levy of user charges and allowing them to be retained by the departments for improving the quality of services Such an approach , if adopted by other states , can make a significant difference , initially to the mindset of the people and eventually  to the budget figures. 

While attention has been paid to cost recovery and levy of user charges for services porovided by government departments like hospitals, registration department,  etc required degree of detailed attention to the fixation of tariff in the Power, Transport and Water is rather slow in coming. Reform of the State Electricity Boards in the States of AP. Orissa , Arunachal Pradesh, Haryana , Karnataka and Kerala, Maharashtra have lead to the creation of statutory regulatory commissions in some of the states. The considerable resistance in public to the fixation of revised tariff’s primarly because, the element of cross subsidisation involved is very large. While agriculture tariff continous to be low for political reasons, the burden of meeting the cost of inefficient operations of the Electricity Board is cast almost entirely on Industrial and Domestic consumers. Further privitasation and a large number of power purchase agreement with indipendent power producers, has brought in its wake serious problems of financing arrangements, with sovereign gurantee on the one hand and defective scrutiny of capital costs estimates of the private projects. The earlier practice of Central Electricity Authority scrutinising and according technical clearances need to be enforced without any exceptions, on the misconcieved process of liberalisation. 

Similarly the transport sector marked by State Road Transport Coorporations, appeared to be getting infected with the new wave of privitasation. Public transport facilities have a role to play in state commerce and services, and the context of fluctuating fuel charges resulting from international oil prices, there is a need to insulate the sector from volatile oil price changes. Consideration of Fuel Economy and Cost Recovery are vital aspects that need to be governed by techno-economic considerations apart from passerger fares. Frequent changes in this areas ostensibly to ensure economy of operation, results in voilent public protests and dislocation of economy activity. A holistic view of the costs to the economy rather then a narrow view of cost recovery by a corporate body need to be taken. Some initiatives at the national level, in this regard can bring about a degree of uniformity and balancing of interests of the passengers. Road transport undertakings, commercial vehicles manufacturers and petrolum products suppliers.

Water supply is a sensitive area in which attention should be paid both to rates revision as well as conservation  of the available restricted supplies. While irrigation water rates continue to be kept low in many states, drinking water supply does not appear to indicate any uniformity for tariff fixation from the State and municipal agencies. Some attention to the rationalasation of the rates in these sectors is overdue.

XI. SUMMING UP AND SUGGESTIONS
The emergence and spread of fiscal problems in the States, following the persistent fiscal challenges faced by the Centre has come to be widely acknowledged by the authorities at the Centre and the States. Gross fiscal deficits of State Governments which was  Rs. 18787 crores (3.3% fo GDP at current market prices) in 1990-91 has risen to an estimated Rs. 96073 crores (3.9% of GDP) in the budgets for 2001-02 . Revenue deficit has risen from Rs. 5309 crores (0.9%  of GDP) to Rs. 48046 crores (1.9% fo GDP) during the same period. The persistant fiscal deficits of the States had led to a steady accumulation of debt with the outstanding debt reaching Rs. 504248 crores (23.1% of GDP) by end of March 2001, marking a five fold increase within a decade from a level of Rs. 110289 crores (19.4 % of GDP). 

State Finances have deteriorated particularly in the second half of nineties particularly since 1995-96. In the five years between 1990-91 and 1995-96, Gross Fiscal Deficit of State Governments had increased by just about Rs. 12639 crores and revenue deficit by Rs. 2892 crores. But in the next five years upto 2000-01, Gross Fiscal Deficit increased by Rs. 58691 crores and Revenue Deficits by Rs. 43117 crores. During this period the outstanding liabilities increased by Rs. 379607 crores, as against Rs. 101936 crores in the first five years. Further the average interest rate and debt steadly rose from 9.2% in 1990-91 to 11.9% in 1995-96 and 13.3% in 1999-00. 

The frightening dimensions of the financial situations was taken note of by not only Union Government but also the State Governments. At the meeting of the inter-state council held on January 22, 1999, the Chief Ministers of 12 States drew attention to the poor financial health of the States and their high borrowing levels. With the worsening situation in the following years, the Union Government, Planning Commission and Reserve Bank of India initiated a number of measures to put the State Finances back on rails. The State Governments were also quick to realise the depth of their financial distress. This is reflected in the issue of fiscal strategy papers by Government of Andhra Pradesh, the announcement of a medium term fiscal policy by the Government of Karnataka, and the issue of ‘White Papers’ by the Maharashtra, Kerala and Tamilnadu Government during 2001.  

Some aspects of Centre- State relations, particularly the role and procedures of the Planning Commission and the Finance Commission in the transfer of resources from Centre to the States as also the new procedures regulating to Ways and Means advance from RBI to the States, Overdraft regulations of the RBI and the MOUs for sectoral reforms, all impact on the quality and pattern of  Public Expenditure in the States. 

Finance Ministry’s Initiatives

The Central Government, more specifically the Ministry of Finance has taken more active role in redefining the modalities of arranging discretionary transfers as also inducing the states to adopt measures of fiscal and budgetary reforms appropriate to their specific situations. The Department of Expenditure of Ministry of Finance has also taken initiative in introducing Memoranda of Understanding with the State Governments in sectors like Power that impact on the State Government Finances, the Power Ministry had as part of power reforms, signed an MOU with 14 State Governments, with the avowed purpose of saving the State Electricity Boards, from falling into a debt trap apart from ensuring supply of  power in adequate quantum and quality. The Union Government had asked the Finance Commission to draw a monitorable fiscal reforms programmmes aimed at reduction of revenue deficits of the states and to recommend the manner in which grants to cover deficits could be linked to implementation of fiscal reforms. The Eleventh Finance Commission recommended the setting up of an Incentive Fund, with two parts; the first comprising 15 % of the withheld portion of grants recommended to cover the deficit  (Rs. 5303.86 crores) and the second part to be created by Central contributioion equavalent to 15% of the Revenue Deficit Grant recommemnded by the Finance Commission (Rs. 5303.86 crores). The total availibility in the Incentive  Funds is  Rs. 10,607.72 crores to be aportioned at the rate of Rs. 2121.54 crores over a five year period from 2000-01 to 2004-05. The Central Governemnt has setup this fund and the releases will be based on single monitorable, fiscal objective, - each State should show minimum improvement of 5% in the Revenue Deficit/ Surplus as a proportion of the Revenue Receipt, and each state should prepare a medium term fiscal plan. A number of states have prefered medium term plans and are in the process of implementing fiscal reforms to increase revenue and improve quality of expenditure. 

Emergency Relief 

Patterns for providing Central assistance for natural calamity relief and disaster management have also been criticized as lacking in operational flexibility and the Eleventh Finance Commission was required to study this, and it has proposed some changes. While recommending the continuation of the existing schemes for providing for contribution by Centre and States in the ratio of 75 : 25 to calamity relief fund. It has also recommended the discontinuance of the existing National Fund for Calamity Relief and recommended the creation of the National Calamity Contingency Fund in public account of Government of India. An initial core amount to Rs. 500 crores will be provided by the Centre to this fund. Assistance provided by the Centre to States for calamity relief will be financed by special surcharge on Central Taxes for a limited period, and withdrawal from the fund will be replenished by the levy of special surcharge. Government of India has accepted the recommendation. 

Planning Commission

As the Planning Commission has also begun to indicate approval for what has been described as the ‘Core Plan’ in respect of the states which are not able to show adequate resources to cover the proposed Plan Outlays for each Annual Plan, the states have been obliged to look closer and deeper into their financial positions, marked by lower growth of revenue as against sharp growth in committed expenditures such as salaries, pensions and interest payments.  Sri K.C.Pant, Dy. Chairman Planning Commission, has indicated, to the Economic Editors Conference that after the implementation of Fifth Pay Commission, the finances of the states were badly hit, leading to diversion of funds from critical areas towards current conceptions, and that the commission has begun to place conscious emphasis on project based assistance for core critical sectors like power, irrigation, rural connectivity and rural electrification. The Planning Commission has also begun to focus attention on issues relating to implementation while designing plan support to the state and is considering the setting up of an annual fund at the Planning Commission for releasing funds to the states on the basis of performance whereby the states undertake reforms and improve governance as per agreed bench marks.  Since external resources have to be tapped to ensure even flow of resources to promote balanced development, the Planning Commission has setup project preparation facility to assist the State Governments in preparing and posing project reports for external assistance.  In a bid to bring about the requisite degree of focus of state level issues, the Planning Commission has also undertaken the preparation of State Development Report in coordination with the State Governments and independent agencies. (See Hindu Business Line, Oct 19th 2001 Pg.8)

State Initiatives 

RBI’s Study of State Finances, 2001 has detailed major policy initiatives of the States, in fiscal, institutional and  sectoral areas. As Dr. Y.V.Reddy, Deputy Governor, RBI has pointed out in “Fiscal Reforms at State level Reviews and Prospects”,  (RBI, Bulletin, January 2001), that as the reforms progress, the relative balance between Centre and States tend to tilt in favour of the States which have taken important policy initiatives that could be classified broadly into, fiscal consolidation, institutional and sectoral reforms. 

The initiatives fall in the broad categories of (a)revenue mobilisation, (b)expenditure management (c)reforms of state public enterprises, (d)rationalization of posts in Government Departments, (e)identification of performance indicators to assess the quality of expenditure restructuring, (f)rationalisation of taxes and introduction of VAT, (g)review of user charges, and (h)initiation of sectoral reforms in the areas of infrastructural development and power. Some of these  initiatives  have made significant progress in nearly all the states while certain others like the Public Sector Reform and Power Sector Reform have faced heavy weather, in implementation schemes.

While the State Governments have begun the earnest efforts to ensure better expenditure management, they have also, after initial hesitation, begun to respond to Centre’s suggestion on rationalization of tax structure, better enforcement , and tax constraints. Among the significant steps in this areas are the preparations for introduction of Value Added Tax (VAT) by April 2002. Centre has also announced that it will transfer service tax revenue to the states in order to compensate them for revenue losses on account of switching over to VAT Regime from April1, 2002.

Review of the State Budgets for 2001-02 show that several states have proposed measures aimed at strengthening the revenue base and containing expenditure. The additional resource mobilisation proposed for 2001-02 amount to Rs. 1997 crores, with a substantial increase in the States own revenue receipts. 
Many of these improvements are in the nature of intentions announced, and not yet full throated enough to compel serious attention from the implementing agencies. The fiscal strategies announced have been covered in an earlier section.

Reserve Bank of India Measures
The RBI in its role as Central banker, debt manager and monetary authority has not only taken steps to bring uniformity in the presentation of budgetary data, but also provided guidance on cash management techniques, setting up of a consolidated sinking fund in order to retire debts, introduction of flexibility in market borrowings and timing their access to market and further recommend steps to ensure prudent financial management and preserving credibility of guarantees.

Sinking Fund 

RBI had proposed in 1991-92 the creation of a Consolidated Sinking Fund for the States and had reiterated it in 1993-94. The proposal was once again refloated in 1998, and a Consolidated Sinking Fund (CSF) was set up in 1999-00 to meet redemption of Market Loans of State Governments. According to this scheme each state government has to contribute 1 to 3 % of its outstanding Market Loans each year to the CSF which is administered by a Central Accounts Section of RBI. As on June30th  2001, Andhra Pradesh , Arunachal Pradesh , Goa, Maharashtra , Mizoram , Meghalaya , Tripura , Assam and West Bengal have set up CSF.  

Accretion to the funds are invested in Government of India Securities, and the amount invested sofar is Rs. 670 crores. RBI has also begun to help State Governments in fine tuning market borrowings, keeping a close watch on not only the size of market borrowings, the weighted average yield of state government loans, and maturity profiles of state government loans.

Ways and Means Advances 

An analysis of State Finances revealed increasing pressures and problems of liquidity management, the Union Finance Ministry and the Reserve Bank of India began to pay close attention to the health and the needs of State Finances by monitoring Ways and Means advances  and overdrafts provided by the RBI to the States.

The Reserve Bank of India also constituted in August 1998 an Advisory Committee on Ways and Means Advances to the State Governments, with Sri B.P.R Vithal as the Chairman, the Committee was requested to consider the rationalisation, and if need be revision of the limits of Ways and Means Advance to the State Governments. It may be mentioned that RBI had been operating, since 1938  a scheme for Ways and Means Advance with a Minimum Balance to be kept by the states and the Ways and Means Limits expressed as a multiple of the Minimum Balance for all the States. The Minimum Balances and the limits have been periodically revised, as in 1967, 1972 ,1976 ,1978 1982, 1986, 1988, 1993 and 1996. The Vithal Committee recommendations covered, normal and special Ways and Means Advance raising the limit from Rs. 2234 crores to Rs. 3685 crores for  all states specifying different limits for 23 states. It reviewed the Overdraft Regulations Scheme, and held that the scheme had worked well as a disciplinary mechanism and did not recommend any relaxation. It however suggested that apart from the present limit of ten consecutive working days, there should be a ceiling on over drafts, hundred percent of WMA limits and a restriction of the number of days the states could operate over draft to 20 working days in a quarter. According to RBI records 16 states had resorted to overdrafts in 1999 and two states could not clear their overdrafts within the stipulated time limits obliging RBI to stop payments on their behalf.

Based on the recommendations of the Report of Group of State Finance Secretaries received in Jan 2001, the scheme of Ways and Means advance has been revised and made effective from Feb 1, 2001 the main features of the Scheme is as follows

(i) The normal WMA limits are worked out taking into account the three years’ average of revenue receipts and capital expenditure for fiscal years 1997-98, 1998-99 and 1999-2000 and applying to this base a ratio of 2.4 per cent for non special category States and 2.9 per cent for special category states.

(ii) As per the revised scheme , the total normal WMA limits work out to Rs. 5,283 crores as against the earlier limit of Rs. 3,941 crore.

(iii) The special WMA limits continue to be linked to the investments made by State Governments in the Government of India dated securities and Treasury Bills.

(iv) A State is allowed to run an overdraft for 12 consecutive working days instead of 10 days earlier.

(v) The overdraft shall not exceed 100 percent of normal WMA limits. If overdraft exceeds 100 percent of  normal WMA limits in a financial year, the Reserve Bank will on the first occasion advise the State Government; on the second or subsequent occasions, the State shall be given five working days instead of the notice period of three working days earlier to bring down the overdraft amount within the level of 100 percent limit. If this is not adhered to, payments will be stopped.

(vi) The WMA Scheme 2001 is subject to review in its entirety at the end of two years.

According to the Reserve Bank of India the recourse to WMA has been generally higher during to 2000-01 than in the previous year. As on March 31st 2001, the outstanding WMA and Overdrafts of the State Governments amounted to Rs. 6811 crores as against Rs. 7519 crores at the end of March 2000. Nineteen States resorted to Overdrafts as in the previous year and only three states could not clear the Overdraft with in the stipulated time, forcing RBI to stop payments on their behalf.

Guarantees 

Since the fiscal position of the states is influenced by the nature and levels of contingent liabilities including guarantees on behalf of  PSU’s and Cooperatives, the position is being closely reviewed. According to the RBI the Outstanding guarantees extended by the 17 major states amounted to Rs. 124813 crores i.e. (6.4% of the GDP) as at the end of March 2001 marking a steep rise from the level of  Rs. 40159 crores (6.5% of the GDP) at the end of March 1992. The RBI Bulletin (Oct 2001) reports that many states have taken initiatives to place a ceiling on guarantees and that statutory ceiling and gurantees have been placed by Gujrat,  Karnataka, Sikkim and W. Bengal while administrative ceiling have been imposed by Rajasthan and Assam.

SUGGESTIONS 

With the advent of era of Economic Reforms , the Governments at both the Centre and the States , had begun to articulate concern for fiscal health, and to make announcements of measures, which few, if any of them are willing to pursue to  their logical end. In the early Nineties, one could doubt whether mere consciousness of a crisis round the corner, was sufficient to improve the fiscal; health of the state governments but, it can now be stated, that financial and economic crises, have been handled at the Centre and the States in India with a measure of circumspection and determination with a multipronged approach.  Neither Expenditure control nor Austerity measures are new to the Union Government but the State Governments were not consistent. The responses in the past were in the nature of hesitant action, which appeared to be mere containment of the problem. The responses could even be termed situational responses, and not long term strategy.  

In some periods,  as in the mid Seventies, when drastic austerity measures like wage freeze were taken up by the Union Government to control expenditure , and Emergency was declared to  bring discipline in the economy and political  spheres, they were attended with serious political consequences. They were assailed as impinging on the democratic freedom of citizens. While the economy gained from the Emergency measures of 1975, political and democratic freedom seriously suffered, The choice between political freedom and economic prosperity has larger value implications. The present Structural Adjustment Programmes   carried out by the Centre  for sometime now and prescribed for the States more frequently now, does not answer satisfactorily the questions relating to equity. Given the Federal character of the country, and its reasonable success in operating  a steady and stable democratic Government there are no easy answers to questions of discipline whether in financial or any other sector. 

With continuing Inter State Disparities in levels of development, strategies formulated by the Centre for itself or by any particular state cannot be applied to other states. 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. 

The rapid survey however indicates that even what  were once considered financially well managed States like Maharashtra and Tamil Nadu have begun to slip into the morass of financial mismanagement, possibly because, tax performance and expenditure control were not among the premium   virtues in attracting devolution and transfers of central resources, judging by the criteria of successive Finance Commissions and the Planning Commission This needs to be reversed, and inter state disparities in central assistance should be relatable to identifiable difficulties in the fiscal performance, and differences in natural resource endowment and logistical problems as those faced by the ten special category states, most of which border Himalayas and the hill ranges of the North East. 

It  is unfortunate that the recommendations for higher devolution and transfers of central resources can,  as in the case of the Eleventh Finance Commission, come to be viewed as unduly leaning towards certain States like West Bengal, Bihar, Uttar Pradesh, Madhya Pradesh  and Rajasthan and not recognising the performance of the other states. In the process, it has provided avoidable grounds for grievances to be felt by some States, who appear to feel that prudence in financial management is not a preferred virtue in the fiscal financial system of India. Such subterranean reasons render, lofty announcements of fiscal reforms, and discipline less meaningful in the real world than they should be.  The creation of  Incentive Fund  by the Centre may make some difference to the perceptions of  State Governments. 

The Union Finance Minister Shri Yeshwanth Sinha announced the appointment of the Expenditure Reforms Commission in the Budget for 2000-01, and followed it up with the declaration of his intention to carry out structural changes in the composition of central government expenditure and effect economy in non plan revenue expenditure with greater vigour while improving the quality of plan expenditure.  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.

Though the Union Government has received the report of Expenditure Reforms Commission, in respect of six Ministries, the implementation appears to be rather slow, on account of  reluctance displayed by the Ministries. Finance Minister also introduced a Fiscal Responsibility Bill in the Parliament in December 2000, seeking to reduce the fiscal deficit to 2% and completely eliminate revenue deficit in the next five years. A critical examination of the provision of this bill shows that the ambitions are rather lofty, and operational problems in implementation considerable enough, to reduce the chances of top gear implementation. The report of the Parliamentary Select Committee in Nov 2001, suggesting some modification in the provisions may enable a more widespread acceptance by states  of legislative measures for restoring fiscal health. 

It must however be said, that the example set by the Union Finance Minister and the Prime Minister in not hesitating to place before the Parliament and the pubic the true state of fiscal health of the Centre and the States, have now been followed by all the States taken up for study, with each coming up with a White Paper or a Strategy Paper on the state of finances and the steps proposed to be taken to restore health to the system.

The Center’s lead and exhortation have led to fiscal reform measures by the State Governments in 2000-01,  which, as mentioned earlier can be classified into fiscal, institutional and sectoral categories. These initiatives  have been detailed by the Reserve Bank of India in its Study of States Budgets 2000-01. (Pages 6-10).  Whether this line of treatment can completely cure the ills of the State Finances is a matter on which opinions can differ, as the commitment of the State Governments, vary from state to state and region to region. One should not miss the problem posed by slender majorities of the parties in power in the states, and the coalition governments that have become a conspicuous feature of the Indian Political System.

As summed up by Dr. Y.V. Reddy, “there is a wide spread realisation about the need for fiscal stabilisation and reform. Each State has devised its own measures but most of these have a common thread of reforms of public enterprises, reduction in subsidies, expenditure containment and revenue augmentation. There are however severe limitations in regard to the adjustment effort in view of the large magnitudes of committed expenditures viz., salaries, pensions and interest charges.”(see RBI Bulletin January 2001 Page 90)

While the difficulties pointed out by Dr.Reddy are real, we would like to suggest, in the light of our study that 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. Persistence, year after year of variations between budget estimates, revised estimates and actual expenditures is a bad reflection on the quality of budget preparation and discipline. While budget preparation and presentation to Legislature appear to involve, the gathering and displaying of disparate details running into 12,000 pages, as pointed by Dr.M.D.Godbole in a study of Maharshtra budget, the responsibility for making budgetary provisions complied with and respected by different Government departments appear to be very thinly spread. This may be to some extent met by legal enactments like the Fiscal Responsibility and Budget Management Bill (Bill no 220 of 2000) introduced in the Parliament in Dec 2000. While the medium term fiscal policy statement, the fiscal policy strategy statement and macro economic framework statement, proposed to be presented to the Legislature along with annual budget may to some extent meet the problems of preparing Annual Budgets without the Government having full control over factors like those affecting revenue estimates, like seasonal conditions and business environment influenced by external factors in a globalised economy, the essence of the Bill should be seen in the three year rolling target for prescribed fiscal indicators with specification of underlying assumptions. Such an approach can be made by the state governments also. However, the measures to enforce compliance like presentation, every quarter, trends in receipts and expenditure in relation to the budget, appear less practical and needless. The present time frames in which government departments initiate  proposals, obtain approval and act on them militate against such a short time frame. It must also be ensured that this does not become yet another ritual observed with regularity but with little sanctity. In this connection, it is worth noting that, as observed by Dr. A.Premchand that the relationship between Macro Economic Management and Micro Economic Planning is important and that coordination within the Government agencies, concerned with micro management continues to be important.  Such coordination however needs to be examined not at the aggregate level of broad relationships between planning and finance agencies but in terms of specific component plans and budgets and the way in which bridges may be constructed between the two. (A.Premchand, ‘Planning and Budgeting in Government, Practices and Issues’ in Ravi Kathpalia, Financial Management and Accountability, 1994). In this connection, the categorisation of accounts, into plan and non plan, developmental and non developmental, have been helpful to some extent, but over the years, operational departments appear to have lost track of the significance of this difference and provisions are made and used without grasping the significance. In the Union Budget  1998-99, the Finance Minister had proposed the constitution of a Task Force to examine the question of eliminating “the Plan and Non Plan” distinction in a Budget and to make recommendations for a functionally viable and more focussed presentation of Government expenditure in the budget. The Eleventh Finance Commission had also dealt with this issue as in its view excessive attention on Plan Expenditure has resulted in neglect of maintenance of past projects which is classified as non plan. While this tendency needs to be curbed, mere removal of this distinction may not be sufficient, as what is needed is 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. If the quality of decision making has to be improved State Governments may need to move in the direction of reforms suggested in the case of Maharshtra Government. These include presentation of only six documents in the legislature Financial Statements, Schedule of Demands, Budget Memoranda, Budget at a Glance as presented by Government of India, Budget in Brief in a revised form to provide essential information. Dr.Godbole has also suggested presentation of a new document, Significant Pointers of finances of State Government mostly related to the medium term plan. Reduction in number of grants, presentation of profile of debt of the state, classification of state’s outstanding debt, contingent liability, Explanation of variations in the estimate, consolidated list of works in progress with details of original and revised cost estimates, quantum of devolution to local bodies, data on salary and allowances of employees of government, local bodies and grant-in-aid institutions, pension liability, details of tax concession given, off budget transaction involving borrowing by state PSUs , performance of the PSUs, their credit rating, flow of funds from Central government are among the significant pointers to be provided.  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. There appears to be a perceptible difference in the approaches to cost recovery and reduction of subsidies in different sectors. Even the State Governments which have moved in this direction, appear to have done it in Social Services and to some extent in General Services rather than in Economic Services like irrigation where the scope for recovery is higher. 

It is also seen that while some State Governments have set up Expenditure Priority Committees and others Expenditure Reforms Commission, the mechanism for scrutiny of projects, particularly their estimates of cost and viability, have remained woefully inadequate, in relation to the nature of commitments made. 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 need to be introduced in the States. The area which calls for serious attention is the time phasing of investments, with provisions in the budget matching the needs of approved projects. The practice of spreading available resources thinly over a large number of projects in several sectors, continues to plague Public Expenditure Management in the states.  The proposed project preparation facility at the Planning Commission can make some difference in due course, if the State Governments avail this facility in adequate measure. For its part the Planning Commission could consider a training State Government employees in project formulation and appraisal rather than taking up the project preparation itself.  In this connection it may be recalled that the Finance Ministry and the Planning Commission had initiated a similar scheme of training implemented by the Department of Personnel and Administrative Reforms in the late nineties. The scheme meant for a Union Ministry officials was implemented by Academic and Management  Institutions. The proposed scheme of training could however be implemented by the Planning Commission with expert faculty from authorities like the Central Electricity Authority (CEA).  
It must be observed in this regard , that the liberalisation and deregulation, adopted as a philosophical mode for governments in the 21st century has come to be interpreted as a freedom from scrutiny and  preinvestment appraisal. Stipulation of terms and conditions of approval, for projects and schemes taken up with Public Funds, a common practice in the earlier era, have become some what rare. Cost and time overruns, continue to be condoned and funded further by both the governments and the financing institutions, as a matter of course, without techno-economic scrutiny of the changes in the scope of projects, and increasing costs relatable to factors, those outside and those within, the control of project authorities.  Tightening of procedures relating to approval of revised costs estimates is an urgent necessity.
The prescriptions of Audit and Legialative Accountability have ceased to be matters of serious import, to be given appropriate recognition by way of corrective action. The Reports of the Public Accounts Committee, Estimates Committee and the Committee on Public Undertakings are at the moment expected to be presented to the Legislature along with action taken reports by the governments. There appears to be serious time lag in the presentation of the reports and much of it is of a postmortem of a dead cause. Creation of a mechanism for concurrent audit and monitoring by a mutli-disciplinary group with representatives with administrative, technical and audit professional background need to be deliberated and decided upon, as at the moment, project authorities and audit appear to take adversarial positions. 

Considering that the total outstanding debt of the states, had increased from a mere Rs. 23067 crores in 1980-81 to Rs. 108203 crores in 1990-91 and very sharply rising to Rs. 498841 crores, the need to consider action on a frequently made suggestion for a constitutional cap on borrowings has become urgent. In this connection it must also be observed that some of the state governments, like Andhra Pradesh 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. 

The implementation of all these  Suggestions can certainly tone up the fiscal health of the State Governments. Measures for systemic recovery have to be not only carefully formulated, with states specific context but also implemented with a degree of circumspection, combined with determination, without expecting results in the short term. While the fiscal problems of the states in India have been diagnosed before they turned  terminally  critical, the course of cure and treatment has certainly begun.

Given the grey environment in which gross fiscal deficits and outstanding debts of states have been increasing, crying for attention for quite some time one must welcome that a beginning has been made by the State Governments covered in the study setting an example to the rest of India. The publication of white papers on State Finances by the Governments of Maharashtra, Tamil Nadu and Kerala and the announcement of Medium Term Fiscal Strategy by Governments of Andhra Pradesh and Karnataka are important indicators of the New Financial Approach of the State Governments. It will be some time before, the effect can be felt, in the Budgets presented to the State legislatures and in the field level implementation.

It is interesting to note that the Finance Minister of the financially weakest of the states studied is optimistic. Kerala’s Finance Minister, Shri. K. Sankarnarayanan in his Budget speech 2001-02 has stated “No doubt, the economy of the state is under siege today. But, we have to move beyond the fragmented and broken finances of the states, …… and move towards the goal with an unwavering disposition characterised by an abounding optimism that is so eloquently summed up in Kumaran Asan’s words:


As there are luminious stars even in eerie


darkness and islands in oceans, so shall we


find a way to lead us out of these dire straits.”

Such optimism should be reassuring even to the most cynical of Economists. It is said that “It is darkest before dawn “.  May be the dawn is around for the state finances.
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