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 A previous paper by this author with the title ‘Towards a Fiscal Responsibility Index’ covered the period 1990-2000 (PERT Occasional Paper 1).   In the present paper the analysis is brought up to date, that is up to 2003-04 for which actuals are available, with some additional information.   In the previous paper, seventeen States were ranked in regard to certain parameters of aggregate fiscal performance, as markers of fiscal sustainability and budgetary flexibility, viz: (a) gross fiscal deficit as a percentage of total expenditure; (b)primary fiscal deficit (ie.net of interest obligations) as a percentage of NSDP; (c)revenue deficit as a percentage of gross fiscal deficit; (d) States’ own resources as a percentage of aggregate expenditure; (e) interest payments as a percentage of revenue receipts; and (f)debt as a percentage of NSDP   The same parameters are used for the recent period, the overall picture showing the trends in  fiscal management by States over a period of 14 years.   Because of States’ reorganization some more States figure now.

The caveats as in the previous paper apply.   Conditions vary from State to, in terms of fiscal history, extent of economic activity, population and so on.   Moreover, aggregate figures can conceal a multitude of deficiencies.   To determine fiscal responsibility in its ramifications a more elaborate analysis will be needed, particularly on expenditure patterns.

However, there has been a new development in recent years, viz. the adoption of fiscal responsibility legislation by several States.   Reference is made in this paper as to how far those States measure up to the standards of fiscal responsibility set by them.

While reviewing the tables, it would be useful to keep in mind the income categories of the States:

High Income

-
Gujarat, Haryana, Maharashtra, Punjab

Middle Income
-
Andhra, Karnataka, Kerala, Tamil Nadu, West Bengal

Low Income

-
Bihar, Madhya Pradesh, Orissa, Rajasthan, Uttar Pradesh

Special Category
- 
Assam, Himachal Pradesh, Jammu&Kashmir

Figures are based throughout on current prices.   Figures are taken from Reserve Bank of India’s annual studies on States’ finances.

Gross Fiscal Deficit

 Table I presents the gross fiscal deficit as a percentage of total expenditure for 1990-95 (average), 1999-2000 and 2003-04.

Table 1

Gross Fiscal Deficit as a percentage of Total Expenditure

	No
	State
	1990 - 1995

( av )
	No
	State
	1999-2000
	No
	State
	2003 -  2004

	1
	Assam
	12.0
	1
	Himachal Pradesh
	4.9
	1
	Jammu & Kashmir
	0.2

	2
	Haryana
	13.4
	2
	Jammu & Kashmir
	19.5
	2
	Assam
	15.2

	3
	Jammu & Kashmir
	14.0
	3
	Andhra Pradesh
	22.8
	3
	Karnataka
	17.8

	4
	Madhya Pradesh
	14.7
	4
	Madhya Pradesh
	22.9
	4
	Jharkhand
	18.2

	5
	Maharashtra


	16.0
	5
	Tamil Nadu
	22.8
	5
	Tamil Nadu
	19.1

	6
	Tamil Nadu
	16.5
	6
	Karnataka
	24.9
	6
	Andhra Pradesh
	21.7

	7
	Karnataka


	16.7
	7
	Assam
	24.9
	7
	Haryana
	23.0

	8
	Andhra Pradesh
	17.6
	8
	Haryana
	27.0
	8
	Bihar
	23.3

	9
	Rajasthan


	18.2
	9
	Punjab
	30.0
	9
	Chatisgarh
	27.0

	10
	Gujarath


	20.2
	10
	Maharashtra
	21.7
	10
	Orissa
	27.5

	11
	Bihar


	20.7
	11
	Bihar
	32.7
	11
	Uttranchal
	28.1

	12
	Kerala


	20.7
	12
	Gujarat
	32.8
	12
	Punjab
	28.7

	13
	West Bengal


	21.7
	13
	Uttar Pradesh
	34.1
	13
	Kerala
	31.9

	14
	Himachal Pradesh
	21.7
	14
	Rajasthan
	35.4
	14
	Rajasthan
	32.3

	15
	Orissa


	23.2
	15
	Kerala
	36.4
	15
	Gujarat
	33.4

	16
	Uttar Pradesh
	24.1
	16
	Orissa
	38.9
	16
	Madhya Pradesh
	33.9

	17
	Punjab


	30.0
	17
	West Bengal
	53.3
	17
	Maharashtra
	34.3

	
	
	
	
	
	
	18
	Uttar Pradesh
	34.5

	
	
	
	
	
	
	19
	Himachal Pradesh
	37.5

	
	
	
	
	
	
	20
	West Bengal
	43.7


(Compiled from different issues of Reserve Bank Studies of State Budgets)

The disparities between States seem to have widened over the years.   The percentage of deficit has also increased substantially.   In 1990-95 only one State had a 30% ratio; in 1999-2000 seven States had ratios over 30% and in 2003-04 as many as eight States fall in this category.   In the case of West Bengal, the percentage of GFD was 53.3% in 1999-2000 and 43.7% in 2003-04.

     The first six States with the lowest and highest percentages are:

Table I (a)

	Period


	Lowest six
	Highest six

	1990-95 av.
	Assam, Haryana, J&K,

Madhya Pradesh, Maharashtra
	Kerala, West Bengal, Himachal,

Orissa, Uttar Pradesh, Punjab

	1999-2000
	Himachal, J&K, Andhra

Pradesh, Madhya Pradesh, Tamil Nadu, Karnataka
	Gujarat, Uttar Pradesh, Rajasthan,

Kerala, Orissa, West Bengal

	2003-04
	J&K, Assam, Karnataka,

Jharkand, Tamil Nadu,

Andhra Pradesh
	Gujarat, Madhya Pradesh, Maha-

rashtra, Uttar Pradesh, Himachal,

West Bengal


Leaving aside Assam, Himachal and J&K which are Special Category States, Kerala, Orissa, Uttar Pradesh and West Bengal are States which have had high ratios of deficit for the whole or most of the period under discussion.   Karnataka, Tamil Nadu and Andhra Pradesh appear to be doing a better job over the last five years in question.

What do the States envisage in their fiscal responsibility legislation and where are they now? What is the ‘distance’ to be covered?  The Table below will give us an idea.

Table I (b)

(Percentage of GSDP)

	State
	FRL
	2001-04 (av)

	Karnataka (4/2003)
	<3% by 3/2006


	    4.4%

	Kerala (9/2003)
	3.5% by 2005-06 2% by 2006-07
	    5.6%

	Tamil Nadu (05/2005)
	<3% by 3/2008
	    3.7%

	Punjab(5/2003)
	Contain annual growth rate of GFD to 2% in nominal terms till GFD is below 3%
	    6.5%

	Utttar Pradesh(2/2004)
	<3% by 3/2009     

                  
	   6.0%

	Orissa (5/2005)    
	1.5% reduction every year, <3% by 2009
	   7.5%

	Rajasthan   
	Average annual reduction 0.4% to <3%
	  6.9%

	Assam (5/2005)     
	3% by March 2010  

                             
	  3.4%

	Gujarat          
	<3% by March 2009   

                          
	 5.1%

	Haryana         
	<3% by March 2010  

                       
	 3.6%


          (Source: Compiled from ‘State Finances: A Study of Budgets of 2005-06’, Reserve

       Bank of India, Dec. 2005)  

Notes: 1. Figures below the name of each State show the month and year of FR legn.

           2, Two other States have adopted FRL. Himachal has not adopted a target, while 

                Maharashtra is to specify it in the rules.

Kerala, Orissa, Rajasthan are likely to encounter difficulties in living up to their own expectations.   Punjab’s position is not clear. 

Primary Fiscal Deficit

Table II presents a ranking of selected States in terms of the lowest to highest percentage of the primary fiscal deficit to NSDP  (For 2001-04, it is GSDP).   Primary deficit, which is net of interest payments, is considered an indicator of budgetary flexibility for discretionary spending. The lower the percentage, the greater is the flexibility for discretionary spending.

Table II

Primary Fiscal Deficit as a Percentage of NSDP

(Averages)

	NO
	States
	% Fiscal Deficit
	NO
	States
	% Fiscal Deficit
	NO
	States
	% Fiscal Deficit

	1
	Jammu & Kashmir
	-0.1
	1
	Jammu& Kashmir
	-1.7*
	1
	Assam
	0.1

	2
	Assam


	0.0
	2
	Assam
	0.4
	2
	Haryana
	0.7

	3
	Haryana
	0.5
	3
	Bihar
	
	3
	Andhra Pradesh
	0.9

	4
	Madhya Pradesh
	0.9
	4
	Punjab
	0.7
	4
	Tamil Nadu
	1.0

	5
	Maharashtra
	1.0
	5
	Madhya Pradesh
	0.9
	5
	Orissa
	1.3

	6
	Bihar


	1.2
	6
	Tamil Nadu
	1.2*
	6
	Chattisgarh
	1.6

	7
	West Bengal


	1.3
	7
	Karnataka
	1.3
	7
	Gujarat
	1.6

	8
	Rajasthan
	1.4
	8
	Andhra Pradesh
	1.4
	8
	Karnataka
	1.7

	9
	Andhra Pradesh
	1.5
	9
	Gujarat
	1.5
	9
	Uttar Pradesh
	1.7

	10
	Karnataka


	1.6
	10
	Haryana
	1.8*
	10
	Punjab
	1.8

	11
	Kerala


	1.8
	11
	Kerala
	1.8
	11
	Kerala
	2.0

	12
	Tamil Nadu


	1.8
	12
	Uttar Pradesh
	2.3
	12
	Rajasthan
	2.2

	13
	Gujarat


	1.9
	13
	Maharashtra
	2.3
	13
	Maharashtra
	2.3

	14
	Orissa
	2.2
	14
	Rajasthan
	3.1
	14
	Jammu & Kashmir
	2.4

	15
	Uttar Pradesh
	2.3
	15
	West Bengal
	3.1
	15
	Bihar
	2.4

	16
	Punjab


	3.3
	16
	Orissa
	3.7
	16
	West Bengal
	2.4

	17
	Himachal Pradesh
	3.9
	17
	Himachal Pradesh
	8.5*
	17
	Jharkand
	2.5

	
	
	
	
	
	
	18
	Madhya Pradesh
	2.5

	
	
	
	
	
	
	19
	Himachal Pradesh
	5.2


         (Compiled from different issues of Reserve Bank Studies on State Budgets)
Which six States have most flexibility and which six the least?   This is shown below.

                                                            Table II (a)

	Period


	Most flexibility
	Least flexibility

	1990-95
	J&K, Assam, Haryana,

Madhya Pradesh, Maharashtra, Bihar
	Himachal, Punjab, Uttar Pradesh,

Orissa, Gujarat, Tamil Nadu

	1995-2000


	J&K, Assam, Bihar, Punjab,

Madhya Pradesh, Tamil Nadu
	Himachal, Orissa, West Bengal,

Rajasthan, Maharashtra, Uttar Pradesh

	2003-04


	Assam, Haryana, Andhra Pradesh,

Tamil Nadu, Orissa, Chattisgarh
	J&K, Bihar, West Bengal, Jharkand,

Madhya Pradesh, Himachal


Note that Tamil Nadu has jumped up from ‘least flexible’ to ‘most flexible’ and Punjab partially so.   Madhya Pradesh has jumped down from ‘most flexible’ to least flexible.

Note also that by and large States with lower Gross Fiscal Deficit have more flexibility than those with higher GFD.   

As things stand, it is not only the debt obligations but the salaries (save for significant staff reductions which do not seem to have taken place) and pensions (which are obligations) cannot be reduced and they place further curbs on discretionary spending.

Revenue Deficit 

Table III presents the percentage of revenue deficit to Gross Fiscal Deficit over the years.

Table III

Revenue Deficit as a Percentage of Gross Fiscal Deficits

(Averages)

	No.
	State
	1990-1995
	No
	State
	1995-2000
	No
	State
	2003-

2004

	1
	Rajasthan
	3.4
	1
	Andhra Pradesh
	24.8
	1
	Jharkand
	0.2

	2
	Himachal Pradesh
	6.9
	2
	Maharashtra
	36.5
	2
	Chattisgarh
	30.5

	3
	Maharashtra
	8.8
	3
	Jammu & Kashmir
	40.5
	3
	Haryana
	31.5

	4
	Madhya Pradesh
	10.1
	4
	Gujarat
	53.3
	4
	Karnataka
	39.2

	5
	Karnataka
	11.2
	5
	Karnataka
	54.4
	5
	Andhra Pradesh
	40.9

	6
	Gujarat


	11.3
	6
	Haryana
	55.6
	6
	Bihar
	45.1

	7
	Andhra Pradesh
	11.5
	7
	Himachal Pradesh
	56.0
	7
	Assam
	48.1

	8
	Haryana


	14.1
	8
	Bihar
	58.1
	8
	Tamil Nadu
	52.6

	9
	Orissa


	22.4
	9
	Assam
	62.6
	9
	Orissa
	56.7

	10
	Uttar Pradesh
	34.2
	10
	Uttar Pradesh
	65.3
	10
	Madhya Pradesh
	58.9

	11
	Kerala


	44
	11
	Rajasthan
	67.9
	11
	Rajasthan
	58.9

	12
	Punjab
	45.9
	12
	Orissa
	68.7
	12
	HimachalPradesh
	61.3

	13
	Bihar
	51.3
	13
	Madhya Pradesh
	75.0
	13
	Maharashtra
	62.4

	14
	West Bengal


	52.0
	14
	West Bengal
	79.6
	14
	Gujarat
	67.5

	15
	Tamil Nadu


	72.3
	15
	Kerala
	79.9
	15
	West Bengal
	75.9

	16
	Assam


	442.1
	16
	Tamil Nadu
	81.8
	16
	Uttar Pradesh
	76

	17
	Jammu& Kashmir
	468.4
	17
	Punjab
	85.4
	17
	Kerala
	76.2

	
	
	
	
	
	
	18
	Punjab
	78.2

	
	
	
	
	
	
	19
	Jammu & Kashmir
	3785.2


(Compiled from different issues of Reserve Bank Studies on State Budgets)

It has become the practice to pay scant regard to revenue deficit, but unless the revenue deficit is curbed, there is no way of controlling the Gross Fiscal Deficit.    All States have had revenue deficits. In 1990-95 eight of the 17 States had a percentage over 30.   By 1999-2000, there was a sharp deterioration with only one State below 30 and with as many as 14 States above 50.   The position has improved somewhat in 2003-04.   States like Punjab, West Bengal and Kerala have been consistently facing high deficits.   Lowest and highest six States are presented below.

Table III (a)

	Period
	Lowest
	Highest

	1990-95
	Rajasthan, Himachal, Maha Rashtra, Madhya Pradesh,

Karnataka, Gujarat
	J&K, Assam, Tamil Nadu,

West Bengal, Bihar, Punjab

	1999-2000
	Andhra Pradesh, Maharashtra,

J&K, Gujarat, Karnataka,

Haryana
	Punjab, Tamil Nadu, Kerala,

West Bengal, Madhya Pradesh,

Orissa

	2003-04
	Jharkand, Chattisgarh, Haryana,

Karnataka, Andhra Pradesh,

Bihar
	Gujarat, West Bengal,Uttar Pradesh,

Kerala, Punjab and J&K


Gujarat has gone from lowest to highest (natural calamities?).   Also compare the above with the Twelfth Finance Commission’s recommendations for grants-in-aid for non-Plan revenue deficit to Assam, Kerala and Orissa for 2005-06 (first year), West Bengal for the first two years, Punjab for the first three years and Himachal Pradesh and Jammu and Kashmir for all the five years.

In pursuance of the recommendations of the Eleventh Finance Commission, an Incentive Fund for State Fiscal Reforms was set up by the Centre.   The release from the Fund was to be based on a single monitor able fiscal objective.   Each State would need to achieve a minimum improvement of 5% in the revenue deficit/surplus as a proportion of revenue receipts.  The Twelfth Finance Commission recommended the discontinuance of the Scheme, for reasons among other things that it was implemented with “arbitrary flexibility”.   In its place it recommended a scheme for write off of States’ debts to the Centre, conditional on adoption of a Fiscal Responsibility Legislation and related factors.

What do the States consider as their immediate fiscal responsibility as reflected in their legislation and how far are they from meeting that expectation?

Table III (b)

(Percentage of GSDP)

	State


	FRL Target
	RD/GSDP in 2001-04 av.

	Karnataka
	Nil by 3/2006


	1.9

	Kerala
	2%GSDP by 3/2005-06 Nil by 2006-07


	4.3

	Tamil Nadu
	Reduce RD to revenue receipts to below 5% by 3/2008.   Eliminate RD by 2008-09
	2.0 RD/RR14.8

	Punjab
	Reduce RD to revenue receipts by 5% each year until Revenue balance is achieved
	5.1RD/RR 35.2

	Uttar Pradesh
	Nil by 3/2009


	4.9

	Orissa
	Nil by 2008-09


	4.3

	Maharashtra
	Nil by 2009


	2.9

	Rajasthan
	Reduce RD to revenue receipts by 3% every year Nil by March 2009.
	4.1RD/RR 27.8

	Assam


	Nil by March 2010
	1.7

	Gujarat
	Nil by March 2008


	3.4

	Himachal
	Reduce RD/RR by 2%each year till revenue surplus
	8.0 RD/RR 34.7

	Haryana
	Nil by 2008-09


	1.0

	Chattisgarh
	Nil by 3/2009


	1.3

	Madhya Pradesh
	Nil by 3/2009


	3.2

	Andhra                

Pradesh
	Nil by 3/2009                                                               
	1.8


(Source: Compiled from ‘State Finances: A Study of Budgets 2005-06’, Reserve Bank of India)

Kerala, Punjab, Uttar Pradesh, Orissa and Rajasthan seem to have an uphill task on their hands and Himachal much more so, with its limited annual target resulting in a revenue surplus being in sight only after some 17 years.   In general, States seem to have been ambitious, and made to be ambitious, in their FR legislation and the consequent responsibility assumed.

States’ Own Resources

Table IV presents the status of the States’ own resources.   For the period 1990 to 2000 their status as a percentage of aggregate expenditure is presented, whereas for 2001-04, the percentage of States’ own resources to their GSDPs are presented.   There is to this extent the lack of comparability between the two periods, but inter-se ranking can still be made for each of the periods.
Which are the States which are more self-reliant and less self-reliant?

Table IV

States’ Own Resources as Percentage of Aggregate Expenditure *

(Averages)

	No.
	State
	1990-95
	No.
	State
	1995-2000
	No
	State
	2001-04

	1
	Haryana


	69.4
	1
	Haryana
	62.7
	1
	Assam
	14.2

	2
	Maharashtra


	62.6
	2
	Maharashtra
	60.6
	2
	Punjab
	14.2

	3
	Gujarat


	59.2
	3
	Karnataka
	58.4
	3
	Karnataka
	12.5

	4
	Karnataka


	56.6
	4
	Gujarat
	58.0
	4
	Haryana
	12.3

	5
	Punjab
	53.9
	5
	Tamil Nadu
	57.03
	5
	Madhya Pradesh
	11.4

	6
	Tamil Nadu


	52.8
	6
	Punjab
	55.7
	6
	Chattisgarh
	11.1

	7
	Andhra Pradesh
	49.8
	7
	Kerala
	51.4
	7
	Tamil Nadu
	10.9

	8
	Kerala
	49.7
	8
	Madhya Pradesh
	46.4
	8
	Andhra Pradesh
	10.8

	9
	Madhya Pradesh
	46.9
	9
	Andhra Pradesh
	45.0
	9
	Kerala
	10.1

	10
	Rajasthan


	42.1
	10
	Rajasthan
	40.1
	10
	Maharashtra
	9.8

	11
	West Bengal


	41.8
	11
	West Bengal
	34.0
	11
	Gujarat
	9.7

	12
	Uttar Pradesh


	33.4
	12
	Uttar Pradesh
	33.0
	12
	Rajasthan
	9.6

	13
	Bihar


	30.4
	13
	Bihar
	30.4
	13
	Uttranchal
	8.8

	14
	Orissa


	28.7
	14
	Orissa
	27.2
	14
	Jharkhand
	8.0

	15
	Assam


	27.1
	15
	Assam
	25.1
	15
	Orissa
	8.0

	16
	Himachal Pradesh
	19.0
	16
	Himachal Pradesh
	23.0
	16
	Jammu & Kashmir
	7.6

	17
	Jammu & Kashmir
	12.7
	17
	Jammu& Kashmir
	11.3
	17
	Uttar Pradesh
	7.3

	
	
	
	
	
	
	18
	Himachal Pradesh
	6.9

	
	
	
	
	
	
	19
	Bihar
	6.0

	
	
	
	
	
	
	20
	West Bengal
	5.1


         (Compiled from Reserve Bank of India’s studies of the state budgets for 2001-2002 and 2005-2006)

*For 2001-04 the percentage of GSDP is shown.

As between the first two periods, the ratios have declined in several cases.   This may be either due to relatively inadequate revenue raising efforts or due to substantial increase in expenditure or both.   For the last period one of the points that stands out is that the revenue raising efforts of States vary from as low as 5.1% of GSDP to as much as 14.2%.
Table IV (a)

	Period
	Most self-reliant


	Least self-reliant

	1990-95
	Haryana, Maharashtra, Gujarat,

Karnataka, Punjab, Tamil Nadu


	J&K, Himachal, Assam, Orissa,

Bihar, Uttar Pradesh

	1995-2000
	Haryana, Maharashtra, Karnataka,

Gujarat, Tamil Nadu, Punjab


	J&K, Himachal, Assam, Orissa,

Bihar, Uttar Pradesh

	2001-04
	Assam, Punjab, Karnataka, Haryana,

Madhya Pradesh, Chattisgarh


	West Bengal, Bihar, Himachal, 

Uttar Pradesh, J&K, Orissa


As already stated, the first two periods and the last are not comparable because of the difference in denominators, but it is interesting to know that the picture is the same anyway.

 In 1990-2000, the memberships of the clubs are unchanged.   There is a substantial but not full correlation between the classification of States as High Income or Low Income (see p.2) and their degree of self-reliance.

In 2001-04, the least self-reliant States are roughly the same, except that Assam has graduated and West Bengal joins the least self-reliant club.   We can also see from Table IV, which of the States have exerted less and which have exerted more in raising resources.    

In regard to Fiscal Responsibility legislation, there is no specific obligation taken by States on their own revenue resources.   However Tamil Nadu, Punjab, Rajasthan and Himachal envisage the reduction of revenue deficit/revenue receipts ratio as would be seen under the section on Revenue Deficit above.

Interest Payments vs. Revenue Receipts

Table V shows the percentage of interest payments to revenue receipts.   Those (six each) with the lowest and highest percentages are shown thereafter.

Table V

Percentage of Interest Payments To Revenue Receipts

   (Averages)
	No.
	State
	1990-95
	   No.
	State
	1995-2000
	No.
	State
	2001-04

	1
	Tamil Nadu


	10.1
	1
	Karnataka
	13.6
	1
	Jharkand
	13.0

	2
	Karnataka
	11.4
	2
	Tamil Nadu
	13.8
	2
	Jammu & Kashmir
	15.1

	3
	Maharashtra
	11.5
	3
	Jammu& Kashmir
	14.1
	3
	Chattisgarh
	16.2

	4
	Andhra Pradesh
	12.1
	4
	Madhya Pradesh
	14.8
	4
	Assam
	18.3

	5
	Madhya Pradesh
	12.1
	5
	Assam
	15.0
	5
	Karnataka
	18.6

	6
	Haryana
	12.4
	6
	Maharashtra
	15.1
	6
	Tamil Nadu
	19.4

	7
	Assam
	13.8
	7
	Haryana
	15.7
	7
	Madhya Pradesh
	20.4

	8
	Rajasthan
	15.2
	8
	Andhra Pradesh
	16.9
	8
	Haryana
	21.6

	9
	Gujarat
	15.4
	9
	Himachal Pradesh
	17.3
	9
	Maharastra
	22.8

	10
	Himachal Pradesh
	16.4
	10
	Gujarat
	17.4
	10
	Andhra Pradesh
	24.4

	11
	Kerala


	16.5
	11
	Kerala
	19.5
	11
	Bihar
	26.4

	12
	West Bengal


	16.1
	12
	Bihar
	20.2
	12
	Kerala
	27.8

	13
	Uttar Pradesh


	18.2
	13
	Rajasthan
	22.9
	13
	Gujarat
	28.8

	14
	Jammu & Kashmir
	18.3
	14
	Orissa
	26.1
	14
	Uttar Pradesh
	29.8

	15
	Punjab


	19.3
	15
	Uttar Pradesh
	27.2
	15
	Rajasthan
	31.9

	16
	Orissa
	19.7
	16
	West Bengal
	28.9
	16
	Himachal Pradesh
	32.3

	17
	Bihar


	20.5
	17
	Punjab
	32.6
	17
	Punjab
	32.4

	
	
	
	
	
	
	18
	Orissa
	34.9

	
	
	
	
	
	
	19


	West Bengal
	60.7


  (Annual Issues of Reserve Bank of India’s Studies on State Finances for 2001-02 and 2005-06)

In 1990-95, only one State had a ratio over 20%.   In 1995-2000, the number has increased to six States and  in 2001-04 to as many as 13.   It shows that apart from variations in interest rates, borrowings have increased and revenue receipts have not kept pace.

Table V (a)

	Period


	Lowest IP/RP
	Highest IP/RP

	1990-95
	Tamil Nadu, Karnataka, Maharashtra, Andhra Pradesh, Madhya Pradesh, Haryana
	Bihar, Orissa, Punjab, J&K,

Uttar Pradesh, West Bengal

	1995-2000
	Karnataka, Tamil Nadu,

J&K, Madhya Pradesh,

Assam, Maharashtra
	Punjab, West Bengal, Uttar Pradesh, Orissa, Rajasthan, Bihar

	2001-04


	Jharkand, J&K, Chattisgarh, Assam, Karnataka,

Tamil Nadu
	Uttar Pradesh, Rajasthan, Himachal,

Punjab, Orissa, West Bengal


Some States like Karnataka and Tamil Nadu have had a lower percentage throughout, whereas some States like West Bengal, Punjab and Orissa have always had higher percentages. 

Public Debt vs. NSDP

Rising interest payments are of course the result of increasing public debt.   Table VI presents the data on the ratio of public debt to NSDP for 1990-95 and 1995-2000 and to GSDP for 2001-04.   Off-budget borrowings and contingent liabilities are not included.

Table – VI

Percentage of Public Debt To NSDP
	No.
	State
	1990-95
	No.
	State
	1995-2000
	No.
	State
	2001-04

	1
	Maharashtra


	15.5
	1
	Maharashtra
	17.0
	1
	Tamil Nadu
	27.9

	2
	Tamil Nadu


	19.3
	2
	Tamil Nadu
	18.3
	2
	Haryana
	29.3

	3
	Karnataka


	20.7
	3
	Gujarat
	18.6*
	3
	Karnataka
	29.8

	4
	Andhra Pradesh


	22.0
	4
	Karnataka
	20.4
	4
	Chattisgarh
	30.3

	5
	Haryana
	22.2
	5
	Madhya Pradesh
	22.5*
	5
	Maharashtra
	30.7

	6
	Gujarat
	22.4
	6
	Andhra Pradesh
	23.2
	6
	Jharkand
	32.0

	7
	Madhya Pradesh
	23.9
	7
	Haryana
	23.9
	7
	Assam
	32.6

	8
	West Bengal
	24.3
	8
	West Bengal
	25.8
	8
	Andhra Pradesh
	34.3

	9
	Uttar Pradesh
	30.2
	9
	Kerala
	27.9*
	9
	Madhya Pradesh
	35.0

	10
	Rajasthan


	30.6
	10
	Uttar Pradesh
	31.3
	10
	Gujarat
	38.2

	11
	Kerala


	33.3
	11
	Assam
	32.8
	11
	Kerala
	41.3

	12
	Assam


	37.6
	12
	Rajasthan
	33.4
	12
	West Bengal
	45.0

	13
	Punjab


	39.9
	13
	Bihar
	41.1
	13
	Rajasthan
	51.0

	14
	Bihar


	41.6
	14
	Punjab
	41.4
	14
	Uttar Pradesh
	54.1

	15
	Orissa
	44.2
	15
	Orissa
	48.1
	15
	Jammu & Kashmir
	58.1

	16
	Himachal Pradesh
	47.7
	16
	Himachal Pradesh
	58.1
	16
	Orissa
	64.2

	17
	Jammu & Kashmir
	98.6
	17
	Jammu& Kashmir
	65.1
	17
	Punjab
	64.9

	
	
	
	
	
	
	18
	Bihar
	73.3

	
	
	
	
	
	
	19


	Himachal Pradesh
	80.5


Note: for 2001-2004 the ratio is for GSDP

(Source: Annual issues of Reserve Bank of India’s studies on State Finance for 2001-2002 and 2005-2006)
In 1990-95, nine States and in 1995-2000 eight States had a percentage of over 30.   In 2001-04 as many as sixteen States have such a percentage and the remaining three are close to the 30% figure.   As many as thirteen States have over 50%.

The six States with the lowest borrowing and the six with the highest borrowing are presented below.                                               

Table VI (a)

	Period


	Lowest Borrowing
	Highest Borrowing

	1990-95
	Maharashtra, Tamil Nadu,

Karnataka, Andhra Pradesh,

Haryana, Gujarat
	J&K, Himachal, Orissa, Bihar, Punjab, Assam

	1995-2000
	Maharashtra, Tamil Nadu,

Gujarat, Karnataka, Madhya

Pradesh, Andhra Pradesh
	J&K, Himachal, Orissa, Punjab, Bihar, Rajasthan

	2001-2004
	Tamil Nadu, Haryana, Karnataka, Chattisgarh, Maharashtra and Jharkand
	Uttar Pradesh, J&K, Orissa,

Punjab, Bihar, Himachal


There is again the familiar picture.   Punjab, Bihar and Orissa area among the highest and Karnataka and Tamil Nadu among the lowest. 

An Overview of Performance

If one were to develop a composite Fiscal Responsibility Index, at least two questions must be answered, as indicated in the author’s previous paper.  (a) What should be the norm for each of the parameters in relation to which State can be given ‘marks’ in a scale of , say, 1 to 10?   Taking the average of States as a norm may not be the best, because finances of all States are in disarray generally.   One of our future tasks will be to arrive at specific norms.   The recent Finance Commissions have understandably taken the line, explicitly or implicitly that each State should be asked to improve on its own position.   The obligations assumed by those which have adopted Fiscal Responsibility Legislation give some indication of their own goals, but not all States have passed such legislation.  (b) In a composite index, what should be the relative weight for each parameter?   The parameters considered here are inter-related.   Can equal weight be given?

Taking all these aspects into account, the first approximation could be to merely rank the States for each parameter, add up the ranking and arrive at a consolidated ranking and through it the average rank for each State.   Let us see how the results look like.

Table VII provides such a picture for 1990-95 and Table VIII for 1995-2000 (1999-2000 for Gross Fiscal Deficit and Revenue Deficit).

Table VII

                       Comparative Overview of Parameters 1990-95
	Rank
	State
	GFD
	RD
	PD
	IP
	OR
	Dbt
	Total
	Av.

	1
	Maharashtra  h
	  5
	  3
	  3
	  3
	  2
	  1
	  19
	3.2

	
	Haryana  h
	  2
	  8
	  3
	  6
	  1
	  5
	  25
	4.1

	3
	Karnataka  m
	  7
	  5
	 10
	  2
	  4
	  3
	  31
	5.2

	4
	Madhya Pradesh  l
	  4
	  4
	  4
	  5
	  9
	  7
	  33
	5.5

	5
	Andhra Pradesh  m
	  8
	  7
	  9
	  4
	2
	  4
	  39
	6.5

	6
	Tamil Nadu  m
	  6
	 15
	 12
	  1
	  6
	  2
	  42
	7.0

	7
	Rajasthan  l
	  9
	  1
	  8
	  8
	  10
	 10
	  46
	7.7

	8
	Gujarat  h
	  10
	  6
	  13
	  9
	  3
	  6
	 47
	7.8

	9 
	Assam  s
	   1
	16
	    2
	  7
	 15
	 12
	 53
	8.8

	10
	Kerala  m
	  12
	 11
	  11
	 11
	   8
	  11
	 64
	10.7

	11
	West Bengal  m
	  13
	 14
	   7
	 12
	 11
	   8
	 65
	10.8

	12
	Jammu&Kashmir  s
	   3
	 17
	   1
	 14
	 17
	  17
	 69
	11.5

	13
	Bihar  l
	  11
	  13
	   6
	 17
	 13
	  14
	 74
	12.3

	14
	Himachal Pradesh  s
	  14
	   2
	  17
	 10
	 16
	  16
	 75
	12.5

	15
	Uttar Pradesh  l
	  16
	 10
	 15
	 13
	 12
	    9
	 75
	12.5

	16
	Punjab  h
	  17
	 12
	 16
	 15
	   5
	  13
	 78
	13.0

	17
	Orissa  l
	  18
	   9
	 14
	 16
	 14
	  15
	 83
	13.8


                      (Source: Compiled from previous tables)
                     h – High income   m – middle income l – low income s – special category
Table VIII

                 Comparative Overview of Parameters, 1995-2000

	Rank
	State
	GFD*
	RD*
	PD
	IP
	OR
	Dbt
	Total
	Av.

	1
	Karnataka  m
	  6
	  5
	  7
	  1
	  3
	  4
	  26
	 4.3

	2
	Maharashtra  h
	 10
	  2
	 13
	  6
	  2
	  1
	  34
	 5.7

	3
	Andhra Pradesh  m
	  3
	  1
	   8   
	  8
	  9
	  6
	  35
	 5.8

	4
	Tamil Nadu  m
	  5
	 16
	   6
	  2
	  5
	  2
	  36
	 6.0

	5
	Haryana  h
	  8
	  6
	 10
	  7
	  1
	  7
	  39
	 6.5

	6
	Madhya Pradesh  l
	  4
	 13
	   5   
	  4
	  8
	  5
	  39
	 6.5

	7
	Gujarat  h
	 12
	   4
	   9
	 10
	  4
	  3
	  42
	 7.0

	8
	Jammu&Kashmir  s
	  2
	  3
	   1
	  3
	 17
	 17
	  43
	 7.2

	9
	Assam  s
	  7
	  9
	   2
	  5
	 15
	 11
	  49
	 8.2

	10
	Bihar  l
	 11
	  8
	  3
	 12
	 13
	 13
	  60
	10.0

	11
	Himachal Pradesh  l
	   1
	  7
	 17
	  9
	 16
	 16
	  66
	11.0

	12
	Punjab  h
	   9
	 17
	   4
	 17
	  6
	 14
	  67
	11.2

	13
	Kerala  m
	 15
	 15
	 11
	 11
	  7
	   9
	  68
	11.3

	14
	Uttar Pradesh  l
	 13
	 10
	 12
	 15
	 12
	 10
	 72
	12.0

	15
	Rajasthan  l
	14
	11
	 14
	13
	 10
	 12
	 74
	12.3

	16
	West Bengal  m
	 17
	14
	 15
	16
	 11
	   8
	 81
	13.5

	17
	Orissa  l
	 16
	12
	 16
	14
	 14
	 15
	 87
	14.5


                      (Source: Compiled from earlier tables) * 1999-2000

                       h – High income m – middle income l – low income s – special category.
Between the first and second half of the nineteen nineties, all States seem to have performed worse in one or more of the parameters, as evidenced by the increase in the total ranking score.   Kerala, Rajasthan and West Bengal have slipped considerably.

Karnataka, Maharashtra, Andhra Pradesh, Tamil Nadu, Haryana and Madhya Pradesh continue to occupy the first six ranks, though with changes in inter-se ranking.   Of them Maharashtra and Haryana are the only high income states, Karnataka, Andhra Pradesh and Tamil Nadu belonging to the middle income category and Madhya Pradesh to the low income category.   Madhya Pradesh’s record seems to be significant.   Punjab, though a high Income State, has fared low in both halves of the last decade.   Its revenue deficit and interest payment ratios are high. 

While all States need to restructure their fiscal aggregate parameters, those occupying the last six ranks need to heed the signals.   At the end of the millennium, the States occupying the last six ranks were Kerala, Rajasthan, West Bengal, Punjab and Orissa.   Of them Punjab, Orissa and Uttar Pradesh have been at the bottom in both halves of the decade.   Punjab is a high income State and Kerala and West Bengal are middle income States.

Table IX

COMPARATIVE OVERVIEW OF PARAMETERS, 2001 – 2004

	RANK
	STATE
	GFD
	RD
	PD
	IP
	OR
	DBT
	TOTAL
	AVERAGE

	1
	Assam   s
	2
	7
	1
	4
	1
	7
	22
	3.7

	2
	Karnataka m
	3
	4
	8
	5
	3
	3
	26
	4.3

	3
	Haryana  h
	7
	3
	2
	8
	4
	2
	26
	4.3

	4
	Chattisgarh
	9
	2
	6
	3
	6
	4
	30
	5.0

	5
	Tamil Nadu  m
	5
	8
	4
	6
	7
	1
	31
	5.2

	6
	Andhra Pradesh  m
	6
	5
	3
	10
	8
	8
	40
	6.7

	7
	Jharkhand
	4
	1
	17
	1
	14
	6
	43
	7.2

	8
	Madhya Pradesh  l
	16
	10
	18
	7
	5
	9
	65
	10.8

	9
	Jammu &Kashmir s
	1
	19
	14
	2
	16
	15
	67
	11.2

	10
	Maharashtra  h
	17
	13
	13
	9
	10
	5
	67
	11.2

	11
	Gujarat  h
	15
	14
	7
	13
	11
	10
	70
	11.7

	12
	Orissa  l
	10
	9
	5
	18
	15
	16
	73
	12.2

	13
	Kerala  m
	13
	17
	11
	12
	9
	11
	73
	12.2

	14
	Punjab  h
	12
	18
	10
	17
	2
	17
	76
	12.7

	15
	Bihar  l
	8
	6
	15
	11
	19
	18
	77
	12.8

	16
	Rajasthan  l
	14
	11
	12
	15
	12
	13
	77
	12.8

	17
	Uttar Pradesh  l
	18
	16
	9
	14
	17
	14
	88
	14.7

	18
	West Bengal  m
	20
	15
	16
	19
	20
	12
	102
	17

	19
	Himachal   l
	19
	12
	19
	16
	18
	19
	103
	17.2


(Compiled from previous tables)

 h=high income, m=middle income, l=low income s=special category

The table shows declining aggregate fiscal ranking values as compared to earlier periods.   Does it reflect the worsening of several aspects of fiscal management?   Punjab, Bihar, Rajasthan, Uttar Pradesh and West Bengal do have to seriously examine the ways of improving their fiscal condition.

One may conclude with Table X which shows the rank shifting of the States.

Table X

                 Rank Shifting between 1990-95, 1995-2000* and 2001-04
	State
	Shifting

	Maharashtra  m
	1 to 2 to 10

	Haryana  h
	2 to 5 to 3

	Karnataka  m
	3 to 1 to 2

	Madhya Pradesh  l
	4 to 6 to 8

	Andhra Pradesh  m
	5 to 3 to 6

	Tamil Nadu  m
	6 to 4 to 5

	Rajasthan  l
	7 to 15 to 16

	Gujarat  h
	8 to 7 to 11

	Assam  s
	9 to 9 to 1

	Kerala  m
	10 to 13 to 13

	West Bengal  m
	11 to 16 to 18

	Jammu Kashmir  s
	12 to 8 to 9

	Bihar  l
	13 to 10 to 15

	Himachal Pradesh  l
	14 to 11 to 19

	Uttar Pradesh  l
	15 to 14 to 17

	Punjab  h
	16 to 12 to 14

	Orissa  l
	17 to 17 to 12



                                     (Source: Earlier tables)

*Gross Fiscal Deficit and Revenue Deficit ratios for 1999-2000 and 2003-04

h=high income m=middle income l=low income s=special category

Two important States, Maharashtra (high income) and West Bengal (middle income) have been slipping considerably in this decade. (Maharashtra’s guarantees have also increased considerably). Other States more or less retain their position, with some variations during the 15 year period.   States which have been lower down have not made any substantial turnaround.   The special category State Assam has gone to the top and Himachal to the bottom.  

Some Additional Parameters

We can add to the parameters considered above which do not take into account the magnitude and direction of expenditure.  As a start, we will consider the performance of the States in regard to non-development expenditure and social sector expenditure as indicators of fiscal responsibility (or the lack of it).

Table XI

Ratio of Non Development Expenditure to GSDP (2001-2004 Average)

	No
	State
	Non Dev./

GSDP ( II )

	1
	Jammu & Kashmir
	20.1

	2
	Himachal Pradesh
	13.4

	3
	Bihar
	13.4

	4
	Punjab
	11.8

	5
	Orissa
	10.9

	6
	Assam
	8.7

	7
	Uttar Pradesh
	8.7

	8
	Rajasthan
	8.4

	9
	Kerala
	8.1

	10
	West Bengal
	7.5

	11
	Jharkhand
	7.4

	12
	Andhra Pradesh
	6.6

	13
	Madhya Pradesh
	6.4

	14
	Tamil Nadu
	6.4

	15
	Karnataka
	6.3

	16
	Haryana
	6.0

	17
	Maharastra
	6.0

	18
	Gujarat
	5.9

	19
	Chattisgarh
	5.8


                        (Source: Reserve Bank Study of State Budgets, 2005-06)

 The table confirms broadly that States which with incur a greater proportion of their GSDP as non-development expenditure also have higher fiscal and revenue deficits (though there is not a close correlation in ranking).   Also, one has to bear in mind that in States like Jammu and Kashmir and Assam the geophysical features and the maintenance of law and order will require more expenditure.

Table XII shows the social sector expenditure as a percentage of GSDP together with the ranking in the Human Development Index for 2001.

Table XII

Ratio of Social Sector Expenditure to GSDP (2001-2004 Average)

	No
	State
	SSE/

GSDP
	HDI Ranking 2001

	1
	Jammu & Kashmir
	13.8
	

	2
	Himachal Pradesh
	12.7
	

	3
	Bihar
	12.2
	15

	4
	Jharkhand
	11.7
	

	5
	Assam
	9.1
	14

	6
	Orissa
	9.1
	11

	7
	Rajasthan
	9.0
	9

	8
	Chattisgarh
	8.6
	

	9
	Madhya Pradesh
	7.5
	13

	10
	Andhra Pradesh
	7.2
	10

	11
	Kerala
	7.1
	1

	12
	Karnataka
	6.5
	7

	13
	Tamil Nadu
	6.5
	3

	14
	Uttar Pradesh
	6.5
	14

	15
	Gujarat
	6.2
	6

	16
	Maharashtra
	5.6
	4

	17
	West Bengal
	5.4
	8

	18
	Hariyana
	4.7
	5

	19
	Punjab
	4.5
	2


                     (Source: Reserve Bank’s Study of State Budgets, 2005-06 and 

                      Planning Commission’s  2001 Report on Human Development )

The table is not easily interpreted.   States with lower fiscal and revenue deficits seem to have also lower social sector expenditure as a percentage of GSDP (is the private sector playing a compensating role?).    States which are generally worse off financially have a greater percentage of social sector expenditure in relation to their GSDP.   Is it low GSDP, or are they covering hitherto large gaps, or is the private sector participation low?

There is again no clear correlation between HDI ranking and the level of social sector expenditure.   Generally, States which have a better financial record have a better HDI ranking, but again with exceptions.   Kerala is first in HDI ranking but does not fare well in its fiscal indicators.

Clearly, these parameters as indicators of fiscal responsibility require deeper investigation.

Concluding Remarks

Over the fifteen year period State finances have shown a trend which can at best be called ‘mixed’.   The period 1995-2000 witnessed a sharp worsening.   The period 2000-04 shows some improvement in the indicator of revenue deficit, but other indicators such as interest payments and debt have shown a continuing worsening trend.   Certain States have fared poorly in the fiscal indicators throughout the period.   They need to pay heed to the alerting signals.   Some States have steadily shown comparatively better results.   Some high and middle income States have not necessarily fared well in terms of the fiscal indicators.   The worse off States generally show a higher percentage of GSDP being spent on non-development expenditure; some of them spend more of their GSDP on the social sector – features which need more examination.

What about the future?   States have been engaging in a degree of fiscal reforms and both the Eleventh and Twelfth Finance Commissions have provided them incentives for better fiscal results.   Most States have adopted fiscal responsibility legislation, but in some of the cases, the dates for achievement of the targets are either too far or too unrealistically close. The next Pay Commission’s recommendations may eventually result in a greater revenue burden for all the States.   Competitive populism has reared its head, with several States going for new or increased subsidies.   More devolution to local bodies can no longer be avoided.   All States will also have to give greater attention to the design and implementation of programmes to improve service delivery and effectiveness.   States, as a class but with some exceptions have to borrow on their own, without recourse to central loans.  Thus, States in general and several States to a greater extent, have still fiscal challenges ahead of them. 

 Further work on a Fiscal Responsibility Index will enable a State to compare its efforts with other States or on its own performance during different time periods.   This will also enable a State’s performance to be brought under informed public scrutiny.

Considering the variety of issues involved in State finances which need further research and action and the need for exchange of experience, it is opportune for the States to set up jointly a Centre for the Study of State Finances.
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