MANAGEMENT OF PUBLIC EXPENDITURE BY STATE GOVERNMENTS 

IN INDIA  - A STUDY OF THE TRENDS IN THE 1990’s

INTRODUCTION
This study is an investigation into the Management of Finances by State Governments in India, covering 26 States, fifteen major and eleven small states, with focus on the states of Maharashtra, Andhra Pradesh, Karnataka, Tamilnadu and Kerala.

The study turns the searchlight on deteriorating financial position of the State Governments worsening since the eighties, unravels in detail,  the period of economic reform 1990-91 to 1999-2000, and examines the compelling need for fiscal reform and the measures initiated for fiscal consolidation. While the 26 States studied included Delhi now designated as National Capital  Territory, it  did not include the Union Territories of  Chandigarh, Daman & Diu, Dadra and Nagar Havali, Lakshadeep, Pondichery and Andaman and Nicobar Island. 

The study covers the structural changes in Public Expenditure and their impact on pace of Economic development, constrictions on Plan Expenditure and expansion of Non Plan Expenditure, with competitive populism and diversion of subsidies affecting the utility of Public Expenditure. Attention is paid to the sources of crises in Central and State Finances and the manner in which State Finances deteriorated since the mid eighties and brings out the efforts of the Government of India, the Planning Commission the Finance Commission and the RBI and their attempts to evolve monitoring and regulatory mechanism for stemming the deterioration.

The recurrent problems of Centre-State relations and mechanism of devolution, haunting Indian public finance, receives attention, as the pattern of devolution and quantum of flow of resources from the Centre, both by way of discretionary route of Planning Commission and statutory route of Finance Commission have influenced the decision making and pattern of Expenditure at the State level, highlighting the changes in criteria adopted by the Tenth and Eleventh Finance Commissions.It also brings out the changes in Planning Commission’s formulae for transfers from Centre to the States for developmental plans. As the Study deals with the nineties, the decade of Economic Reform, it provides a rapid view of the changes in the policy frame work particularly efforts at fiscal consolidation and their impact on sectoral allocations in the annual plans and budgetary  provisions both at the central and the state level.

As a result the study seeks to address the central question of Public Expenditure Management as a vital development imperative, with investigation focussing attention on the analysis of the plan and budgetary priorities particularly growth, equity and balanced regional development adopted by the States and the policy options available and exercised by the State Governments to improve their own resource mobilization and to increase efficiency of expenditure. While the study provides a macro view of the budgetary trends in all the Indian states it attempts to analyse in depth the budgetary performances of the states of Maharashtra, Andhra Pradesh, Karnataka, Tamilnadu and Kerala. With a view to eliciting information on differences in sectoral treatment if any, the study probes the policies and programmes and expenditure patterns choosing one major head of expenditure in different functional classifications in the Budget. (a) Administrative and Police Services in General Services category, (b) Irrigation in Economic Services category and (c) Education in Social Services category. 

By the year 2000-01 three states have been carved out of the existing States. Since the focus of the investigation was to be on four Southern States and Maharashtra the creation of new States may not make substantial difference to the analysis of the trends in Public Expenditure and Revenue mobilization or to the package of measures to be considered. But the creation of these smaller States may have a substantial impact on the programmes of Public Expenditure as this has given a spur to the long subsisting claim for creation smaller States like Vidharbha in Maharashtra, Telengana in Andhra Pradesh as also to the manner of allocation of funds for intra state regional bodies like the Hyderabad – Karnataka Regional Development Board. In Karnataka. This aspect is analysed.

Likewise the Constitutional Amendments 73rd and 74th, emphasizing devolution of funds to the local bodies in Rural and Urban areas , if effectively carried out are likely to impact the nature of Public Expenditure Management in the various States. The Panchayati Raj and Municipal bodies have been in position for a few decades now, and can provide useful insights into the manner in which the fresh bout of decentralization is likely to affect the Public Expenditure Management, including the much vaunted downsizing of Government , the study covers this aspect. 

A source of major concern in Public Expenditure Management is the area of leakages and wastage in poverty alleviation and other schemes conceived with laudable socio- economic objectives but perceived in some quarters as populist securing substantial budgetary allocation. The study seeks to draw attention to the Reports of the Comptroller and Auditor General and examines the problems of implementation agencies, with a view to suggesting measures that can be taken by the State Governments to minimize costs, leakage and wastages. 

The study also draws attention to the recent realisation of need for fiscal discipline for betterment of State finances and covers the salient aspect of the White Papers on financial situation and fiscal strategy papers published by the states of Maharashtra, Andhra Pradesh , Karnataka , Tamilnadu and Kerala. The approach is diagnostic and prescriptive, at the macro level, with some suggestions for improvement offered .

DATA AND METHODOLOGY
The data relating to the study have been drawn from the Budgetary documents of the State Governments for the Southern States, Reports of Planning Commission, Finance Ministry, Finance Commission and the RBI supplemented by contributions published in journals like the RBI Bulletins, The Asian Economic Review, Economic and Political Weekly, Finance India, Journal of Rural Development, Indian Economic Journal, Artha Vijnana .We have also drawn from reports in news papers like the Hindu, Times of India, The New Indian Express , the Hindu Business Line and Economic Times. Needless to mention the study had to draw upon insights and information from several of the old and recent books, particularly on Economic Reforms, Planning and State Specific studies. These have been mentioned in a Bibliography. 

With the scope covering 26 States and data from several official agencies, the investigators faced the problem of a plethora of data and the need to cull out the vital details from vast assemblage of data and analytical angles from research studies. With the subcontinental dimensions of India there were several instances of partial analysis even by experts. The need to balance the findings of specific investigations into a problem area in one state and assessment of its relevance to the other states has led to several useful lines of investigation being merely highlighted. These will provide leads for further studies.The question of reliability and comparability of data gathered from multiple sources, particularly of the State Governments had to be dealt with carefully as component wise details were not available for Expenditure data for some years. In certain years data for Capital receipts were found to have been adjusted for remittances.

In respect of expenditure of the State Governments due regard had to be paid for adjustments for repayment of loans by State Governments, inter governmental transfer and adjustments. In dealing with such data problems reliance has been placed on the methodology adopted by RBI and the Union Government. To this extent, the discrepancies in the data gathered from State Government sources have been minimised.

While the data collection has covered several years and activities of different governments, their presentation in the report had to be necessarily restricted to facilitate clear analysis without cluttering the report with minutiae of data. To this extent the report is an under statement of the effort involved in the study. While initially nearly 100 tables of data were drawn up, the presentation had to be restricted. The data has been presented, as far as possible, along with the text. However for convenience of reference, the detailed tables have been presented in three sets, with different group headings 

(a)Tables  designated as SA  series , presenting the aggregates of all the states for each year in the nineties 

(b) Tables designated as AS series presenting the details for each of the 26 states from 1990-91 to 2000-01.

(c) Tables designated as SS series presenting the details the Select States of Maharashtra, Andhra Pradesh, Karnataka, Tamil Nadu and Kerala. 

(d) Tables designated as DET series providing the details of various items of Plan and Non Plan Expenditure under Revenue and Capital Accounts for the years 1991-92, 1997-98, 1998-99, 1999-2000 RE, and 2000-2001 BE. Item wise Details of Revenue and Capital Receipts compiled have been used only for analytical purposes, and not presented here.

The study report is divided into 11 Major Sections 

Section – I  Deals with the Setting and economic landscape of India and provides perspective views of the Finances of the Centre and the States, and the combined picture.

Section – II  Deals with the Aggregate Picture of Revenue, Expenditure and other aspects of Budgets of all the States, and traces the sources of fiscal imbalance. 

Section – III Seeks to provide a better understanding of the fiscal dilemma of the States in the context of the Constitutional and policy framework of Indian Economy mainly fiscal federalism and the mechanisms evolved for devolution and transfer of resources to the Centre to the States. It also provides a quick review of the impulses for Economic Reforms initiated by the Centre and the impact of the new framework of policy on development plans and the Union Budgets.

Section – IV  Highlights the structural transformation of Indian Economy, and reviews the differential growth performance and its impact on the levels of development of various States, as measured by various indicators. 

Section – V  Provides an analysis of the Budgetary trends, in all the 26 states focussing on transaction in Revenue and Capital Account, with details of Development and Non Development Expenditures and Plan and Non Plan categories highlighting  the fiscal deterioration reflected in growing revenue and gross fiscal deficits during the nineties with mounting debts and interest payment obligations.

Section – VI  Provides a geographic and demographic profile as also key economic and social indicators in States of Maharashtra, Andhra Pradesh, Karnataka, Tamilnadu and Kerala , chosen for closer examination. 

Section – VII examines the nature of transformation of Expenditure Management with analysis of Budgetary trends and Sectoral Distribution of expenditure in the Select States of Maharashtra, Andhra Pradesh, Karnataka, Tamil Nadu and Kerala.which were reputed to be financially better managed.

Section – VIII  With a view to obtaining insights into sectoral expenditure management the study focuses attention on one major head of expenditure in each of functional classifications in the Budget. (a) Administrative and Police Services in General Services category, (b) Irrigation in Economic Services category and (c) Education in Social Services category. 

Section – IX  focuses attention on the problem areas of Public Expenditure Management and explores the emerging areas of weaknesses in Public Finance –the leakage and wastage in poverty alleviation schemes, the political dimensions of intra state and interstate disparities , the persisting tardiness in devolution to local bodies, falling levels of fiscal marksmanship and  fading standards of accountability.

Section X outlines the steps taken by the state governments to reverse the fiscal crisis by formulation fiscal strategy and medium term plans and highlights the need for fiscal recovery through mechanisms for better expenditure control enforcement of budgetary discipline and improved resource mobilisation by universalisation of user charges and other measures. 
Section XI sums up the critical aspects of states’ finances , surveys the recent policy and programme measures for fiscal consolidation and proceeds to make some suggestions .

Bibliography is provided at the end and the statistical tables are provided as a separate volume. 
The Study has been carried out at the Indian Institute of Economics, Hyderabad with a grant from the Planning Commission 
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