FISCAL   RESPONSIBILITY   INDEX
1. Fiscal  responsibility

Sound  fiscal  policy  and  management  is  absolutely   necessary  for  economic development. Fiscal  irresponsibility  is  therefore  a  matter  of  concern. The  central  and  state  governments  finances  present  a  dismal picture. Revenue  deficits are  taken  for  granted  though  borrowing  to  finance  current  consumption  is  against  all canons  of  fiscal  prudence. Fiscal  deficits  have  reached  unsustainable  level  and  are  growing. Debt  servicing  eats  away  more  than  half  of  revenues. The recent  spate  of  white  papers  of  state  governments highlights  their bankruptcy.  However , new  populist  schemes continue to  be  introduced with scant regard for the parlous financial condition. The  situation  calls  for  a  means  of  periodically  measuring  the  fiscal  health  of  the  central  and  state  governments. There is  at  present  no  system  of  regular rating  the  fiscal  performance. Construction  of  a  Fiscal Responsibility Index  will provide  a  useful  tool . Such  an  index  has  to  be  based  on  fiscal  policy  and  fiscal  implementation  parameters.

2.  Fiscal    policy   parameters

2.1  Criteria   

· Availability of  medium  term  fiscal  policy  with   three  year ( rolling  ,  budget  year  plus  two  )  projections  of  revenue  and  expenditure 

· Adequacy  of  the assumptions underlying   and   the   reliability  of  the  revenue  and  expenditure  estimates.

· Consistency  of  annual  budgets  with  the  medium  term  framework and  five  year  plans 

· Clear  statement  of  the  objectives , quantified  where possible 

· Specifying  the  of  means  of  achieving  the  objectives  ie  specific  taxation  and  expenditure  measures

· Steps  to  widen  the  tax  base  and  increase  the  non  tax  revenue

· Rationality  of  expenditure  priorities  for  government  as  a  facilitator  instead  of  as a direct provider and focus on essential , productive  and  development expenditure 

· Elimination  of  unmerited  subsidies  and  cost  effectiveness  of  essential  subsidies

· Increasing  the  public  sector  undertakings  contribution  to  and  reducing  their  dependence  on  the  budget

· Time  frame  for  eliminating  revenue  budget  deficit  and  reducing  the overall   fiscal  deficit  to  sustainable  level  by  cutting  out  non developmental  expenditure ,  increasing  revenues  and  applying  the  receipts  from  privatization  to  retire  public  debt

2.2  Data  requirements

Examples  of  data  and  documents  required  to  assess  performance  under  fiscal  policy  parameters

· Medium  term  projections of  revenue  and  expenditure  , memorandum  of  understanding   signed  by the state governments,  five  year  plans 

· Macro  economic  assumptions like  growth  rate , inflation , exchange  rate .GDP  data

· Fiscal  objectives  in  quantitative  terms linked  to  specific  taxation  and  expenditure  measures  like  employment  generation  in  mandays ,  poverty  alleviation  in   reduction  in  numbers  Below  Poverty  Line , widening  the  tax  base  in  terms  of  number  of  assesses 

· Additional  resource  mobilization targets  ,  tax  revenue  as  percentage  of  total  revenue  and  GDP , number  of  assessees

· List  of  activities and  schemes  dropped  due  to  redefined  role  of  government  and  the  consequent  budgetary  savings 

· Shares  of  development  and  non  development expenditure  in  the  allocations of  resources  and  identification  of  priority  areas / sectors  indicating  budgetary provisions  as  percentages  of  total  expenditure

· Number  of  targeted  beneficiaries  and  unit  cost  of  merited  subsidies

· Quantum  of  unmerited and  hidden   subsidies 

· Dividend  from  public  sector  undertakings   as  percentage  of  capital  invested , budgetary  support  to  these  for  covering  cash  loss  ,  working  capital  and  investment

· Basis  for  sustainable  fiscal  deficit  linked  to  the  quantum  of  public  debt  and  debt  servicing  charges  and  the  nature  of  expenditure      (capital / productive )  financed  by  borrowing

· Budgetary  impact  of  contingent  liabilities  like  the  guarantees  given  by  government  to  third  parties for  loans . Data  for  bad  debt  analysis of these  loans  and adequacy  of  budget  provision  for  the guarantee invocation 

3.1  Implementation   and   reporting   parameters

· Comprehensiveness  and  transparency  of  the  budget  projections

· Accuracy   of   revenue   and   expenditure   estimates.  Extent   of   deviation  from  budget  and  medium  term  framework

· Reduction   in   arrears   in   revenue   collection  and  cost  of  tax  collection

· Effectiveness   of   tax   expenditure   ie   revenue  forgone due  to  tax  exemptions  and  concessions

· Periodic   revision   of   user   charges  ( non  tax revenue )

· Efficiency   in   project   implementation

· Optimum  strength  of  civil  servants

· Maintenance    of   existing   assets

· Utilization   of   external   assistance

· Utilization  of  central  Plan  assistance  

· Compliance   with   financial   rules  and  procedures  

· Cost effectiveness  of  expenditure  and  delivering  the  targeted  output  and  outcome

· Utilization  of  loans  and  grants  given  to  autonomous  bodies

· Recovery  of  principal  and  interest  in  respect  of   loans  given  by  government 

· Promptness in  settlement  of  bills  for  goods  and  services  received

· Periodicity , promptness  and  usefulness  of   reports  on  fiscal  implementation

· Compliance  with  internal  and  external  audit findings 

3.2  Data  requirements 

· Quasi fiscal expenditure  omitted  from  the  budget

· Comparative  data  on  actuals  against  original  budget  and  Revised  Estimate  in  respect  of  revenues ,  revenue  expenditure , capital  expenditure , non plan  and  plan  expenditure , revenue  deficit  and  fiscal  deficit

· Unspent  budgetary  funds  for  the  developmental  and  priority  schemes  and  projects

· Details  of  supplementary  demands  and  reasons  for  not  providing  for  these  in  the  original  budget 

· Cash  flow  statement  for  the  annual  budget  and  the  actuals  there against

· Arrears  in  collection  of  revenue  supported  by  year wise  analysis , identification  of  irrecoverable  amounts  and  a plan  to  recover  the  remaining

· Unit  cost  of  collection  of  the  different  taxes

· Data   on  the  volume  of   tax  expenditure   and  the  extent  of  achievement  of  the  objectives  of  such  expenditure

· Updated  cost  data  for  periodic  revision  of  user  charges

· Time  and  cost  overruns  in  project  implementation. Year wise   pendency  of  projects ,  expenditure already  incurred ,  likely  cost  on  completion and  revised  cost  benefit  ratio 

· Composition and numbers  of  staff  strength  and  the  effective reduction  through  retrenchment  and  wastage  

· Cumulative  amount  of  external  assistance  unutilized , commitment  charges  for  non  utilization  and  plan  to  improve  utilization

· Funds  needed  for  fully  utilizing  existing  assets  , funds  provided  and  spent  and  the  extent  of  physical  asset  utilized 

· Quantified  output  and  outcome  linked  to  funds  provided  in  the  budget  and  actual  financial  and  physical  data  to  monitor  achievement

· Periodic  reports  from  autonomous  bodies  to  check  whether  funds  are  used  for  the  specified  purposes. Amount  of  unutilized  funds ,  age wise

· Arrears  in  recovery  of  loans  and  interest  in  respect  of  loans  given  by  government with  year wise pendency ,  amounts  written  off and  the  amount  considered  non recoverable 

· Trend  of  bills  received  but  not  paid 

· Coverage , timeliness and  accuracy  of  fiscal  reporting  and  the  corrective  action  initiated  on  the  basis  of  these  reports

· Major  findings  revealed  in  audit  and  corrective  action  taken

4. Data  source
Diversity   and   complexity   of   data  required  will pose  some  problems. Many   sources   have   to   be   tapped. The   tentative   list   includes 

Central  and  state  governments 

Comptroller  and  Auditor General  of  India

Accountants  General  for  state  fiscal  data

Reserve  Bank  of  India

Central  Statistical  Organization  and  National  Sample  Survey

Central  and  State  Planning  Commissions

Some  of  these  have  opened  web  sites eg Controller General of Accounts,   Ministry  of  Finance  to  provide  updates

5. Issues and   steps  in  devising the Fiscal  Responsibility  Index

The   parameters   are  varied , wide ranging  and  , in  some  cases  ,  subjective. The   data   requirements   are   diverse  and  complex.  These   pose   a   problem   and   challenge  . Some   major   issues   in    constructing  the  Index  are 

· Selecting   the    parameters 

· Devising   norms   of   performance 

· Assigning   values   for   the   individual   parameters

· Grouping   the   parameters   and   assigning   weightage  to  each  group ,  for  example , 50 %  for  policy  and  50 % for implementation

· Gathering  the fiscal  data  and  data  on  output / outcome  from  expenditure 

· Fixing   the   periodicity  of  preparing  the  Index

One  option  is  to  start  with  the  Index  for  state  governments  and  that  too  with  some  basic  parameters  which  are  relatively  easier  to  handle. The  Index  can  be  refined  after  gaining  experience  in  this  new  field.

An  important  factor  is  the  multidisciplinary  skills  to  be  assembled  to  prepare  the  Index. We  need , for  example , experts  in  fiscal  economics ,  statisticians , specialists  in national  income  computations ,  accountants  familiar  with  the  complicated  government  budgeting  and  accounting and  professionals  in  the  rating  business. Initially ,  the  Index  can  be  updated  yearly.
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