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Executive Summary

India comprises apart from six union territorie8,states in the general and 11 in
the special category. All the North-Eastern Statemypmu and Kashmir, Himachal
Pradesh and Uttarakhand are in the special catedtwy special category states have
some distinct characteristics. They have intermafidooundaries, hilly terrains and have
distinctly different socio-economic developmentargmeters. These states have also
geographical disadvantages in their effort for aefructural development. Public
expenditure plays a significant role in the GrosgeSDomestic Product of the states. The
states in the North-East are also late starterdewelopment. In view of the above
problems, central government sanctions 90 percenthe form of grants in plan

assistance to the states in special category.

In the post globalization period the objective istél federalism in India is inter-
state equity based on fiscal efficiency. For thehi@aement of international
competitiveness India needs macro economic stabilith micro economic efficiency.
To achieve these objectives, finances of both aekatrd the state governments are now
found to be guided by the fiscal reforms programinethe present context there is a
necessity for stability of budget deficit and susddility of debt in order to maximise
growth.

With the above mentioned objectives, the presamdystomprises five chapters
including the introduction. Chapter Il deals witbnceptual framework and Chapter Ili
analyses indicators of debt and its changing cortipns Chapter IV gives an overview
of public finance and Chapter V exhaustively anasydebt sustainability of the special

category states with policy recommendations.

The entire study is based on Domar Model of delstasmability. It uses
secondary data particularly those of Reserve Bamkdia on State finances. Appropriate
statistical and econometric techniques have beefedpfor the estimation of different
parameters, which facilitate the present studyiriterpretation. Jammu and Kashmir



and Mizoram have experienced high Debt-GSDP rdtie,to high fiscal deficits and low
growth rate. In the case of Himachal Pradesh, ManifNagaland, Tripura and
Uttarakhand there is high Debt-GSDP ratio but tretages are experiencing high fiscal
deficits and high growth rate. For Arunachal Pradaad Sikkim there is low fiscal
deficits and relatively high growth rate yet thegvb high Debt-GSDP ratio perhaps
owing to their high fiscal deficits in the pastidtobserved that in the long-run there is no
debt sustainability for any states in the spec&tgory except Assam on the basis of the
Domar model. Debt sustainability can be explaimedither of the two conditions.

0] r < g if there is primary deficit.

(i) If r > g, there must be primary surplus.

r, and g, represent annual rate of interest and F>QJpowth rate
respectively.

Arunachal Pradesh, Assam, Himachal Pradesh, Manideghalaya, Sikkim,
Tripura, Uttarakhand have achieved real primarplsisrin the period 2005-09. However
Jammu Kashmir, Mizoram and Nagaland continuedimany deficits during this period.
For these states fiscal reform is warranted pddibu in the context of primary
expenditure by correcting the distorted growth dfmary expenditure. In other words
there should be diversion of non-developmental maeeand capital expenditure towards
developmental capital expenditure to up-grade etonoservices, infrastructure
development which would ultimately lead these stébehigh growth trajectory. With the
hike in growth rate debt sustainability would beaied ultimately. It is predicted that
except Jammu Kashmir and Mizoram other states claieae nearly 30 percent of Debt-
GSDP ratio by 2014-15. The most important problensome of the states is the
significant proportion of contingent liabilities 8SDP. For Jammu and Kashmir and
Himachal Pradesh, it is 20 and 10 percent respagtiv

The most important prescription for special catggstates ignterest free loan
with rationalization of public expenditure basedgnowth enhancing sectoral allocation
of resources. For special category states unlikerostates there is no hard budget
constraint as the central transfer is high. Throtighenactment of FRBM these states are

also availing themselves of the benefit of debtpuag and debt relief schemes which



facilitate reduction of the average annual rateinbérest. Fiscal imprudence through
contingent liabilities results in growing Debt-BB ratio of all these states which
ultimately lead to debt un-sustainability. It nesietes special incentive for all these
states for reduction in fiscal deficits to GSDHaabebt to GSDP ratio and last but not
least for the raising of capital expenditure tcatatxpenditure ratio. The f3Finance
Commission may give appropriate incentive-basedmesendations in this context. For
special category states fiscal consolidation i9@éomore in the direction of effective
expenditure management by the proper utilizatiofuafis which will be dependent on
their own fiscal efforts. Central transfers congalrwith improved fiscal efforts of these
states can tackle the special problems, developdimticture and result in good
governance. There is a necessity of developinghalle states at par with other states.
This can only be possible if all these states aidegl by the norms of inter-state equity

based on fiscal efficiency.



1.1Introduction :

Chapter-I

Introduction

The special category states are Arunachal Pradesh,Assam, Himachal

Pradesh, Jammu and Kashmir, Manipur, Meghalaya, Miz oram, Nagaland,

Sikkim, Tripura and Uttarakhand. Basically, the spe cial category states

have international boundaries and they are distinct ly different from other

states in various economic parameters. Up to 1999 here were ten states in

this category and with the inclusion of Uttaranchal in 2000 later renamed

as Uttarakhand in 2006, size of the category increaed to eleven

1.2Growth Performance of the States

Table 1.1 gives the real growth performance of the states during

1999-05. The growth of per capita income of Jammu ad Kashmir was

lowest at 1.61 percent, among all the special categry states. .

Except

Jammu and Kashmir, Assam, Himachal Pradesh,Mizoram and Meghalaya

all the states’ per capita income grew above the ndional average.

Tablel.1

Growth rate of SDP, its different sector and populéion

S Agriculture Industry Service SDP/GDP | Populationf PCSDP
tates

1999-2005 1999-2005 1999-2005 1999-2005 1999-200809-P005
Arunachal 0.75 19.01 8.39 7.26 1.42 5.82
Pradesh
Assam 1.95 7.73 6.37 5.24 1.5 3.74
Himachal 6.6 8.53 6.34 6.8 1.7 5.11
Pradesh
Jammu and 4 0.83 4.88 411 2.49 1.61
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Kashmir

Manipur 5.17 2.5 10.69 8.52 2.04 6.48
Meghalaya 4.29 8.14 5.47 5.67 1.42 4.25
Mizoram 1.45 5.08 7.23 6.2 2.53 6.02

Nagalaand 12.64 8.94 8.5 9.79 3.41 6.35
Sikkim 6.02 6.6 8.1 7.49 1.72 5.77

Tripura 4.24 3.68 9.51 1.77 1.11 6.66
Uttranchal 2.5 13.55 9.28 8.28 1.67 6.61
India 2.73 6.84 8.69 7.06 1.59 5.44

In Arunachal Pradesh, Assam and Mizoram growth perf ormance of
agriculture was lower than the national average. In industry, performance
of Arunachal Pradesh, Assam, Himachal Pradesh, Meghalaya, Nagaland
and Uttarakhand, was above the national average. Industry performed

badly in Jammu and Kashmir, Manipur and Tripura.

Performance of service sector was above the nation& average in
Manipur, Tripura and Uttarakhand. The least perform ance was observed
in Jammu and Kashmir and Meghalaya. Performance of Arunachal
Pradesh, Nagaland and Sikkim can be comparable with the national

average.

Per capita income of Assam, Jammu and Kashmir, Meghalaya and
Mizoram declined as a percentage of national average during 1999-05
(table 1.2). An increasing tendency was observed inother states. Except
Himachal Pradesh and Sikkim, none of the states had per capita income

above the national average in 2005.

11



Table 1.2 (a)

PCGSDP of different States as a percentage of Natial Average

Arunachal Himachal Jammu .
Year Pradesh Assam Pradesh and . Manipur | Meghalaya
Kashmir
1999-00 85.65 7554  133.11 89.89 82.70 91.91
2000-01 88.95 7494  136.60 89.53 74.27 92.37
2001-02 96.90 72.65  136.03 85.65 74.76 93.09
2002-03 90.07 74.73  137.17 85.50 71.22 93.21
2003-04 91.95 7296  136.21 82.01 72.28 92.32
2004-05 96.42 7156  136.32 79.55 83.41 91.87
2005-06 92.07 69.34  134.72 NA 84.00 88.60
2006-07 NA 68.04| 133.70 NA 84.61 85.53
Table 1.2 (b)
PCGSDP of different States as a percentage of Natial Average
Year Mizoram | Nagaland Sikkim Tripura Uttranchal
1999-00 102.20 85.54 98.50 86.39 87.31
2000-01 102.40 94.42 100.24 89.09 93.90
2001-02 102.42 95.12 100.41 97.69 93.68
2002-03 107.60 95.66 104.65 99.68 98.57
2003-04 101.19 93.68 103.95 97.36 97.59
2004-05 97.24 100.37 104.73 98.39 97.90
2005-06 94.09 NA 103.37 97.59 98.49
2006-07 91.25 NA 102.03 NA 98.75




Table 1.3 gives a picture of the contribution to growth by different
sub-sectors during 1999-05. Agriculture’s contribution to growth in
Arunachal Pradesh was the lowest. Apart from Arunac hal Pradesh,
Mizoram and Uttarakhand are two states with agricul ture’s contribution
to growth of GSDP being less than the national average. Contribution of
industry to growth was higher than the national ave rage in Arunachal
Pradesh and Uttarakhand. However, in the states like Jammu and
Kashmir, Manipur, Mizoram, Nagaland and Tripura con tribution to
growth by industry was much lower than the national average.

Table 1.3
Contribution of different sectors to the growth of GSDP in Special Category States

Contribution to Growth by Different Sectors
States Agriculture Industry Service

1999-05 1999-05 1999-05
Arunachal Pradesh 2.83 24.50 72.67
Assam 11.64 22.05 66.31
Himachal Pradesh 23.67 22.94 53.44
Jammu and Kashmir 30.02 2.49 67.50
Manipur 16.05 2.72 81.24
Meghalaya 16.32 24.68 59.00
Mizoram 4.27 5.07 90.66
Nagaland 40.88 2.89 56.23
Sikkim 16.72 9.04 74.27
Tripura 13.92 2.94 83.13
Uttarakhand 7.05 25.82 67.13
India 8.06 18.87 73.07
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During 1999-05, service sector contributed 73 percat to growth at
the national level. In Manipur, Mizoram and Tripura contribution of
service sector to growth was more than 80 percent.The case of Arunachal
Pradesh and Sikkim is comparable with the national average. However, in
Himachal Pradesh, Meghalaya and Nagaland the contribution was less

than 60 percent.

1.3Role of Public Expenditure in State Income
Public expenditure plays a crucial role particularl y in the state
income of the North-Eastern States. Existing reseach findings suggest that
the non-infrastructure category of service sector oontributes
disproportionately to the growth of service sector in North-Eastern States
(Sarma and Nayak, 2004). In that context, it is important to examine the

role of public expenditure in the special category states. Table 1.4 gives the

detail.
Table 1.4
Public Expenditure as a percentage of GSDP
1991-95 1995-00 2000-05 2005-09
States
Average Average Average Average
Arunachal Pradesh 68.89 69.33 73.46 87.24
Assam 23.19 22.01 23.08 25.89
Himachal Pradesh 40.06 37.47 35.34 33.7C
Jammu and 45.30 48.11 43.90 50.41
Kashmir
Manipur 55.70 53.65 55.61 52.44
Meghalaya 40.58 35.74 32.93 39.02
Mizoram 77.90 76.85 72.15 75.94
Nagaland 67.27 57.24 45.71 42.15
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Sikkim 74.49 77.17 75.10 78.74
Tripura 44.93 40.86 37.41 36.83
Uttaranchal 23.51 30.52
All special category

States 37.15 36.60 33.45 36.48
14 non-special

category states 18.38 17.35 20.33 19.74

Public expenditure as a percentage of GSDP was as igh as 77.90
percent and 74.40 percent in 1991-95 in Mizoram andSikkim respectively.

The lowest was observed in Assam (23.19 percent) inthe same period.

Table 1.4 reveals that, the importance of public expenditure in
GSDP declined consistently up to 2000-05, in specid category
states and increased in non-special category states However, in
2005-09 the reverse has occurred. The important pait is that, the
importance of public expenditure in the GSDP of special category
states is almost doubled that of non-special catego ry states.

In Himachal Pradesh, Jammu and Kashmir, Meghalaya and Tripura,
it ranged from 40 percent to 50 percent in 1991-95.In the states like
Arunachal Pradesh, Mizoram, Nagaland and Sikkim, it was higher than 60
percent. In 2005-09, in three states namely Arunaclal Pradesh, Mizoram
and Sikkim the ratio was more than 70 percent. Between 1991-95 and 2005-
09, more than 18 percentage point’s increase in theratio was observed in
Arunachal Pradesh. In Himachal Pradesh, Manipur, Mi zoram, Nagaland
and Tripura the ratio declined and in other states, increased in the same

period.
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Thus, one may conclude that over time the importance of public
expenditure in aggregate GSDP of special category sate has declined and
the lowest importance was in the period 2000-05. However, in five states,
namely Arunachal Pradesh, Jammu and Kashmir, Manipu r, Mizoram and

Sikkim the importance of public expenditure in GSDP still continues.

1.4Rise in Public Debt of the States

The importance of public expenditure in the economy of the special
category states can be judged from the previous setion. With the rise in
the role of the government in delivering various se rvices, the states are

borrowing from various sources to meet their requir ements.

Table 1.5
Debt as a Percentage of GSDP

Name of States Year Year

1991-92 2008-09
Arunachal 46.24 66.82
Assam 36.16 24.80
Himachal 39.53 58.78
Jammu and Kashmir 80.70 69.10
Manipur 47.86 58.60
Meghalaya 20.70 36.08
Mizoram 53.27 96.61
Nagaland 47.26 40.60
Sikkim 59.83 78.60
Tripura 38.83 43.80
Uttarakhand - 39.22

16



Table 1.5 shows growth in public debt in all the states. In 1991-92,
only Mizoram and Sikkim had Debt-GSDP ratio above 50 percent. In 2008-
09, except Assam, Meghalaya, Tripura and Nagaland, rest of the states
had Debt-GSDP ratio above 50 percent. The 12 Finance Commission
recognized the tolerable limit of the ratio as 28 percent and recommended
all the states to reduce their respective ratios to 28 percent by 2009-10. In
this context, only Assam had the tolerable limit of 26.80 percent in 2008-09.
Therefore, it is important to analyse the debt-sustainability problem of the

states in a greater detail.

With the above background the study is divided into following Chapters:

Chapter-| : Introduction

Chapter-Il Conceptual Framework

Chapter-IIl Indicators of Debt and its Changing Composition
Chapter-IV Overview of Public Finance

Chapter-vV Sustainability of Public Debt and Conclusion

17



Chapter-ll
Conceptual Framework

2.1 Review of Literature

The state governments in India are constrained with indefinite borrowing.
They are also constrained with imposition of taxes as there are a few items left to
them to tax. They cannot borrow from other countrie s. Due to increase in public
expenditure they incur fiscal deficit. Keynesian economists view this as growth
promoting, while neo-classical and Ricardian School views this as detrimental to

growth.

In the neo-classical views, revenue deficit is dissaving and has adverse
effect on growth, if reduction in saving is not off set by private investment.
Perhaps, in the context of special category states,the neo-classical argument
seems to be appropriate, where private investment is very low under the

situation, when deficit is meant for current consum ption.

In a situation, when government borrows, it is lia ble to pay back the
principal with interest in future. Debt sustainabil ity analysis is based on the logic
that, when the government fails to pay back the loan, the government becomes
insolvent. So the concept of debt-sustainability relates to the ability of the
government to service its debt obligations in perpe tuity without explicit default
(Burnside, 2004). Thus, solvency requires that with a finite time horizon, public
debt in the last period becomes non-positive (Rangarajan and Srivastava, 2005).
This implies, present value of future debt becomes zero. This is possible if the

government is efficient.
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By using the neo-classical view, the issue of sohency in the context of
India was analysed by Buiter and Patel (1992). Theyfound out the criterion of
solvency as, ‘if the rate of growth of public debt is more than real interest rate,
then the government becomes insolvent’. Subsequent studies related to
sustainability of central government debt was done by Patnaik (1996), Lahiri and
Kannan (2000), Achaya (2001) and Ahluwalia (2002) At the state level however a
few studies are available. The notable among them ae studies by Rajaraman et
al. (2005), Dholakiaet al.(2004), Rath (2004) and Elena lanchovichinat al (2007).
The study by Rath (2005) was on Orissa and that ofElena Inachovichina et al.
(2007) was on Tamilnadu with the neo-classical framework. The study of Elena
Inachovichina used uncertainty in his analysis to make the analysis more
comprehensive. Rajaraman et al. (2004) found that, interest rate on public debt
crossed the nominal growth rate of GSDP during 1997-02, which resulted in debt
un-sustainability of the states. They also dealt with the special category states
and recommended different solutions for achievement of primary surplus for a
stable Debt-GSDP ratio in future. They also argued for expenditure compression
and improvement in own revenue collection effort to overcome the problem. The
study recommended improvement of tax effort for Man ipur, Mizoram and
Nagaland, compression of non-interest revenue expenditure growth to all states,
raising return on capital outlay to all states except Assam and raising interest

receipt on loans to 5 per cent to all states to sole the problem.

The study by Dholakia et a.l. (2004) was conducted for the 12" Finance
Commission on fiscal sustainability of Debt of all states. By following the neo-
classical approach, they identified the growth rate in GSDP required for all the
states including the special category states to acleve a tolerable Debt-GSDP ratio
in 2009-10. In the special category states, recommaded growth rate by them

ranged from 22.5 per cent in Mizoram to 3.4 per cert in Sikkim. Finally, they

19



argued that growth alone will not solve the problem of debt sustainability and

recommended compression of primary expenditure usin g different scenarios.

In the special category states, particularly the northeastern states public
expenditure plays a crucial role in the growth of G SDP (Sarma and Nayak 2006)
and private investment is negligible. Thus, growth mainly comes from
government spending. In a situation, where primary expenditure is compressed,
automatically the victim is the developmental capit al outlay, which ultimately
results in reduction in growth. Therefore, to attai n debt-sustainability, the
present attempt aims at adopting the neo-classicaltreatment of the problem and
to examine, how compression in public expenditure h as led to compression in

capital outlay which ultimately led to reduction in  growth.

2.2 Domar Model of Debt sustainability 1

According to Domar (1944), the inter- temporal fin ancing constraint of the

sub-national government may be written as:

DEF,"=D,-D,, - r(D,y) v (1)

DEF,” = Primary deficit in time 't’
D, = Debt stock in time 't’
D,., = Debt stock in time‘t-1’
r = rate of interest.
= GSDP in time ‘t’
= GSDP in time ‘t-1’
g = Growth rate of GSDP

! Domar analysis is the basis on which debt sustdityastudy is done. For a detail survey on theuis
and latest literature please refer to Burnside 42@d lanchovichina, Lili Liu and Mohan Nagarajan
(2007)
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In order to attain solvency, present outstanding stock of public debt

(Do) must be equal to the sum of the discounted primary surplus of future years
In other words:

¥ DEF,P
t»1 (1+ r)t ( )

By simplifying equation (1), we can write

Do = -

Dt - Dt—l = DEFtp + r(Dt—l)

But D, = (1+ k)D,_, (where, 'k’ is the growth rate of public debt)
D.,=(+k)'D,

(1+ k)Dt-l - Dt-l = DEFtp + r(DI-l)

D_,(1+k-1)=DEF," +r(D,,)
kD,,- r D, = DEF’
DEF,P = (K- r)Dy oo, 3)

By using equation (3) in equation (2) we can write-

—_ Y (k' r)Dt—l
Do = 3 (1+r)t
— (v _ Y Dt—l
Do =(r k)t:1(1+r)‘ e (B)

From equation ‘4’ we can deduce that for Do= 0, the necessary condition is,

In other words, interest rate must be equal to grow th rate of debt stock.

From equation (1), we can write that
Dt = DEFIP + Dt-l + r(Dt-l)

D, = DEF” +(1+r)D_,

21



D, =(1+r1)D, , +DEF"...cceveirrrrnne. ©)

By dividing both sides of the equation by Y,(Y,is the GSDP in time, t),
equation (5) may be written as

p
b _{+r)p,, DER® 6)
Y Y

t

But, Y, = (1+g)Y,_,, where ‘g’ is the growth rate of GSDP.

Therefore, equation (6) can be written as:
D, _(1+r)D,_, DEFP
= +

Y, (@+g)., Y

1+r
0= 1+g d, +RP ()
D D DEF"
Where d, :?’dt-l':%ﬂp - Yt
t t-1 t

Since targeted value of B" is a constant term, equation (7) is a first order
difference equation. By solving equation (7), we can write

t t
Moy e 219 e Y0 ®)
1+g 1+g g-r g-r

d =

0 t

So in the long run, when t ® ¥,d, willtendto R 1+g , only
9

1+r t
1+g
1+r
1+g
1+r<1l+g
r<g

when ® 0

0Of <1

In other words interest rate must be less than annual growth rate of GSDP.

Therefore, for solvency and sustainability of publi ¢ debt, k £ r < g,i.€. growth
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rate of public debt £ interest rate < growth rate of GSDP, when a sub-n&ional

economy is running by accumulating primary deficit.

In order to capture the impact of inflation on the above process we can use
equation (8) after calculating ‘r and ‘g’ in real terms. ‘g’ is computed after
dividing the GSDP at current price with GDP deflat or.

The real v’ = R—+1 -1
U+l

‘r and ‘g’ stands for real interest and growth rate respectively, ‘R’ is the
nominal interest rate and ‘ U’ is inflation rate. Thus, by using real growth an d

interest rate we can forecast the future debt-GSDPof the states by using equation

(7).

2.3 Incremental Debt-GSDP ratio
The inter-temporal financing constraint of the sub- national government

may be written as:

DEF,"=D,- D,, - r(D.y) v (1)

Dt - Dt—l = DEFtp + r(Dt-l)
By dividing both side by Y
D, D, _DER’ D,

Yoo X Y, Y,

But, Y:= (1+9)Yt1, where ‘g’ is the growth rate of GSDP.
Dt Dt-l — DEFtp + rDt-l

Y, @+a)Y., Y A+9)Y._,

& DEFp + Dt-l + rDt—l
Y Y, @+9)Y., @+9)Y.,
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D _DER’ D, 1 v
Yi Yo Y 1+g 1+g
D, _DER" D, 1+r
Yi Yoo Y 1+g

By subtracting Dy from both side of above equation,
t-1

D D _ DEFR” N D., 1+r D,

Yo Yo Yo Y 1+g Yo,

D _ D, _DER’ D, 1+r

Yo Yoo Yo Y, 149

D D _ DEFR” N D, r-g

Yoo Yoo oY Yo, 1+g

Thus, the left hand side of the equation gives usincremental Debt-
GSDP ratio, which is dependent on % :

2.4 Relationship between Gross Fiscal Deficit and D ebt- GSDP ratio

In order to achieve the targeted Debt- GSDP ratio d 28 per cent in 2014-15, we
have used the following methodology to calculate th e targeted growth rate.

By using equation (1) we can write

Here, D,and D, stands for outstanding debt in the year,'t! and
't - L'respectively.

FD,, is the fiscal deficit in the year't’.

D, =D, , + FD,
D, _D. FD,
Y.V Y

Bio B Do yis gsop)
Yo @+gN. Y,

24



Y (+g)y v
b, 1 b g _FD
Y 1+g Y 1+g Y
Debt _ 1+g , FiscalDefcit 01
GSDP g GSDp
Further, the derived equation (9) can also be manipulated as follows:
)

DT o o NN

Here D,and D, stand for outstanding debt in the year,t and

't - L'respectively.
FD, is the fiscal deficit in the year ‘t".

D, =D, ; +FD,

D =D, +FD,
D , =D, +FD,, if Fiscal deficit remains constant
D _ =D,+FD,+FD,

2

D, =D, +2FD,
In general, we can write (if Fiscal Deficit is a constant term over the entire

period)
D, =D, +t(FD,)
By dividing both side of the equation by Y, we can write,

D, _ Dy t(FD,)
YO YO YO

Where, ‘g’ is the growth rate of GSDP and't’ is timae.
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2.5 Measurement of Deficit:
The present attempt has basically followed the following definitions:
0] Gross fiscal Deficit = Total Expenditure — Recovery of Loan and
advances — Revenue receipts — Non-debt capital recgpts —
Repayment of loan excluding repayment for WMA (Ways and
means Advance from RBI).

(i) Primary Deficit = Gross Fiscal Deficit - Interest payment.

Total expenditure = Revenue Expenditure + Capital Expenditure.

Revenue Expenditure= Developmental expenditure + No n-developmental
expenditure + Grants-in-aid contribution +
Compensation and Assignment to Local Bodies
and Panchayati Raj Institution.

Capital expenditure = Total capital outlay (Deve lopmental + Non-
Developmental) + Discharge of Internal debt
(excluding WMA to RBI) + Repayment of Loan
to the Centre + Loan and Advance by the State
Government.

Revenue Receipts = Tax Revenue (Own Tax Revenue $hare in
Central Taxes) + Non-tax Revenue (Own Non-

Tax Revenue + Grants from the Centre).

2.6 Outstanding Debt Stock:
Total outstanding liability of the State government is given in the study of
State Finance 2008 of Reserve Bank of India (RBI, GD8). There total

outstanding liability is computed as follows:
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Total outstanding Liabilities = State Development L oans + Power Bond +
Compensation + NSSF + Ways and Means advance from Bl + Loans
from Bank and Financial Institutions + Loans from C entre + Provident

Fund + Reserve Fund + Deposit and Advance + Contingent Fund.

From the total outstanding liabilities, total outst anding debt stock can be
found out by deducting WMA from RBI, by following D holakia et al
(2004).

2.7 Sources of Data

Budget data

We have obtained various budgetary statistics from Handbook of
Statistics on State Finance (RBI, 2004) for accoustdata from 1991-92 to 2001-02.
For the data from 2002-03 to 2007-09 we have takethe accounts data of different
states from study of State Finance 2004, 2005, 20807 and 2008 from RBI
website. The data related to 2007-08 and 2008-09 fers to revised and budgeted
respectively. For rest of the years, i.e. from 199192 to 2006-07, the data are of

accounted or actual data.

GSDP Data

The details on GSDP data of various years are avaible with Central
Statistical Organization. It is also available in their website. They have two series

of data pertaining to our period of analysis. First one is available with base 1993-
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94 to 1999-2000, and the second one with base 199®00. Since our analysis
period is 1991-2009, it is difficult to use two sets of data with different base and
to come out with a meaningful conclusion. Again the problem with CSO is that
for some states, GSDP data is not available after @Q04-05. Therefore we have an
alternative with Reserve Bank of India published, ‘ State Finances: A Study of
Budgets of 2008-09’, (RBI, 2008), where statemen27 and 28 gives data on,
outstanding liability of the State Governments in R upees and as a percentage of
GSDP respectively for the period 1991-92 to 2008-09 Therefore, by dividing
given outstanding liability, by outstanding liabili ty as a proportion of GSDP, we
can find out the GSDP of the States for different years. Again, by cross-checking
with the data available with CSO, it was found that the computed GSDP figures
are at current price. Further, it was noted that the computed GSDP for the period
1991-92 to 1998-99 are at the base 1993-94 and trat1999-2000 to 2008-09 are of
the base 1999-2000. We have used the data carefullgnd in the analysis we have
avoided comparing budgetary statistics as a percentage of GSDP of period 2000-
09 with 1991-2000. But in case of growth rate of GBP used in debt sustainability
analysis of chapter-V, we have converted the 1991-9 GSDP data to 1999-2000
base, by splicing method and computed the respective growth rate.

The GSDP data used in chapter-1 in the growth of GSDP and its different
sub-sectors for the period 1999-05, we have used th CSO data (at constant price)
directly.

For the conversion of current price GSDP and budgetary statistics to
constant price, we have used national GDP deflator because price data is not

available for all the states uniformly.
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2.8. A Note on Data on Sikkim

In case of Sikkim, the receipt from lottery selling is taken as non-tax
revenue. The expenditure incurred due to prize money and other expenditure
due to lottery is kept as miscellaneous revenue expenditure. Therefore, if the
total expenditure or revenue is taken as given in the budgetary statistics, it
becomes more than 100 percent of GSDP and compariso with other states
makes it erroneous. Therefore, we have netted out he expenditure in lottery
head from the receipts from lottery and put the amo unt as non-tax revenue to

make the budgetary parameter more relevant.
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Chapter-lli
Indicators of Debt and its Changing Composition

3.1Introduction

It is clear from the introduction chapter that in m any of the states Debt-
GSDRP ratio is alarmingly high. In order to understa nd the extent of the problem
and the underling causes of high Debt-GSDP ratio, inter temporal behaviour of
the following ratios is examined:

() Revenue expenditure to Revenue receipts;
(i) Interest Payment to Revenue accepts;

(i) Interest Payment to own Revenue receipt;
(iv) Gross Fiscal Deficit to GSDP;

(v) Primary Deficit to GSDP; and

(vi) Debt to GSDP.

Further, the changing composition of outstanding de bt stock is also analysed.

3.2 Revenue Expenditure to Revenue Receipts

Revenue Expenditure to Revenue Receipts is an indiator, which explains
the extent to which Revenue Receipts contributes to capital formation in the

economy. It also explains the extent of borrowing u sed for current expenditure.

In 1991-95, except two states, Himachal Pradesh andNagaland- all the
states had the ratio less than 100 percent (table A3.1). It implies that some part of
current revenue was used to finance capital expenditure in those states where the
ratio was less than 100 percent. Contribution of current revenue to capital

expenditure was as high as 30.24 percent in Arunachal Pradesh. In Jammu and

30



Kashmir and Mizoram the contribution was 13.16 and 15.30 per cent
respectively. In Assam, Meghalaya, Sikkim and Tripura, it was ranging in

between 5 to 10 percent.

In the period 1995-2000 (which corresponds to the avard period of 10t
Finance Commission) the situation deteriorated in all states except Tripura,
where a marginal improvement was observed. Reduction of this ratio means
lesser contribution of current revenue to capital expenditure. In Assam,
Himachal Pradesh and Nagaland, revenue expenditure became more than 100
percent of revenue receipts. In other words capital receipt was used to finance

revenue expenditure.

In 2000-05, further deterioration in the ratio took place in eight states
namely Arunachal Pradesh, Assam, Himachal Pradesh, Manipur, Meghalaya,
Mizoram and Uttarakhand. Improvement in the ratio t ook place in Jammu and
Kashmir, Nagaland and Sikkim. In five states i.e. Assam, Himachal Pradesh,

Manipur, Mizoram and Uttarakhand the ratio was more than 100 percent.

In the period 2005-09, improvement took place in all the states. Thus, in

2005-09, all the states maintained revenue surplus.

3.3 Interest to Revenue Receipt Ratio
This ratio explains the debt obligations of the states. If the ratio increases,
productive investment suffers. In the special category states the ratio is not high
because of central inflow (Table A 3.2). The tablereveals that between 1991-95 and
2000-05, the ratio increased in 9 states. Only inammu and Kashmir there was a
marginal decline. In 2005-09 decline in the ratio was observed in all states as
compared to the period 2000-05. However, in 2000-05the ratio was abnormally

high in Himachal Pradesh (32.18 percent) and Uttarakhand (19.40 percent).
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3.4 Interest to Own Revenue receipts Ratio

Since the special category states are highly depenédnt on central inflow,
interest to own revenue ratio gives a clear picture about debt obligation met from
their own resources. Past borrowing is responsible for the present interest
payment. A prudent fiscal policy prescribes that ow n revenue should be able to

meet the present interest obligations.

Continuous deterioration was observed in the ratio in 1995-2000 as
compared to 1991-95 in eight states (Table A 3.3)Only in Jammu and Kashmir a
marginal improvement was noticed. In 2000-05, deterioration took place in six
and marginal improvement was observed in Assam, Jammu and Kashmir,
Sikkim and Tripura. In 2005-09 position of all the states improved as compared
to 2000-05. However in Mizoram and Nagaland the ratio continued to be above
100 percent. The implication is that, the states weae not able to meet the interest
payment from their own resources and central inflow was used for interest

payment.
3.5Gross Fiscal Deficit to GSDP ratio

Using Domar specification, the relationship between Debt-GSDP ratio and

Fiscal Deficit can be derived as (it is derived in Chapter-I11)

Debt _ 1+g , GFD
GSDP g GSDP

Here, GFD is Gross Fiscal Deficit and ‘g’ is the growth rate of GSDP.
Thus, given the growth rate, Debt-GSDP ratio is dependent on Gross

Fiscal Deficit-GSDP ratio.

32



In 1991-95 Gross Fiscal Deficit was more than 10 peent of GSDP in
Nagaland and Sikkim and below 3 percent in Arunacha | Pradesh, Assam and
Manipur (Table A 3.4). It was above 5 percent in Meghalaya, Himachal Pradesh
and Tripura. During 1995-2000, it increased in all states except Tripura and
Meghalaya. Four states, namely Manipur, Mizoram, Nagland and Sikkim
experienced more than 10 percent of the ratio. Excgt in Assam, Meghalaya and
Tripura, the ratio was more than 5 percent. In 2000-05, in Manipur, Nagaland
and Sikkim the ratio turned out to be single digit figure but stood above 5
percent mark. Arunachal Pradesh, Himachal Pradesh and Mizoram continued
with more than 10 percent of Gross Fiscal Deficit-GSDP ratio. In 2005-09, the
ratio improved in all the states.It was more than 5 percent in the states of Jammu
and Kashmir, Mizoram, and Uttarakhand. In case of A runachal Pradesh it

became -0.36 percent of GSDP.

Despite the improvement in Gross Fiscal Deficit in many of the states
Debt- GSDP did not improve. To have some analysis the states are classified as

given in table 3.1 below.

Table 3.1
Classification of States by Gross Fiscal Deficit an d Growth rate of GSDP
States with High | States with High | States with low | States with low
Gross Fiscal | Gross Fiscal | Gross Fiscal | Gross Fiscal
Deficit and low | Deficit and high | Deficit and | Deficit and Low
growth rate growth rate moderate growth | growth rate
rate
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Jammu and | Himachal Arunachal Meghalaya and
Kashmir and Pradesh, Pradesh and Assam
Mizoram Manipur, Sikkim

Nagaland,

Tripura, and

Uttarakhand

The states with High Fiscal Deficit and Low growth rate are experiencing
a high Debt- GSDP ratio. The states are Jammu and Eshmir and Mizoram. Here

the high Debt-GSDP ratio is basically because of hgh GFD and low growth rate.

The states with high growth and high gross fiscal deficit are Himachal
Pradesh, Manipur, Nagaland, Tripura and Uttarakhand . Here the high Debt-
GSDP ratio is because of there historic high GrossFiscal Deficit. The states with
low gross fiscal deficit and moderate growth rate are Arunachal Pradesh and
Sikkim. The high Debt-GSDP ratio is because of ther historic high gross fiscal
deficit. The states with low fiscal deficit and low growth rate are Assam and
Meghalaya. Here, the present Debt-GSDP ratio is beause of low growth rate.
Thus, there exists a clear relationship between grownvth rate of GSDP and Debt-

GSDP ratio, via Fiscal Deficit.

Required Growth rate to achieve targeted Debt-GSDP ratio of 28 percent

By taking the terminal year as 2014-15 and base y®&05-09, we can compute
the required growth rate to achieve Debt-GSDP rafi@8 percent in 2014-15The
underlying assumptions under different scenariesaarfollows. (i) Under scenario-I, the
achieved Gross Fiscal Deficit-GSDP of 2005-09 isntagned in the subsequent years
and (i) under scenario-Il, the FRBM committed Grdsiscal Deficit of 3 percent is

2 please refer to 12Finance Commission Report, page 69-71.
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maintained in all the subsequent years. So tine'€qual to 6. Thus, the equation (12 of

Chapter-Il) can be written as:

Z.(1+g)® = X +6FD

WhereZ= Debt-GSDP ratio in the terminal year i.e 2014-45; growth rate of GSDP,
X= base year Debt-GSDP ratio aRD is the achieved Gross Fiscal Deficit-GSDP ratio
of 2005-09 and is a constant term over time.

X +6FD

+g)=—7

w+g) ={( X +6FD)/Z}"

1/6

g={( X+6FD)/Z} -1, (32)

By simulating the equation (3.2) we can predictréguired growth rate to achieve Debt-
GSDP of 28 percent in the year 2014-15 under the deenarios. Table 3.2 gives the
detail. Following conclusions can be derived frahle 3.2.

Under scenario-l. Here the states are expected to maintain thesaeti Gross Fiscal

Deficit of 2005-09 in the subsequent years, i.enfrd009-10 to 2014-15. Only Assam
seems to achieve the targeted Debt-GSDP ratio @e?2&nt in 2014-15 (column-5). In
other states the required growth rate is quite .highs as high as 25.25 percent for
Mizoram and 25.5 percent for Jammu and Kashmiother states the required growth

rate ranges in between 10 to 20 percent per annum.

Under scenario-l: Here, the states are expected to maintain thewnutted Gross

Fiscal Deficit of 3 percent of GSDP as per FRBM iacthe subsequent years, i.e from
2009-10 to 2014-15. None of the state seems te@eelihe targeted growth rate in GSDP
(column-7). The required growth rate is as higl2@90 percent for Mizoram and 21.91
percent for Sikkim. In other states the requiredwdh rate ranges in between 10 to 20

percent per annum.
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Thus, the above projected growth seems to be dugte which can never be
achieved by any state in India in near future. &feee, we are to analyze the entire

problem taking a holistic view, which is discusse@hapter-V.

Table 3.2

Growth Rate required to achieve Debt-GSDP Ratio of 28 percent under

different scenarios

States Average| Targeted | Achieved | Real Achieved | Real Growth
Debt- . .
Gross GSDP Debt- required Growth | rate required,
Fiscal ratio of | GSDP Growth rate if Gross
Deficit to the year ratio Rate (%) (real) Fiscal Deficit
2014-15
GSDP (2005-09) | under the remains at
ratio assumption- 3% of GSDP
achieved 1 for all the
(2005- subsequent
09) years
1 2 3 4 5 6 7

Arunachal

Pradesh -0.0092 0.28 0.690 14.62 5.08 20.80

Assam 0.0136 0.28 0.289 4.79 5.7 8.98

Himachal 0.28

Pradesh 0.0404 0.624 20.70 8.02 19.21

Jammu & 0.28

Kashmir 0.0633 0.691 25.05 6.59 20.83

Manipur 0.0360 0.28 0.656 20.85 6.8 20.00

Meghalaya 0.0154 0.28 0.386 9.33 6.54 12.44

Mizoram 0.0679 0.28 1.052 31.67 5.82 28.00

Nagaland 0.0538 0.28 0.427 17.83 7.86 13.76

Sikkim -0.0031 0.28 0.739 17.06 7.57 21.91

Tripura 0.0294 0.28 0.505 15.98 8.01 16.08

Uttarakhand | 0.0424 0.28 0.425 15.92 7.83 13.69
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3.6 Primary Deficit to GSDP ratio

This indicator explains the fiscal pressure on the government since interest
payment is obligatory. It is the necessary condition that explains the behaviour of
Gross Fiscal Deficit-GSDP ratio and Debt-GSDP ratio in the long run.
Improvement in primary Deficit- GSDP improves the G ross Fiscal Deficit- GSDP

ratio. It also explains the time path of Debt- GSDP ratio.

In 1991-95 four states namely Arunachal Pradesh, Asam, Jammu and
Kashmir and Manipur had primary surplus (negative s ign indicates surplus in
table A 3.5). Primary Deficit to GSDP ratio was relatively high in Himachal
Pradesh, Meghalaya, Nagaland and Sikkim. In Mizoram and Tripura, it was

relatively less.

In 1995-2000, deterioration in the ratio was obsened in Arunachal
Pradesh, Himachal Pradesh, Jammu and Kashmir, Manipur, Mizoram and
improvement in Assam, Meghalaya, Nagaland, Sikkim and Tripura. It was
around 4 percent and above, in the states of Himachal Pradesh, Manipur,

Mizoram, Nagaland and Sikkim.

In 2000-05, deterioration took place in six states (Arunacahl, Assam,
Jammu and Kashmir, Meghalaya, Mizoram and Tripura). Improvement took
place in Himachal Pradesh, Manipur, Nagaland and Sikkim. In Uttarakhand it
was moderate.

In 2005-08, improvement in the ratio took place in nine states and
deterioration in Jammu and Kashmir and Nagaland. Am ong the improved states,
Arunachal Pradesh, Assam, Himachal Pradesh, Manipur, Meghalaya, Sikkim,

Tripura and Uttarakhand had primary surplus.
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The trend in Primary-Deficit to GSDP ratio suggests that, the states that
experienced deterioration in Primary Deficit to GSD P ratio in 1995-2000 and/or

2000-05, had abnormally high Debt- GSDP ratio in 2@5-09.

Another trend that is coming out from the analysis is that, the states that
had Primary Deficit- GSDP ratio of 4 percent or above in either/both, in the
period 1995-2000 or 2000-05, had abnormally high Dét- GSDP ratio in 2005-09.
This is true in the case of Arunachal Pradesh, Himachal Pradesh, Manipur,
Mizoram, and Sikkim. The trend suggests that borrow ing of the period 1995-2005

is the main reason behind the present debt position of the states.

3.7 Debt- GSDP ratio

The outcome of the above five indicators is the Delt- GSDP ratio. Table
A 3.6, gives the details. In 1991-95 and 1995-200@jx out of ten special category
states had the ratio below 45 percent. In Himachal Pradesh and Mizoram only a
substantial increase (more than 10 percent) of theratio was observed in 1995-
2000 as compared to the previous period. Thus, 200805 is the critical period,
where significant increase in the ratio took place in all the states as compared to
1995-2000.

The percentage points increase in the ratio was siguificant in the states of
Arunachal Pradesh (16.42 points), Himachal Pradesh (17.73 points), Manipur
(16.46), Meghalaya (9.12 points), Mizoram (30.14 pmts), Nagaland (5 points),
Sikkim (24.13 points). and Tripura (11.38 points). When we compare the
percentage point increase in the ratio between 19952000 and 2000-05 with that of

outstanding Debt- GSDP ratio of 2005-09, then the bllowing conclusion emerges.

“The states, that had the maximum increase in the ratio in 1995-2000

and/or 2000-05, had the maximum Debt-GSDP ratio in 2005-09".
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Thus, the period 1995-2000 and 2000-05 is the bencimark period in
which significant deterioration in the debt-GSDP ra tio of the states took place in
all the states. For the states like Himachal Prades and Mizoram the problem

started in the period 1995-2000.

3.8 Changing composition of Outstanding Debt

Outstanding liability of the states can be broadly grouped under three
categories i.e. (i) Total internal debt comprising market loan, NSSF and loan from
the financial institution; (ii) Loan from central g overnment; and (iii) Public
accounts comprising Provident Fund, Reserve Fund, Deposit and Advance, and
Contingency Fund. Prior to 1999-2000, securities isued under NSSF was kept
under central government loan.After 1999-2000, NSSF came as a different

heading.

Tables A 3.7 to A 3.10, give the changing compositon of outstanding debt
of the states over time. Due to definitional proble m table A 3.7 is not comparable
with others. However, liabilities under the Market Loan, Public Accounts and
Loan from Financial institutions are comparable consistently over time.

Changing composition of each and every sub-component is discussed as follows:

Market Loan: Share of Market loan in total outstanding liabilit y of all states has
undergone a significant change over time during 1991-92 and 2007-08. In
Arunachal Pradesh, the share went up from 12.24 percent in 1991-92 to 23.60
percent in 2007-08. The change is same for all thestates. Except Arunachal
Pradesh, Tripura, Manipur and Mizoram share of mark et loan has become more
than 30 percent in 2007-08. The maximum was observd in Nagaland (57.99

percent). In Mizoram, the share went up from O percent in 1991-92 to 25.71

® Time period refers to $1March of the year indicated.
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percent in 2007-08. In Tripura a marginal increase of 3 percentage points took
place in the same period and was 20.98 percent in RB07-08. Thus, over time

market loan is gaining importance in the states.

Loan from Financial institutions:  Under this head also a significant change in
share was observed during 1991-92 and 2007-08 in th states of Arunachal
Pradesh, Assam, Himachal Pradesh, Meghalaya, Mizoran and Nagaland. A
decline in share was observed in Manipur, Sikkim and Tripura. However, the
importance of this component, found to be significant in Himachal Pradesh,
Jammu and Kashmir, Mizoram and Nagaland. The share was less than 10

percent in other states.

NSSF: As discussed above, NSSF became a separate head the debt accounting
system in 1999-2000. Therefore, here the analysis W pertain to the period 2000-
01 and 2007-08.

In 2000-01, NSSF had a small share, ranging in b&teen 0-2 percent in all
states except Assam. In 2007-08, the share became02percent and more in
Arunachal Pradesh, Assam, Himachal Pradesh and Tripura. In Manipur, it

became 14.91 percent and in rest of the states it &s less than 10 percent.

Loan and Advance from the Central government: Central government’s Loan
and Advance to the states was around 45 percent and above in Arunachal
Pradesh, Assam, Jammu and Kashmir and Uttarakhand in 2000-01. It was
ranging in between 30-39 percent in Himachal Pradesh, Manipur, Mizoram,
Nagaland Sikkim and Tripura and 27 percent in Megha laya in the same time. In
2007-08, there was a drastic fall in the share in nost of the states. In the states of
Arunachal Pradesh and Manipur, it was around 20 per cent in 2007-08 and in

Assam, Jammu and Kashmir, Meghalaya, Mizoram, Nagaland, Sikkim and
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Tripura the range was in between 10-13 percent. In Himachal Pradesh and

Uttarakhand, the share was 5 percent and below.

Thus, in 2007-08, a drastic fall in the share of @ntral government loan in
total outstanding debt liability took place. This w as basically due to conversion
of high interest rate bearing central loan by low i nterest loan from the market
and financial institution. Further, it happened bec ause of 12" Finance

Commissions’ incentives.

Public Accounts: Share of Public accounts in total debt liability was 30 percent
and above in the states of Arunachal Pradesh, Himadal Pradesh, Manipur and
Mizoram in 1991-92. The maximum was in Mizoram (44.17 percent) and
minimum in Assam (7 percent). In 2007-08, a decline in the importance was
observed in Arunachal Pradesh (8 percentage points) Himachal Pradesh (2
point) and in other states, an increase. The statedike Assam, Himachal Pradesh,
Jammu and Kashmir, Meghalaya, Sikkim and Uttarakhan d had a share ranging
in between 20-30 percent in total debt-liability. M izoram and Tripura had the

maximum around 45-46 percent and the minimum was ob served in Nagaland.

Thus, over time the importance of Loan and Advance from the Central
Government is declining fast and the states are dependent more on the market
for their borrowing requirements, and there is also a significant deterioration in
Debt-GSDP ratio. Therefore, it is important to examine the debt sustainability of

the States using a scientific framework developed in chapter-II.
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Chapter-1V
Overview of Public Finance

4.1 Introduction:

In the previous chapter, it was clear that Debt problem became acute in
most of the states during the period 2000-05. Therdore, it is important to analyse
the trend in public finance of these states historically. Here an attempt is made to
understand the underlying causes of rising Debt-GSDP ratio with the framework

follows:

Framework:
We have derived from Domar model for debt sustain ability, the following

equation:

1+r

1+g d., +PR°

t

Here d, and d,_,stands for Debt-GSDP ratio in time‘t andt-1’

respectively. ‘r' and ‘g’ stands for rate of intere st and growth rate of GSDP. P is

primary deficit in time ‘t’.

Thus, P”, i.e. primary deficit in time ‘t’ is the addition made in the year ‘t

to the Debt-GSDP ratio of the year ‘t-1'. Therefore, the underlying causes behind
primary deficit must be analysed to understand the factors behind growing Debt-
GSDP ratio.
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4.2 Definitions:

Primary Deficit = Gross Fiscal Deficit-Interest pay ment

= (Primary Revenue Expenditure + Developmental Capital outlay + Non-
Developmental Capital outlay + Loan and Advance by the State Government) —

Primary Receipts.

Here, Primary Receipts = Own Tax and Non-Tax Revenue Receipts + Central

inflow (Share in Central Tax + Grants) + Non-Debt C apital Receipts.

4.3 Trend in State Finance 1991-95:

During 1991-95, growth rate of primary revenue receipts was less than one
percent in Arunachal Pradesh, Manipur, Meghalaya and Nagaland. It was
negative in Assam, Sikkim and Tripura. In Jammu and Kashmir, Himachal
Pradesh and Mizoram, it was 10.24, 2.50 and 1.55 pecent respectively. Thus,
revenue growth was low in all the states except Jammu and Kashmir. The poor
performance of primary revenue receipts was mainly due to poor growth in
central inflow in the states like Arunachal Pradesh, Manipur, Meghalaya,
Nagaland and Tripura. In Assam and Sikkim low growt h in revenue receipts was
due to negative performance of own revenue and poor performance of central
inflow. The relatively better performance of Himach al Pradesh can be attributed to
better performance of own revenue. In Jammu and Kashmir growth of central

inflow was the highest among all the states under consideration.

During this period, four states namely Arunachal Pr adesh, Assam, Jammu
and Kashmir and Manipur maintained primary surplus. Out of them, Assam and
Manipur did compress their primary expenditure, and Arunachal Pradesh and
Jammu and Kashmir did not. The states like Himachal Pradesh, Mizoram,
Nagaland and Tripura had primary deficit which was mainly because of higher

growth of primary expenditure than primary revenue receipts. Despite
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compressing primary expenditure, Meghalaya could no t achieve primary surplus.
Thus, four states compressed their primary expenditure and six allowed their
primary expenditure to grow positively. Therefore, it is important to analyse the
contribution made by different components of primar y expenditure to its growth.

Table 4.1 gives the detalils.

Factors contributing to the growth of Primary Expen diture and reasons of high
gross fiscal deficit (for details see table 4.1 (a) & (b))

In  Arunachal Pradesh, developmental revenue expenditure was
contributing 51 percent to the growth and was enjoy ing the same share in revenue
expenditure. Non-developmental revenue expenditure was contributing less than
the share. Developmental capital outlay was contrib uting 45.64 per cent to growth
with a sectoral share of 21 percent. Thus, the mainreason of primary expenditure
growth was capital outlay in the states. However th e state had primary surplus
and with high interest payment of 3.27 percent of GSDP ended up with a gross

fiscal deficit of 1.45 percent.

In Assam, developmental revenue expenditure was contributing
negatively and non-developmental revenue expenditur e was contributing
positively but, disproportionately higher than the share in primary revenue
expenditure. Developmental capital outlay was contr ibuting negatively. Here
negative primary expenditure growth was achieved by curtailing developmental
expenditure and expanding non-developmental expendi ture. The state had
primary surplus and with high interest payment of 2 .63 percent of GSDP, ended

up with a gross fiscal deficit of 1.87 percent.

In Himachal Pradesh, both developmental revenue and capital

expenditure contributed positively to the positive growth of primary expenditure.

54



Thus, the rising primary expenditure was used for r aising productivity of the
economy. With a primary deficit of 2.73 percent and interest payment of 4.05

percent the state ended up with a gross fiscal deficit of 6.78 percent of GSDP.

In Jammu and Kashmir, both non-developmental revenu e and capital
expenditure contributed more than 60 percent to the growth of primary
expenditure which was more than the share enjoyed (18 percent). This has resulted
in decline in capital outlay. However, the state had primary surplus and with high
interest payment of 6.88 percent of GSDP ended up wth a gross fiscal deficit of

3.43 percent.

In Manipur, negative primary expenditure growth was mainly due to
negative growth of developmental revenue and capital outlay. The non-
developmental expenditure’s contribution was positi ve and disproportionately
larger than the share enjoyed in primary expenditur e. With a primary surplus of
0.87 percent of GSDP which was achieved through reduction in developmental
capital outlay, and interest payment of 3.67 percent of GSDP made the gross fiscal

deficit 2.80 percent.

In Meghalaya too, non-developmental revenue expenditure contributed
positively and developmental (both revenue and capital) negatively to the
negative growth of primary expenditure. Thus, the | ow growth of revenue receipts
resulted in reduction in developmental expenditure. With a primary deficit of 3.07
percent of GSDP and interest payment of 2.17 percet, gross fiscal deficit became

5.24 percent.
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In Mizoram, growth of primary expenditure was posit ive and more than
the growth of revenue receipts. Developmental capital outlay contributed
negatively to the growth of primary expenditure. He re also, a distorted growth of
primary expenditure took place. The state had primary deficit mainly because of
non-developmental expenditure. With interest paymen t of 3.58 percent of GSDP,

the state ended up with a gross fiscal deficit of 4.23 percent.

In Nagaland, non-developmental revenue and capital expenditure
contributed 78 percent to the growth which was disp roportionately higher than
the share enjoyed in primary expenditure. The positive contribution made by
developmental capital outlay was very low. The stat e had primary deficit of 7.74
percent of GSDP, which was mainly because of non-developmental revenue
expenditure growth. With high interest payment of 5 .13 percent, gross fiscal deficit

became 12.87 percent of GSDP.

In Sikkim too, negative contribution was made by de velopmental revenue
and capital expenditure. Non-developmental revenue expenditure contributed
positively higher than the share. With a primary de ficit of 5.23 percent of GSDP
and high interest payment of 5.88 percent gross fiscal deficit turned out to be 11.11
percent. The high primary deficit was mainly becaus e of non-developmental

expenditure.

In Tripura also a distorted structure emerged as developmental revenue
expenditure contributed negatively and non-developm ental expenditure (revenue
+ capital) positively to the growth of primary expe nditure. Capital outlay in

economic services contributed negatively. The state had primary deficit of 1.04
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percent of GSDP and with high interest payment of 3.76 percent ended up with a

gross fiscal deficit of 4.80 percent.

Thus, in eight out of ten special category states adistorted growth of
primary expenditure occurred in 1991-95, which was mainly because of low or
negative growth of central inflow and the sufferer was the developmental capital
outlay. The primary surplus achieved in Assam, Jammu and Kashmir and
Manipur was through curtailment in developmental ca pital outlay. The primary
deficit of Himachal Pradesh, Meghalaya, Mizoram, Na galand, Sikkim and Tripura
was mainly due to revenue and non-developmental exp enditure. Again with high
interest payment, gross fiscal deficit turned out to be very high. Thus, the low
growth rate of central inflow (except Jammu and Kas hmir) resulted in low capital

outlay in all the states.

4.4 Trend in State Finance 1995-2000

Growth rate of primary revenue improved in all stat es except Arunachal
Pradesh and Jammu and Kashmir. In Arunachal Pradesh deterioration was mainly
because of negative growth of own revenue receipts. In Jammu and Kashmir,
though a reduction in growth rate took place, the g rowth rate was higher than the
other nine states. The maximum growth of 12.42 percent took place in Himachal

Pradesh, which was mainly because of both central inflow and own revenue.

Growth rate of own revenue was negative in Arunacha | Pradesh, Manipur
and Mizoram. Growth of central infow was more than 3 percent in Himachal
Pradesh, Jammu and Kashmir, Manipur, Mizoram, Sikki m and Tripura and less, in

other states.
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Growth rate of primary expenditure was less than pr imary revenue
receipts in Arunachal Pradesh, Himachal Pradesh and Nagaland, and the reverse
was true in rest seven states. There was primary suplus in Assam and Jammu and
Kashmir. In the remaining eight states, primary def icit was observed. Thus, as
compared to 1991-95, Arunachal Pradesh and Manipur joined the primary deficit
states in 1995-2000. The important point is that, h Arunachal Pradesh, Himachal
Pradesh and Nagaland, the growth in expenditure was less than the growth in

revenue and there was primary deficit.

Factors contributing to the growth of Primary Expen diture and reasons of high
gross fiscal deficit (for details see table 4.2 (a) & (b))

In Arunachal Pradesh, capital outlay was contributi ng negatively to the
growth of primary expenditure but developmental rev enue and non-
developmental expenditure positively in a distorted manner. The state had
primary deficit of 0.60 percent of GSDP which was because of the distorted growth
of revenue expenditure. With a high interest payment of 4.47 percent, the state
ended up with a gross fiscal deficit of 5.07 percent of GSDP. Due to the negative
growth of developmental capital outlay, a sharp dec line in growth of GSDP took
place (table A 4.1).

In Assam, non-developmental revenue expenditure contributed 55
percent to the growth of primary expenditure, which was disproportionate to its
sectoral share (24 percent). High contribution of non-developmental revenue
expenditure distorted the finance of the state despite its better performance in
revenue receipts. With a primary surplus of 0.39 percent of GSDP and interest
payment of 2.68 percent, gross fiscal deficit becane 2.29 percent. With a little
improvement in developmental capital outlay, growth rate of GSDP improved to

3.68 percent from, 2.97 percent in 1991-95.
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In Himachal Pradesh, there was proportionate contri bution by
developmental revenue expenditure to the growth of primary expenditure.
However, disproportionate contribution by non-devel opmental revenue
expenditure compelled the state to fall in primary deficit despite Dbetter
performance in revenue which was also a sign of distortion. The state had primary
deficit of 4.47 percent of GSDP and with high interest payment of 4.44 percent,
ended up with a gross fiscal deficit of 8.91 percent. However, growth rate of GSDP
improved to 8.76 percent which was because of bette performance of the other
sectors of the economy, as public expenditure caried a low weight in GSDP (table
1.4)

In Jammu and Kashmir, primary surplus was achieved by curtailing
developmental capital outlay and by increasing non- developmental revenue
expenditure in a disproportionate way. Developmenta | revenue expenditure
contributed disproportionately in comparison with s ectoral share, to the growth of
primary expenditure. Thus, though there was primary surplus, the growth of
primary expenditure was not equitably distributed. With a primary surplus 0.17
percent of GSDP and high interest payment of 5.71 percent, gross fiscal deficit
turned out to be 6.66 percent. However the growth r ate was not affected as public
expenditure carried a weight of 48 percent in GSDP (table 1.4)

In Manipur, disproportionate contribution came from non-developmental
revenue expenditure and proportionate from developm ental revenue and capital
outlay to the growth of primary expenditure. Hence, there was no distortion.
Borrowing was properly used. The state had primary deficit of 6.97 percent of
GSDP and with interest payment of 3.86 percent, finally ended up with a gross
fiscal deficit of 10.83 percent. Due to the equitalde growth of capital outlay, growth
rate of GSDP improved to 6.78 percent from 3.28 pecent in 1991-95.

In Meghalaya, developmental capital outlay contribu ted negatively to the

growth of primary expenditure. Disproportionately h igh contribution made by
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non-developmental revenue expenditure and loan and advance, made the growth
of primary expenditure high, which led to primary d eficit. However, contribution
made by developmental revenue was equitable. The Sate’s primary deficit became
1.59 percent of GSDP and with interest payment of 258 percent; gross fiscal deficit
became 4.17 percent. The distortion in capital outlay was not reflected in the
growth rate of GSDP, as the weight of public expenditure was relatively low in the

State.

In Mizoram, disproportionately high contribution ma de by loan and
advance and non-developmental expenditure made the growth of primary
expenditure high, which resulted in primary deficit .However, contribution made
by both developmental revenue and capital outlay wa s equitable. With a primary
deficit of 5.43 percent of GSDP and interest paymen of 5.6 percent, gross fiscal
deficit became 10.79 percent. Growth rate of GSDP mproved marginally to 3.5
percent from 2.33 percent in 1991-95.

In Nagaland, negative contribution came from develo pmental revenue
expenditure to the growth of primary expenditure. C ontribution by overall
developmental capital outlay was equitable, but con tribution of economic service
was very low. However, disproportionately high cont ribution made by non-
developmental revenue expenditure pushed-up the growth of primary
expenditure, which resulted in high primary deficit of 4.82 percent of GSDP. Again
with high interest payment of 5.26 percent of GSDP, gross fiscal deficit became
10.08 percent. Low capital outlay in developmental economic service resulted in
low growth rate of GSDP (1.91 percent).

In Sikkim, high contribution to growth was noticed in developmental
revenue expenditure. But disproportionately high co ntribution of non-
developmental revenue expenditure pushed-up the growth of primary

expenditure. Again, negative contribution of develo pmental capital outlay made
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the state finance distorted. The process resultedin high primary deficit. The state
had primary deficit of 4.48 percent of GSDP and wit h high interest payment of 6.72
percent, ended up with a gross fiscal deficit of 11.53 percent. The outcome was
sharply felt in the growth rate of GSDP, which decl ined to 5.99 percent from 9.33
percent in 1991-95.

In Tripura also, disproportionately low contributio n was made by capital
outlay, proportionate by developmental revenue expe nditure and
disproportionately high by non-developmental revenu e expenditure to the high
growth of primary expenditure. The state incurred p rimary deficit of 0.23 percent
of GSDP. With interest payment of 3.86 percent of GSDP, gross fiscal deficit
became 4.09 percent. Here, the high growth rate ackeved is attributed to better

performance of other sectors of the economy.

Thus, non-developmental revenue expenditure in all states pushed-up the
growth rate of primary expenditure. Distortion took place in developmental
capital outlay in Arunachal Pradesh, Jammu and Kashmir, Meghalaya, Nagaland
and Sikkim, where one can infer that borrowing was used for non-developmental
purpose in 1995-2000. Further, the process was refaled with high interest
payment, resulting in high gross fiscal deficit in all states. Again, reduction in
capital outlay resulted in low growth rate of GSDP in those states where public

expenditure weight in GSDP was high.

45 Trend in State Finance 2000-05

In 2000-05, growth of revenue receipts went up shamply in all the states,

except Himachal Pradesh. As a percentage of GSDP, evenue receipts declined in

all states except Sikkim. This was mainly due to high growth of GSDP in many of
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the states in 2000-05 as compared to the previous eriod. This was also due to the
new series of GSDP (1999-2000 series) used to compal the GSDP from 1999-2000
onwards. So the variables as a percentage of GSDP foperiod 2000-05 were not

comparable with that of previous periods.

The rise in the growth of revenue receipts was mainly due to good
performance of both own revenue and central inflow in all states except Himachal

Pradesh, where a decline in growth took place on both (table A 4.3).

The growth rate of primary expenditure exceeded rev enue receipts in
Arunachal Pradesh, Manipur, Sikkim and Uttarakhand and all states had primary
deficit except Sikkim. In Assam, Himachal Pradesh, Jammu and Kashmir,
Meghalaya, Mizoram, Nagaland and Tripura, the growt h rate of primary receipts
was greater than the expenditure and the states hadprimary deficit except Jammu
and Kashmir. Thus, in 2000-05 only two states namel Jammu and Kashmir and
Sikkim had primary surplus as compared to six in 19 95-2000. Therefore, it is
important to examine the factors responsible for high growth of primary

expenditure.

Factors contributing to the growth of Primary Expen diture and reasons of high
gross fiscal deficit (for details see table 4.3 (a) & (b))

In  Arunachal Pradesh, sectoral share of developmental revenue
expenditure increased to 57 percent in 2000-05, fron 53 and 51 percent in 1995-
2000 and 1991-95 respectively. Its contribution togrowth of primary expenditure
became 66 per cent. Developmental capital outlay’s share came down to 23
percent, and the contribution to growth became 19 percent. A rising trend in non-
developmental revenue expenditure was also observed. So the structural change

was in favour of revenue expenditure and as a result capital outlay suffered. Thus,
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distortion was there against capital outlay. Finall y, with a primary deficit of 5.94

percent of GSDP and interest payment of 5.95 percet gross fiscal deficit became
11.89 percent. Due to the positive growth of capital outlay as compared to negative
growth in previous period, growth rate of GSDP imp roved to 5.82 percent from

2.09 percent in 1995-2000.

In Assam, 60.77 percent of the growth came only from revenue
expenditure only. Capital outlay in social service’ s contribution to growth was
negligible and that of economic services’ was 27 pecent. Loan and Advance
contributed significantly which was disproportionat e to the share. Here also, a
mismatch was found, in favour of revenue expenditur e. Finally, the state ended up
with primary deficit of 0.47 percent of GSDP. With an interest payment of 2.88
percent gross fiscal deficit became 3.35 percent ofGSDP. Due to relatively better
performance of capital outlay in economic services, growth rate of GSDP improved

to 5.56 percent from 3.68 percent in 1991-95.

In Himachal Pradesh, developmental revenue expenditure contributed 5
percent to the growth, where as non-developmental revenue expenditure
contributed 61.08 percent, which was disproportiona tely higher than the share in
primary expenditure. Developmental capital outlay ¢ ontributed higher than the
share, which was of course good, but absolute sharewas 15 percent in total
expenditure. Thus, non-developmental revenue expenditure was the main reason
behind the growth of primary expenditure, which ult imately put the state in
primary deficit of 3.92 percent of GSDP. Further with interest payment of 6.38
percent of GSDP, gross fiscal deficit became 10.3@ercent. Growth rate of GSDP
declined to 5.78 from 8.46 percent in 1995-2000.
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In Jammu and Kashmir, developmental revenue expenditure contributed
negatively and non-developmental revenue positively which was less than the
share in primary expenditure. Developmental capital outlay contributed 61 per
cent and non-developmental, 25 per cent o the growth of primary expenditure.
This was for the first time since 1991, developmental capital outlay contributed
more than proportionately to the growth of primary expenditure. The important
distortion came from non-developmental capital outl ay which was contributing
25.64 percent to growth with a sectoral share of oy 3 percent. Thus, low
contribution of revenue expenditure resulted in pri mary surplus of 0.08 percent of
GSDP in the state. But with high interest payment of 5.30 percent, gross fiscal
deficit became 5.22 percent of GSDP. The growth ra¢ of GSDP was maintained at
5.74 percent.

In Manipur, high contribution of capital outlay and low contribution of
developmental revenue expenditure resulted in high growth of primary
expenditure and the end result was primary deficit of 2.44 percent of GSDP. The
high interest payment of 5.82 percent, made the gress fiscal deficit 8.26 percent of
GSDP. High contribution developmental capital outla y resulted in better GSDP
growth of 7.54 percent.

In  Meghalaya, disproportionately high contribution made by
developmental and non-developmental revenue expenditure and contraction of
capital outlay in economic service resulted in low growth rat of primary
expenditure. Thus, primary deficit achieved was mai nly due to high growth of
developmental and non developmental revenue expenditure. The process was
distortionary because primary deficit was due to hi gh growth of revenue
expenditure at the cost of developmental capital outlay. The end result was a

primary deficit of 1.55 percent of GSDP. Interest payment of 3.05 percent of GSDP
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pushed up the gross fiscal deficit to 4.60 percent.The outcome of the above process
was resulted in reduction of GSDP growth rate to 5.75 percent form 6.42 percent in

the previous period.

In Mizoram, contribution made by revenue expenditur e came down
significantly in 2000-05. However, for the first ti me developmental capital outlay
contributed significantly to the growth (59 percent ) of primary expenditure, which
has resulted in high primary deficit of 8.81 percent of GSDP. High interest
payment of 6.99 percent of GSDP made gross fiscal dficit 15.80 percent. The better
performance of developmental capital outlay pushed- up the growth rate of GSDP

to 4.89 percent from 3.15 percent in 1995-2000.

In Nagaland, both developmental and non-development al revenue
expenditure contributed significantly to the growth (273.48 percent) and heavy
compression (-129.04 percent) was done in developmatal capital outlay which
resulted in low growth of primary expenditure. Fina lly, the state ended up with a
low primary deficit of 0.64 percent of GSDP. The process was highly distortionary
as deficit was used for current expenditure at the cost of capital outlay. The
primary deficit of 0.64 percent of GSDP and high interest payment of 4.90 percent
made gross fiscal deficit 5.54 percent of GSDP. Thegrowth rate in GSDP achieved

was 6.25 percent because of better performance of iner sectors of the economy.

In Sikkim, contribution of revenue expenditure decl ined and that of
capital outlay increased as compared to previous period which resulted in high
primary expenditure. As a percentage of GSDP also smilar pattern is observed.
The end result was primary surplus of 2.09 percent of GSDP. The process was

equitable. But, interest payment was high (7.6 percent of GSDP) and the end result
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was gross fiscal deficit of 5.51 percent of GSDP. e to the above equitable
process, growth rate of the economy improved to 7.63 percent from 5.99 percent in

1995-2000.

In Tripura, negative contribution was made by devel opmental revenue
expenditure  but non-developmental revenue expenditu re contributed
disproportionately high to expenditure growth. Deve lopmental capital outlay
contributed more than roportionately to its share. Non-developmental reve nue
and capital expenditure contributed 74 percent to the growth in contrast to the
share of 26 percent. This is the main reason behindthe growth of primary
expenditure and primary deficit of 1.52 percent of GSDP in the state. Interest
payment of the magnitude of 4.23 percent, made gross fiscal deficit 5.75 percent of

GSDP. The growth rate in GSDP achieved was satisfatory.

Uttarakhand became a state in 2000-01. Therefore,tihad to start its
establishment. Here, expenditure growth was 35.89 percent per annum. Out of this
high growth, non-developmental expenditure (Revenue + Capital) contributed 25
percent whereas; developmental revenue’s was 52 pecent. However, significantly
larger share (72.12 percent) was due to total reveme expenditure. Primary deficit
and interest payment of 1.71 percent and 2.99 percat of GSDP respectively made
gross fiscal deficit 4.70 percent. The growth rate in GSDP achieved was

satisfactory.

Thus, in the period 2000-05, distorted growth of revenue expenditure in

Arunachal Pradesh, Assam, Himachal Pradesh, Meghalaya, Nagaland and Tripura
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forced them for primary deficit and with high inter est payment, gross fiscal deficit
became high. It is high growth of developmental capital outlay in Manipur,
Mizoram and Tripura made their primary deficit high . The primary surplus
achieved by Jammu and Kashmir and Sikkim was mainly due to low contribution
of developmental revenue expenditure to the growth of primary expenditure. But,
high interest payment in all states (except in Assam and Meghalaya) exceeded
their gross fiscal deficits above 5 percent of GSDP Even, in the States of Arunachal
Pradesh, Himachal Pradesh and Mizoram gross fiscal deficit became more than 10
percent of GSDP.

Further, due to the better performance of developmental capital outlay in
total expenditure, growth rate of GSDP in Arunachal Pradesh, Assam, Manipur,

Mizoram, Sikkim and Tripura improved as compared to the previous period.

4.6 Trend in State Finance 2005-09:

In 2005-09 revenue receipts increased shapely as percentage of GSDP in
Arunachal Pradesh, Assam, Himachal Pradesh, Jammu ad Kashmir, Manipur,
Meghalaya, Mizoram, Sikkim, Tripura and Uttarakhand . In Nagaland growth rate
of revenue increased but as a percentage of GSDP, aecline was observed.
Primary surplus was realized in eight states namely, Arunachal Pradesh, Assam,
Himachal Pradesh, Manipur, Meghalaya, Sikkim, Tripu ra and Uttarakhand. In
Jammu and Kashmir, primary deficit was achieved because of high growth of
primary expenditure over primary revenue receipts. In Mizoram and Nagaland,
though the growth of primary expenditure was less t han the revenue receipts but
as a percentage of GSDP, it was more than revenue eceipts. The process resulted

in primary deficit.

The better growth in primary revenue was due to bet ter performance of

both central inflow and own revenue in the states of Arunachal Pradesh, Assam,
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Himachal Pradesh, Jammu and Kashmir, Manipur, Meghalaya, Mizoram, Sikkim
and Uttarakhand. In Nagaland, as a percentage of GPP, central inflow declined,
though the growth rate increased. Poor performance of Nagaland in total primary
revenue was mainly because of poor performance of both central inflow and own

revenue.

Since, in eight states primary surplus, and in three, primary deficit was
realized, it is important to examine how the states achieved surplus or deficit in
2005-09. Analysis below examines the contribution to growth of primary

expenditure by its different components.

Factors contributing to the growth of Primary Expen diture and reasons of high
gross fiscal deficit (for details see table 4.4 (a) & (b))

In Arunachal Pradesh, primary surplus was achieved by compressing the
growth of primary expenditure as compared to revenu e. Contribution by
developmental revenue expenditure was 128.6 percentand that of developmental
capital outlay -29.56 percent. So, by compressing @velopmental capital outlay,
growth rate of primary expenditure was kept below t he growth rate of revenue.
Therefore, the sustainability of the primary surplu s achieved is doubtful. With
interest payment of 5.63 percent gross fiscal defiét became 0.36 percent of GSDP.
The effect of compression of developmental capital outlay was felt in the reduction

of growth rate of GSDP.

In Assam, contribution to growth analysis gives an equitable result.
However, as a percentage of GSDP, primary revenue &penditure increased by 3.7
percentage points and primary capital expenditure by 0.26 points in 2005-09 over
2000-05. Thus, by compressing the capital outlay pimary surplus was achieved in

Assam. With interest payment of 2.7 percent, gross fiscal deficit became 0.64
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percent of GSDP. The outcome of the above process w&s a decline in the growth
rate of GSDP.

In Himachal Pradesh also, contribution to growth an alysis gives an
equitable result. As a percentage of GSDP, revenuereceipt was more than
expenditure. In case of primary revenue expenditure as a percentage of GSDP, 0.39
point and in capital expenditure 0.62 points increase was observed. Thus, the
increase was equitable and primary surplus achieved was not distortionary.
However, high interest payment of 5.61 percent made gross fiscal deficit 3.95
percent of GSDP. There was also a marginal declinein the growth rate of the

economy.

In Jammu and Kashmir, primary expenditure was more than primary
revenue as a percentage of GSDP. Contribution to gowth analysis reveals that
contribution of developmental capital outlay was 73 .39 percent. Compression in
developmental revenue expenditure was made, as the contribution was -7.92 per
cent. But, no contraction was made in non-developmental revenue and capital
expenditure. Thus, the primary deficit achieved was mainly because of non-
contraction of non-developmental expenditure, which was distortinary. With high
interest payment of 4.95 percent, gross fiscal defcit turned out to be 6.31 percent of

GSDP. However growth rate of the economy declined to 3.6 percent.

In Manipur, primary surplus was achieved. Growth ra te of expenditure
was less than the revenue. Contribution to growth by developmental revenue
expenditure and non-developmental capital expenditu re was negative and that of
developmental capital outlay was 142 percent. But, contribution of non-
developmental revenue expenditure was positive. Thus, the primary surplus

achieved was mainly through compression of developm ental revenue and non-
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developmental capital expenditure. This process is however not distortionary. The
high interest payment of 4.11 percent of GSDP madethe gross fiscal deficit 3.71

percent. The growth rate achieved was satisfactory.

In Meghalaya, the growth rate of primary expenditur e was less than
revenue and trend is same as a percentage of GSDPHence, the state achieved
primary surplus. But, as a percentage of GSDP primary revenue expenditure went
up by 6 percentage points as compared to 0.64 point in primary capital

expenditure in 2005-09 over 2000-05. Thus, the inazase was not equitable.

Contribution to growth analysis reveals that contra ction was made in non-
developmental revenue expenditure as it contributed less to the growth of primary
expenditure as compared to the share. Thus, the primary surplus achieved was
mainly because of compression made in non-developmental revenue expenditure,

without touching the developmental side.

Mizoram experienced primary deficit in 2005-09. As a percentage of
GSDP, primary receipts increased by 12.68 percentag points and expenditure by
4.23 points in 2005-09 over the previous period. Ou of the increase in primary
expenditure, 2 percentage points was attributed to capital and 2.13 points to
revenue. However, growth in capital expenditure was negative and that of

revenue positive.

Contribution to growth analysis reveals a distorted picture in expenditure.
Non-developmental revenue expenditure, with a secto ral share of 20 per cent was
contributing 100 per cent and developmental revenue expenditure with a share of
57percent contributing 122.37percent to the growth of primary expenditure.

Developmental capital outlay was contributing, - 31 1.81 percent. Thus, borrowing
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was used for revenue expenditure. This is the main reason, why Mizoram is
experiencing a high debt-GSDP ratio. The direct effect of the distortion was felt in
low growth rate of GSDP as compared to the previous period. Further, high

interest payment made gross fiscal deficit high.

Nagaland’s, primary expenditure growth was less tha n the growth of
revenue. As a percentage of GSDP the reverse was tre. Here, revenue receipts
declined in 2005-09 by 3.13 percentage points overthe previous period as a
percentage of GSDP. Again, during the same time captal expenditure increased
and revenue expenditure declined.

Contribution made to primary expenditure reveals an equitable trend in
revenue and developmental capital expenditure but contribution made by non-
developmental capital expenditure was distorted. Th us, borrowing was used for
non-developmental capital expenditure, which was di stortionary. Finally high
interest payment made gross fiscal deficit high. The growth rate of the economy

declined to 5.58 percent.

In Sikkim, primary receipts as a percentage of GSDP increased by 10
percentage points in 2005-09 over the previous perbd whereas, expenditure
increase was of 6.67 percentage points. The state &d primary surplus of 5.65

percent of GSDP.

Different components of primary expenditure contrib uted equitably to the
growth of primary expenditure. The developmental ca pital outlay contributed 59
percent to the growth of primary expenditure. Thus, huge primary surplus was
responsible for the decline in Debt-GSDP ratio of the state in recent years. The high
interest payment made gross fiscal deficit 0.49 peicent of GSDP. During this period

growth rate of the economy became 7.37 percent.
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Tripura, had primary surplus in 2005-09. As a percentage of GSDP,
primary revenue expenditure declined and capital ex penditure increased as
compared to 2000-05.

In contribution to growth of primary expenditure, e quity was observed in
revenue and developmental capital outlay. However, the only inequity observed
was in non-developmental capital outlay, where cont ribution to growth was 14.63
percent with a sectoral share of 5 per cent. Interest payment of 3.81 percent of
GSDP made gross fiscal deficit 2.23 percent. The gwth rate achieved was 5.21

percent.

Uttarakhand had primary surplus. This was done with equitable growth
of all expenditure i.e. developmental and non-devel opmental. Interest payment of
3.59 percent of GSDP made gross fiscal deficit 3.5f4ercent

Thus, primary surplus enjoyed by Arunachal Pradesh was achieved with
a distorted expenditure pattern. The same is true for Assam. In Mizoram also a
distorted expenditure pattern put the state in defi cit. Some distortion was also
observed in non-developmental capital expenditure i n Nagaland and Tripura. In
rest of the states, primary surplus was achieved with an equitable fiscal

management in 2005-09.
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Box 4.1

Fiscal Performance of Special Category States visvés Non-Special
Category State

From tables A 4.1 to A 4.12 following conclusione derived.

- During the entire period of analysis (1991-2009pvwgh rate of own revenue
receipts in eight special category states was highan the non-special-
category states and the exceptions were Mizoram Madaland. As
percentage of GSDP, in the non-special categotgsstawn revenue receipts
went-up from 8.93 per cent to 9.63 per cent betwi¥1-95 and 2005-09. In
seven special category states the improvement im @venue receipts was
substantial and more than the increase that tamteph non-special category

states.

- For the entire period, when a comparison is madedsn the growth in own
revenue and revenue from the centre, a reversarpieimerges. In the non-
special category states, growth rate of revenua tiee centre was higher than
the growth rate of own revenue receipts but ingdbecial category states the
trend was reverse, with the exception in Nagaldrite above process has
resulted in lower growth rate of primary receiptsArunachal Pradesh and
Mizoram. In the states like Assam, Himachal PradeEmmu Kashmir,
Manipur, Meghalaya, Sikkim and Tripura, growth rat@rimary receipts was
higher than the non-special category states’, whvels mainly because of

better performance of own revenue receipts.

- During 1991-2009, growth rate in primary expenditur nine special category
states was higher than the non-special categotgsstdn the same period,
growth rate in primary capital expenditure was lowesix special categorigs

states as compared to the non-special categomsstat Arunachal Pradesh

the growth rate was even 1.89 per cent during dahgesime.
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The period-wise analysis of the fiscal performantéhe special category stat

(1)

S

vis-a-vis non-special category states revealsdghewing conclusions:

1991-1995
Primary revenue receipts in 14 non-special categtates grew at a rate pf

4.43 percent, in contrast to less than one pergenegative in seven special

(42

category states. This was mainly because of ertbgative or low growth rat

of revenue from the centre.

o

Growth rate of own revenue receipts of Arunachadesh, Manipur an
Nagaland was even higher than the non-special aategates. As a percentage
of GSDP performance of Arunachal Pradesh and Sikk&s also comparable
with non-special category states.
Growth rate of primary capital expenditure in &k tspecial category states was

less than the non-special category states.

1995-2000
Primary receipts fell down in 1995-2000 in all digipecial category states

except Jammu Kashmir and Himachal pradesh. Thel tress same for non
special category states. This decline was maintabse of poor performance (of
own revenue except Tripura.
Growth rate of primary capital expenditure in n@eacal category states was
4.82 per cent in contrast to low or negative insprcial category states.
Interest payment in five special category states higher than the non-special

category states.

2000-2005
Growth rate of own revenue receipts was higheltlispecial category states than
the non-special category states.

In four special category states like Arunachal Bshgd Himachal Pradesh,

74



Meghalaya, Nagaland and Tripura, primary capitgdeexiiture grew at a lesser
rate than the non-special category states.
In eight special category states interest paymexst wgher than the non-special
category states.
2005-2009
Growth rate of own revenue receipts in seven speeaiggory states was higher
than the non-special category states. As a pegeiaGSDP also the same trend
was observed with some exception in Manipur, Meayal Mizoram and
Nagaland.
Growth rate in primary expenditure in seven statas less than the non-spedial
category states.
Primary capital expenditure grew at a rate of 12qgasmt in non-special category
states. In Arunachal Pradesh and Mizoram negatoeth was observed.
In ten special category states interest payment igiser than the non-special

category states.
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Table A4.1

Fiscal Parameters

Arunachal Pradesh

Variable 1991-2009 1991-1995 1995-2002000-05| 2005-09
Own Revenue Growth (%) 7.57 9.47 -8.05 19.75 25.07
Receipts (Tax
+Non Tax) | % of GSDP 8.66 8.89 5.66 6.05 13.26
Revenue from Growth (%) 5.58 -0.45 1.82 7.74 17.42
Centre (Tax +
Grants) % of GSDP 57.96 56.94 57.61 49.22 67.08
gonj Dlebt Growth (%) 0.46 5.59 -7.49 8.31 -16.21
apita
Receipts % of GSDP 0.09 0.12 0.1 0.1 0.06
Primary Growth (%) 5.85 0.88 0.86 9.11 18.63
Receipts % of GSDP 66.71 65.95 63.37 55.37 80.41
Primary Growth (%) 5.81 6.1 0.1 9.45 11.37
Expenditure | o4, of GSDP 66.47 64.13 63.97 61.31 74.43
Primary Growth (%) 7.12 4.95 4.83 10.13 15.33
Revenue
Primary Growth (%) 1.89 8.06 -10.28 7.16 -10.85
Capital
onmary % of GSDP 0.23 1.82 0.6 5.94 5.99
'F?;i:ﬁztm % of GSDP 5.09 3.27 4.47 5.05 5.63
Fiscal Deficit | % of GSDP 4.86 1.45 5.07 11.89 -0.36
GSDP Growth (%) 5.08 6.41 2.09 5.82 5.58

Notes: (1) All calculation are done at constanti({1999-2000=100)

(2) Data of 2007-08 and 2008-09 referRéwised Estimate and Budgeted respectively
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Table A 4.2

Fiscal Parameters

ASSAM

Variable 1991-2009 1991-1995| 1995-2000 2000-05 2005-09
Own Revenue Growth (%) 7.35 -2.91 5.76 13.17 2.7
Receipts (Tax
+Non Tax) | % of GSDP 6.6 6.35 5.49 6.12 7.9
Revenue from Growth (%) 6.25 0.45 0.65 8.43 20.64
Centre (Tax +
Grants) % of GSDP 12.87 13.14 12.26 10.32 15.62
(N:on_-D;ebt Growth (%) 11.74 -4.65 7.37 86.62 -2.01

apita
Receipts % of GSDP 0.24 0.04 0.04 0.64 0.06
Primary Growth (%) 6.76 -0.68 2.28 12.71 14.54
Receipts % of GSDP 19.7 19.53 17.8 17.08 23.58
Primary Growth (%) 6.55 -2.24 4.74 10.85 19.53
Expenditure | o4 of GSDP 18.99 18.77 17.4 17.56 21.52
Primary Growth (%) 6.61 0.51 5.21 7.3 19.52
Revenue
Primary Growth (%) 5.9 -16.29 1.2 26.52 18.69
Capital
gg?c?try % of GSDP -0.71 -0.76 -0.39 0.47 -2.06
'F?;i:ﬁztm % of GSDP 2.74 2.63 2.68 2.88 2.7
Fiscal Deficit | % of GSDP 2.03 1.87 2.29 3.3 0.64
GSDP Growth (%) 5.7 2.97 3.68 5.56 4.97

Notes: (1) All calculation are done at constanti({1999-2000=100)

(2) Data of 2007-08 and 2008-09 referRéwised Estimate and Budgeted respectively
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Table A 4.3
Fiscal Parameters

HIMACHAL PRADESH

Variable 1991-2009| 1991-1995 1995-2000 2000:0B005-09
Own Revenue | Growth (%) 9.44 7.93 22.71 11.97 8.41
Receipts (Tax
Revenue from | Growth (%) 6.44 0.01 3.26 1.74 2.55
Centre (Tax +
Grants) % of GSDP 15.76 18.58 16.94 13.47 16.35
Non-Debt Growth (%) -1.21 11.08 59.94 -5.34 -4.9%
Capital Receipts| o4, of GSpDP 0.36 0.28 1.24 0.15 0.08
Primary Growth (%) 7.34 2.5 12.42 5.19 4.61
Receipts % of GSDP 24.27 26.13 27.03 20.1 26.07
Primary Growth (%) 6.35 6.63 10.65 1.04 9.56
Expenditure | o5 of GSDP 26.22 28.86 31.5 2400 2441
Primary Growth (%) 6.65 7.84 11.64 0.68 6.87
Revenue
Primary Growth (%) 4.93 1.93 6.03 3.31 22.14
Capital
Primary Deficit| % of GSDP 1.96 2.73 4.47 3.92 -1.66
Interest % of GSDP 5.45 4.05 4.44 638  5.61
Payment
Fiscal Deficit | % of GSDP 7.41 6.78 8.91 10.3 3.95
GSDP Growth (%) 8.02 5.06 8.76 5.74 5.58
Notes: (1) All calculation are done at constanti({1999-2000=100)

(2) Data of 2007-08 and 2008-09 referRe¢vised Estimate and Budgeted respectively
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Table A 4.4

Fiscal Parameters

JAMMU KASHMIR

Variable 1991-2009 | 1991-1995  1995-2000  2000-05 5200
Own Revenue | Growth (%)|  10.14 2.64 14.28 13.75 10.14
Receipts (Tax +
Non Tax) % of GSDP 7.47 5.86 6.05 6.9 9.64
Revenue from | Growth (%) 6.49 11.72 4.58 9.2 1.92
Centre (Tax +
Grants) % of GSDP 32.15 32.25 34.18 30.05 32.8
Non-Debt Capital | Growth (%) -4.79 -38.19 2.44 -40.5 -16.68
Receipts % of GSDP 0.03 0.07 0.04 0.03 0.01

_ | Growth (%) 7.15 10.24 6.03 10.03 3.79
Primary Receipts

% of GSDP 39.65 38.18 40.27 36.99 42,5

Primary Growth (%) 7.8 2.39 11.72 4.44 4.37
Expenditure % of GSDP 39.57 34.73 40.1 36.89 43.9
Primary Revenud Growth (%) 7.58 4.27 17.58 0.71 0.77
Expenditure % of GSDP 29.09 24.93 31.37 28.3 30.1
Primary Capital | Growth (%) 8.38 -1.74 -11.22 19.24 12.18
Expenditure % of GSDP 10.47 0.8 8.73 8.59 13.76
Primary Deficit % of GSDH -0.08 -3.45 -0.17 -0.08 34
Interest Payment, % of GSDP 5.49 6.88 5.71 5.3 4.9
Fiscal Deficit % of GSDPR 5.41 3.43 5.54 5.22 6.31
GSDP Growth (% 6.59 4.49 6.66 5.74 3.6

Notes: (1)All calculation are done at constant(it999-2000=100)

(2) Data of 2007-08 and 2008-09 referReévised Estimate and Budgeted respectively
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Table A 4.5
Fiscal Parameters

MANIPUR

Variable 1991-2009 | 1991-1995 1995-2000 2000{08005-09
Own Revenue | Growth (%) 6.84 14.57 5.77 10.21 18.37
Receipts (Tax
Non Tax) % of GSDP 3.66 3.98 3.43 2.95 4.29
Revenue from | Growth (%) 6.54 -0.62 4.13 8.35 7.55
Centre (Tax +
Grants) % of GSDP 37.26 39.98 36.44 32.26 40.94
Non-Debt Growth (%) -6.33 -27.53 -23.42 -1.42 47.73
Capital Receipts| o4 ot Gspp 0.04 0.13 0.03 0.01 0.02
Primary Growth (%) 6.54 0.83 3.24 8.48 8.48
Receipts % of GSDP 40.96 44.09 39.9 3528  45.25
Primary Growth (%) 6.49 -1.78 8.87 8.51 5.44
Expenditure | o of GSDP 42.91 43.22 46.87 37.6f  44.85
Primary Growth (%) 6 0.1 9.93 4.49 0.21
Revenue
Expenditure | % of GSDP 31.69 32.35 35.08 31.00 29.9
Primary Capital| Growth (%) 7.25 -6.81 5.81 25.03 16.28
Expenditure | o of GSDP 11.23 10.87 11.79 6.58 14.95
Primary Deficit | % of GSDP 1.95 -0.87 6.97 2.44 -0.4
Interest % of GSDP 4.51 3.67 3.86 5.82 4.11)
Payment
Fiscal Deficit % of GSDP 6.46 2.8 10.83 8.26 3.71
GSDP Growth (%) 6.8 3.28 6.78 7.54 5.86
Notes: (1)All calculation are done at constantg(it999-2000=100)

(2) Data of 2007-08 and 2008-09 referRéwised Estimate and Budgeted respectively




Table A 4.6

Fiscal Parameters

MEGHALAYA
Variable 1991-2009| 1991-1995% 1995-2000 2000{05 5200
Own Revenue Growth (%) 7.82 4.18 1.41 9.22 5.69
Receipts (Tax
Revenue from Growth (%) 6.13 -0.11 1.2 3.44 23.99
Centre (Tax +
Grants) % of GSDP 25.2 27.65 24.93 20.67 29
Non-Debt Growth (%) 1.87 1.83 7.56 5.18 -10.07
Capital
Receipts % of GSDP 0.31 0.6 0.23 0.32 0.23
Primary Growth (%) 6.4 0.63 1.3 4.61 20.28
Receipts % of GSDP 31.22 335 30.52 26.24 35.8P
Primary Growth (%) 5.69 -3.83 4.8 3.43 19.83
Expenditure | o4 of GSDP 32.02 36.57 32.11 27.79 34.41
Primary Growth (%) 6.15 -2.41 5.31 4.88 18.33
Revenue
Primary Growth (%) 3.88 -8.61 2.91 -1.98 27.06
Capital
gg?c?try % of GSDP 08 3.07 1.59 1.55 -1.41
Interest % of GSDP 281 217 258 3.05 2.97
Payment
Fiscal Deficit | % of GSDP 3.61 5.24 4.17 4.6 1.56
GSDP Growth (%) 6.54 2.53 6.42 5.75 4.33

Notes: (1) All calculation are done at constanti({1999-2000=100)

(2) Data of 2007-08 and 2008-09 referRévised Estimate and Budgeted respective
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Table A 4.7

Fiscal Parameters

MIZORAM

Variable 1991-2009 | 1991-1995 1995-200@000-05| 2005-09
Own Revenue | Growth (%) 5.67 -4.37 -7.88 14.65 -3.62
Receipts (Tax
Revenue from | Growth (%) 4.71 2.04 3.62 12.51 5.29
Centre (Tax +
Grants) % of GSDP 56.71 66.37 59.55 48.48 58.89
Non-Debt Growth (%) 10.23 2.88 15.31 10.74 -3.02
Capital Receipts| o4 of gSpp 0.69 0.47 0.52 0.81 0.77
Primary Growth (%) 4.85 1.55 2.94 12.63 4.35
Receipts % of GSDP 62.33 72.44 64.56 53.08 65.76
Primary Growth (%) 4.88 1.64 3.2 5.87 -0.32
Expenditure % of GSDP 66.59 73.09 69.99 61.89 66.12
Primary Growth (%) 4.89 2.5 2.49 2.98 3.48
Revenue
Primary Capital| Growth (%) 4.71 -15 5.74 17.11 -15.02
Expenditure | o4 of GSDP 14.57 15.8 16.1 12.74 14.84
Primary Deficit | % of GSDP 4.26 0.65 5.43 8.81 0.36
rerest % of GSDP 6.13 3.58 5.36 6.99 6.93

ayment
Fiscal Deficit | % of GSDP 10.39 4.23 10.79 15.9 7.29
GSDP Growth (%) 5.82 2.33 3.15 4.89 3.94

Notes: (1) All calculation are done at constanti({1999-2000=100)

(2) Data of 2007-08 and 2008-09 referRévised Estimate and Budgeted respectivel
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Table A 4.8

Fiscal Parameters

NAGALAND
Variable 1991-2009| 1991-199% 1995-2000 2000-D5 5200
Own Revenue Growth (%) 4.85 9.74 4.89 7.58 2.56
Receipts (Tax
+Non Tax) | % of GSDP 3.07 4.4 3.4 2.59 2.86
Revenue from Growth (%) 5.67 -1.14 2.67 5.74 8.56
Centre (Tax +
Grants) % of GSDP 35.44 41.84 40.06 34.72 31.42
Non-Debt Growth (%) -6.9 -0.56 -20.56 -1.87 -8.88
Capital
Receipts % of GSDP 0.19 0.51 0.29 0.15 0.06
Primary Growth (%) 5.52 0.2 2.69 5.89 8.02
Receipts % of GSDP 38.7 46.75 43.74 37.47 34.34
Primary Growth (%) 4.62 4.63 0.66 0.64 5.46
Expenditure | oy of GSDP|  41.42 54.49 48.56 38.11 36.07
Primary Growth (%) 4.05 5.28 0.91 1.84 3.44
Revenue
Primary Growth (%) 6.54 2.01 -0.49 -3.51 11.56
Capital
gg?c?try % of GSDP|  2.72 7.74 4.82 0.64 1.73
rerest % of GSDP|  4.58 5.13 5.26 4.9 3.74
ayment

Fiscal Deficit | % of GSDP 7.3 12.87 10.08 5.54 5.47
GSDP Growth (%) 7.86 9.78 1.91 6.25 5.58
Notes: (1) All calculation are done at constanti({1999-2000=100)

(2) Data of 2007-08 and 2008-09 referRevised Estimate and Budgeted respectively
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Table A 4.9

Fiscal Parameters

)

SIKKIM
Variable 1991-2009| 1991-1995 1995-2000| 2000-05 2005-0¢
Own Revenue | Growth (%) 9.62 -9.65 6.01 10.15 4.56
Receipts (Tax +
Revenue from | Growth (%) 8.24 2.03 3.92 6.35 28.91]
Centre (Tax +
Grants) % of GSDP 54.09 50.26 51.86 50.29 60.3
Non-Debt Capital | Growth (%) -10.8 43.19 -17.43 -11.51 29.84
Receipts % of GSDP 0.12 0.42 0.17 0.08 0.02
Primary Growth (%) 8.52 -0.05 4.21 7.11 24.07
Receipts % of GSDP 67.89 62.73 62.37 65.27 75.4
Primary Growth (%) 7.43 -2.04 5.53 9.34 15.28
Expenditure % of GSDP 66.92 67.96 67.18 63.17 69.8
Primary Growth (%) 6.76 0.98 9.34 7.73 8.56
Revenue
Expenditure % of GSDP 47.08 48.09 52.46 45.67 44.7
Primary Capital | Growth (%) 8.82 -9.31 -8.12 13.23 27.63
Expenditure % of GSDP 19.84 19.87 14.71 17.51 25.0
Primary Deficit | % of GSDP -0.98 5.23 4.81 -2.09 65.
Interest Payment % of GSDP 6.69 5.88 6.72 7.6 6.1
Fiscal Deficit % of GSDP 5.71 11.11 11.53 5.51 0.4
GSDP Growth (%) 7.57 9.33 5.99 7.63 7.37

Notes: (1) All calculation are done at constantgii1999-2000=100)

(2) Data of 2007-08 and 2008-09 referRévised Estimate and Budgeted respectively
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Table A 4.10

Fiscal Parameters

TRIPURA
Variable 1991-2009| 1991-1995 1995-2000| 2000-05  2005-09
Own Revenue Growth (%) 0.98 4.03 10.35 13.12 0.46
Receipts (Tax
+Non Tax) | % of GSDP 413 3.48 3.6 452 4.29
Revenue from Growth (%) 6.06 -0.7 3.42 5.59 4.46
Centre (Tax +
Grants) % of GSDP 28.48 34.74 31.14 24.87 28.38
Non-Debt Growth (%) 5.76 417 0.39 15.88 -15.32
Capital
Receipts % of GSDP 0.04 0.04 0.06 0.04 0.03
Primary Growth (%) 6.51 -0.28 4.14 6.75 5.08
Receipts % of GSDP 32.66 38.26 34.8 29.43 32.65
Primary Growth (%) 6.18 0.03 6.25 1.81 13.05
Expenditure | o5 of GSDP 32.79 30.3 35.03 30.95 31.07
Primary Growth (%) 5.12 -0.49 8.18 1.05 8.95
Revenue
Expenditure | % of GSDP 25.3 32.87 28.51 24.17 21.98
Primary Growth (%) .86 2.77 -2.04 4.92 23
Capital
Expenditure | % of GSDP 7.49 6.43 6.52 6.78 0.1
[P)re'?cai‘try % of GSDP 0.13 1.04 0.23 1.52 -1.58
Interest % of GSDP 3.96 3.76 3.86 4.23 3.81
Payment
Fiscal Deficit | % of GSDP 4.09 4.8 4.09 5.75 2.23
GSDP Growth (%) 8.01 -0.28 10.39 6.13 5.21

Notes: (1) All calculation are done at constant@1j1999-2000=100)

(2) Data of 2007-08 and 2008-09 referRéwised Estimate and Budgeted respectivel
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Fiscal Parameters

Table A 4.11

UTTARAKHAND
Variable 2000-2009| 1991-1995  1995-2000 2000-05 5200
Own Revenue| Growth (%) 21.3 34.61 10.62
Receipts (Tax
Revenue from| Growth (%) 21.05 24.14 18.35
Centre (Tax +
Grants) % of GSDP 11.89 8.73 14.67
Non-Debt Growth (%) 54.39 92.81 73.66
Capital
Receipts % of GSDP 0.24 0.12 0.35
Primary Growth (%) 21.38 29.1 15.85
Receipts % of GSDP 20.78 15.65 25.3
Primary Growth (%) 20.96 35.89 11.04
Expenditure | o5 of GSDP 21.55 17.35 25.25
Primary Growth (%) 17.77 33.25 9.96
Revenue
Primary Growth (%) 35.58 49.57 14.19
Capital
Expenditure % of GSDP 4.69 2.48 6.63
Primary % of GSDP 0.77 1.71 -0.05
Deficit
Interest % of GSDP 3.31 2.99 3.59
Payment
Fiscal Deficit | % of GSDP 4.08 4.7 3.54
GSDP Growth (%) 7.83 7.44 8.42

Notes: (1) All calculation are done at constanti({1999-2000=100)
(2) Data of 2007-08 and 2008-09 referRe¢vised Estimate and Budgeted respectively
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Table A 4.12

Fiscal Parameters

14 Non Special Category States

Variable 1991-2009| 1991-1995  1995-200 2000-05 5200

Own Revenue| Growth (%) 6.34 5.67 3.35 10.44 8.12

Receipts (Tax

+Non Tax) | % of GSDP 8.93 8.16 9.52 9.63

Revenue from| Growth (%) 6.49 1.96 2.11 5.53 15.52

Centre (Tax +

Grants) % of GSDP 5.00 4.03 4.28 5.88

(N:on_-D;ebt Growth (%) 4.39 5.91 -17.00 3.46 20.24
apita

Receipts % of GSDP 0.50 0.63 0.43 0.40

Primary Growth (%) 6.35 4.43 2.47 8.86 11.15

Receipts % of GSDP 14.43 12.54 14.23 15.9Q

Primary Growth (%) 5.71 3.27 6.67 4.37 11.45

Expenditure | o5 of GSDP 15.55 14.34 15.01 15.83

Primary Growth (%) 5.42 2.65 7.04 2.47 11.09

Revenue

Primary Growth (%) 6.59 6.02 4.82 13.94 12.67

Capital

gg?c?try % of GSDP 1.12 1.79 0.78 -0.07

Interest % of GSDP 2.10 2.39 3.37 278

Payment

Fiscal Deficit | % of GSDP 3.22 4.18 4.15 2.71

GSDP Growth (%) 5.52 6.26 6.12 5.59 7.03

Notes: (1) All calculation are done at constanti({1999-2000=100)

(2) Data of 2007-08 and 2008-09 referRe¢vised Estimate and Budgeted respectively
* 14 Non Special Category States are Andhra PiadeBihar,
Karnataka,Kerala, Madhya Pradesh, Maharastra, &riBsinjab, Rajasthan, Tamilnadu, Ut

Pradesh and West Bengal.

Gujrat,

Haryang

s
tar
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Chapter-V

Debt Sustainability and Conclusion

5.1 Domar’s sustainability condition and the states
Domar model is derived in the chapter-ll. On the basis of equation-8, it is
proved that for debt-sustainability, the condition that has to be satisfied is:

k<r<g

Where, ‘k’ is the nominal rate of growth of public debt, ‘r’ is the average

rate of interest paid and ‘g’ is the growth rate of GSDP.

It is also noticed that, rate of interest is falling in the last five years. So we
have computed all the above parameters for the entire period i.e. 1991-2009 to
have a better understanding of the process. The reaon being that Domar model

of debt sustainability is a long run concept. Table 5.1 gives the detalil.

Table 5.1 reveals that in all the statesk > r , except Assam and therefore
solvency condition is not satisfied. Only in Assam ‘r’ is greater than ‘k’ and

therefore solvency condition is satisfied.

For sustainability condition ‘g’ must be greater t han ‘r’. But ‘r’ is greater
than ‘g’ in Arunachal Pradesh and therefore sustainability condition is not

satisfied4. In rest of the states sustainability condition is satisfied, because <g.

Therefore, we can infer that only Assam'’s debt position is sustainable and
solvency condition is satisfied. In Arunachal Prade sh both sustainability and

solvency conditions are not satisfied. In rest of the states solvency condition is

* Since interest rate paid by the states is reddcedto different measures suggested by tffe 12
Finance Commission and if the average interestoftast four years is taken in all the states
then, ‘r’ is also less than ‘k’. In this situati@so short run sustainability condition is satidfie
and not the solvency condition as ‘r’ is less than
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not satisfied. Thus, debt sustainability in future or in a long term perspective, is

uncertain as solvency is the necessary condition fa debt sustainability and it is a

long-term concept (Rath, 2005). Thus, in the long un, none of the states have a

sustainable Debt-GSDP ratio except Assam. The table 5.1 further reveals that

average nominal interest paid by the special category states (except Mizoram)

during 1991-2009, is higher than the non-special cdegory states. In a situation,

when productivity of one rupee investment is low in  special category states, then

in a high interest regime, profit in the economy becomes low and even negative

Table 5.1

Debt Sustainability Indicators

State Nominal Satisfaction of
Growth rate of Average Nominal Sustainability
Debt nominal Interest | Growth rate of and solvency
Stock(1991- rate paid (1991- | GSDP(1991- condition
2009) (%) 2009) (%) 2009) (%)
k r g
Arunachal Both conditions
Pradesh 15.44 12.27 10.61| are not satisfied
Assam Both cqndjtions
10.52 10.62 11.23| are satisfied
Himachal Su§tqinability IS
Pradesh satisfied but not
17.08 11.10 13.55| solvency
Jammu and Sugtginability is
Kashmir satisfied but not
11.91 10.07 12.12| solvency
Sustainability is
Manipur satisfied but not
15.46 10.17 12.33| solvency
Sustainability is
Meghalaya satisfied but not
16.04 10.12 12.07| solvency
Sustainability is
Mizoram satisfied but not
16.80 8.78 11.35| solvency
Nagaland 13.83 12.26 13.38| Sustainability is
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satisfied but not
solvency
Sustainability is
Sikkim satisfied but not
15.33 12.37 13.10| solvency
Sustainability is
Tripura satisfied but not
15.43 10.37 13.53| solvency
Sustainability is
Uttarakhand* satisfied but not
17.29 10.53 12.44| solvency
14 Non Special
Category States 14.70 9.59 11.05

* For Uttarakhand the time period is 2000-09.

Box 5.1
High Average Cost of Borrowing

Table 5.2 shows the average interest paid by diftestates in different sul
periods. All special category states together gaigsistently a higher average inter
rate in all the sub-periods than the non-speciéégmy states. During 1992-95 on
Manipur and Mizoram; in 1995-2000 Assam and Mizgram2000-05 Meghalaya an
mizoram; and in 2005-09 Mizoram paid an averagerast rate lower than the ng

special category states. This particular trendesabise of the reason that most of

est
y
d
n-

the

special category states could not availed of thH& delief recommended by the various

finance commissionThis is another indicator of high cost of public lb@wing in

special category states.

Table 5.2
Average Interest Rate paid by Different States
1992-95 1995-2000 2000-05 2005-09 1992-2009

Arunachal 10.14 13.76 14.54 8.36 12.08
Pradesh

Assam 10.82 10.34 10.99 9.03 10.32
Himachal 11.67 11.53 11.57 9.55 11.10
Pradesh
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Jammu and 10.70 11.32 10.68 8.00 10.07
Kashmir

Manipur 9.33 11.04 12.48 6.72 10.15
Meghalaya 11.10 11.46 9.50 7.87 9.98
Mizoram 8.56 10.18 9.09 6.32 8.67
Nagaland 13.60 14.24 11.90 9.33 12.29
Sikkim 11.45 16.05 10.73 8.80 11.97
Tripura 10.37 11.99 10.81 6.74 10.13
Uttarakhand* - - 10.84 8.43 9.64
All special 10.54 11.23 11.12 8.45 10.42
category

states

14 Non 9.58 10.55 10.05 8.02 9.59
Special

Category

States

5.2 Simulation exercise for Debt sustainability
On the basis of Domar debt sustainability model th e equation as derived
in chapter-Il, is given as:

D,  1+r Dt—1+

Yo 1+g Y,

1+r
dt = m dt—l+Kt .................. (1)

Here, d: and di.1 are Debt-GSDP ratio in time ‘t’" and ‘t-1'respectively, ‘r’ is
the real interest rate paid and ‘g’ is the real growth rate. K; is primary deficit to

GSDP ratio in the year't.

By taking average of a presumed base year period br up to which at least
revised estimate data is available, debt sustainablity of all the states can be
worked out. The basis of the equation (1) is that, if a state has achieved primary
surplus, debt sustainability is achieved or in othe r words Debt-GSDP ratio will

decline. The primary surplus has to be maintained in the long run and in that
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case only, the debt-GSDP ratio will converge to a reasonable limit. On this logic,
the states that have achieved real primary surplus in period 2005-09 are,
Arunachal Pradesh, Assam, Himachal Pradesh, Manipur, Meghalaya, Sikkim,
Tripura and Uttaranchal. The states that had primary deficit are Jammu and
Kashmir, Mizoram and Nagaland. Since the data of 2008-09 is of budgeted one,

we can take the average of the period 2005-08.

5.3 Simulation Exercise

Scenario-|

We can simulate the equation-1, by taking the following assumptions to
find out the Debt-GSDP ratio for the year 2014-15.
(1) The achieved primary deficit-GSDP ratio in the period 2005-08 is
maintained in the long run;
(2) The real compound growth rate of GSDP achieved in the period 2005-
09 is maintained in the long run; and
3) The average real interest rate paid in the period 2003-08 is maintained

in the long run.

Table 5.2 gives the detail on the parameters used m equation-1 on the
basis of the above three assumptions. Debt-GSDP rab of 2007-08 (RE) is taken as
the base year (t-1) Debt-GSDP ratio.
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Table 5.3
Debt Sustainability analysis with scenario-|

State Average Average Average Debt Projected

Real Real Primary GSDP | Debt-GSDP

interest rate | Growth in deficit ratio of ratio in
paid in GSDP Achieved in | 2007-08 2014-15
2003-08 achieved in 2005-08

(%) 2005-09 | (% of GSDP)
Arunachal 5.50 5.58 -0.72 66.00 59.18
Pradesh
Assam 557 4.97 -1.71 28.00 17.13
Himachal 5.72 558 -2.32 58.78 42.27
Pradesh
Jammu and 4.04 3.60 1.72 70.50 84.81
Kashmir
Manipur 3.74 5.86 0.196 58.6 52.15
Meghalaya 3.97 4.33 -1.47 38.78 27.17
Mizoram 2.71 3.98 1.175 101.91 101.43
Nagaland 4.96 5.58 2.78 43.5 60.86
Sikkim 5.50 7.37 2.15 72.2 78.13
Tripura 3.97 5.21 -2.49 48.4 27.72
Uttarakhand 5.32 8.42 1.13 42.41 41.88
14 non-special 5 4, 8.45 -0.18 37.17 23.41
category states

Table 5.4
Incremental Debt GSDP ratio (scenario-I)
2008-09 2009-10 2010-11 2011-12 2012-13 2013414 42531

Arunachal
Pradesh -0.91 -0.91 -0.90 -0.90 -0.90 -0.90 -0.89
Assam -1.52 -1.53 -1.54 -1.55 -1.56 -1.57 -1.58
Himachal
Pradesh -2.36 -2.36 -2.36 -2.36 -2.36 -2.36 -2.35
Jammu and
Kashmir 2.02 2.03 2.04 2.05 2.05 2.06 2.07
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Manipur -0.98 -0.96 -0.94 -0.92 -0.90 -0.88 -0.81
Meghalaya -1.60 -1.60 -1.59 -1.59 -1.58 -1.58 -1.571
Mizoram -0.07 -0.07 -0.07 -0.07 -0.07 -0.07 -0.06
Nagaland 2.52 2.51 2.49 2.48 2.47 2.45 2.44
Sikkim 0.89 0.88 0.86 0.85 0.83 0.82 0.80
Tripura -3.06 -3.02 -2.99 -2.95 -2.92 -2.88 -2.85
Uttarakhand -0.08 -0.08 -0.08 -0.08 -0.07 -0.07 -0.07

Table 5.3 reveals that Arunacahal’'s Debt-GSDP ratiowill come to 59.18

percent in the year 2014-15. Assam has already acleived 28 percent in 2007-08

and its ratio will become 17.13 percent in the terminal year. The ratio for

Himachal Pradesh will come to 42.27 percent and tha of Jammu and Kashmirs’

to 84.81 percent. Manipur’s ratio will remain at 52.15 percent and Meghalaya’s

will decline to 27.67 percent. Mizoram’s ratio will be stagnated at 101.43 percent.

Ratio of Nagaland and Sikkim will move up to 60.86 and 78.13 percent

respectively. In Tripura the ratio will decline to 27.72 percent and a marginal

decline will occur in Uttarakhand.

The above table 5.3 further reveals that average ral interest paid by the

non-special category states is 3.42 percent in 20088, which is considerably

higher than the interest rate paid by the special category states (except Mizoram).

If they can obtain interest free loan at least an euivalent of outstanding amount

due to central government then, real interest rate can be reduced substantially. In

that situation by simulating equation-1, we can pre dict the future Debt- GSDP

ratio of the states as given in table 5.5.
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Table 5.5

Debt Sustainability analysis with scenario-I (a)

State Averag| Central New interest | Averag | Average | Debt | Projecte
e Real | Governme rate after e Real | Primary | GSDP | d Debt-
interest | nt Loan availing Growth | deficit ratio GSDP
rate and interest in Achieve of ratio in
paid in | Advanceas | relief=Colum | GSDP din 2007- | 2014-15
2003- a % of n 2-(column | achieve | 2005-08| 08
08 (%) | total debt 2*column din (% of
2007-08 3/100) 2005-09| GSDP)
Arunachal
Pradesh 5.50 19.01 4.45 5.58 -0.72  66.00 55/47
Assam 5.57 12.70 4.86 4.97 -1.70  28J00 15.86
Himachal
Pradesh 5.72 5.01 5.43 5.58 -2.32 58,78 4128
Jammu
and
Kashmir 4.04 10.92 3.60 3.60 1.72 70,50 82.54
Manipur 3.74 21.19 2.95 5.86 0.20 58.60 49.47
Meghalaya| 3.97 11.67 3.51 4.33 -1.47 38(78 26,64
Mizoram 101.9
2.71 11.30 2.40 3.98 1.18] 1 99.41
Nagaland 4.96 11.79 4.38 5.58 2.78 43|50 58,96
Sikkim 5.50 13.08 4.78 7.37 2.15 72.20 74.86
Tripura 3.97 9.51 3.59 5.21 -249 4840  26.77
Uttarakhan
d 5.32 3.40 5.14 8.42 1.13 42.41  41.43
Table 5.6
Incremental Debt- GSDP ratio ( scenario-| (a)
2008-09 | 2009-10| 2010-11 2011-12 2012-13 2013414 436l
Arunachal
Pradesh -1.56 -1.54 -1.52 -1.50 -1.48 -1.47 -1.45
Assam -1.74 -1.74 -1.74 -1.73 -1.73 -1.73 -1.73
Himachal
Pradesh -2.53 -2.52 -2.51 -2.50 -2.49 -2.48 -2.47
Jammu and
Kashmir 1.72 1.72 1.72 1.72 1.72 1.72 1.72

103



Manipur -1.41 -1.38 -1.34 -1.30 -1.27 -1.23 -1.20
Meghalaya -1.77 -1.76 -1.75 -1.73 -1.72 -1.71 -1.69
Mizoram -0.37 -0.37 -0.36 -0.36 -0.35 -0.35 -0.34
Nagaland 2.29 2.26 2.23 2.21 2.18 2.16 2.13
Sikkim 0.41 0.40 0.39 0.38 0.37 0.36 0.35
Tripura -3.24 -3.19 -3.14 -3.09 -3.04 -2.99 -2.95
Uttarakhand -0.15 -0.15 -0.14 -0.14 -0.14 -0.13 -0.13
Scenario- |l

Under the second scenario the following assumptions are made.

(0 All the states are signatory to FRBM Act and are to bring Gross Fiscal
Deficit to 3 percent of GSDP by 2009-10. In that cae, primary deficit
will be Gross Fiscal Deficit minus Interest payment. By taking the
achieved interest payment as a percentage of GSDPn the period 2005-
9 with the assumption that figure will continue in the 13" Finance
Commission’s award period, the primary deficit for all the years can be
computed. We have assumed this figure to continue up to 2014-15. If,
interest free loan of equivalent outstanding central government loan is
given from 2010-11 onwards, then primary deficit can be reduced
further.

(i) Growth rate of the period 2010-15 is 1 percentage pint more than the
achieved rate in 2005-09. This is possible if thereis increase in
developmental capital outlay and required primary s urplus is
achieved through compressing distorted revenue expenditure as
suggested in chapter-1V; and

(i)  The interest relief measure of 12th Finance comomss continued in the
period 2010-15. In this case the real interest paiie in any of the year in
2010-15 will not exceed that of 2007-08. Thus, nesé rate paid in 2007-08

will become the base year interest rate in EquatioRurther,If they can

obtain interest free loan at least an equivalent of outstanding amount
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due to central government then, real interest rate can be reduced
substantially. The process of calculation is given in column 4 of table
5.7 (a) and 5.7 (b).
Under the scenario-1l the debt position of theestah 2014-15 is computed in table 5.7
(a) and 5.7 (b).
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Table 5.8

Incremental Debt- GSDP ratio ( scenario-Il )

2008-09| 2009-10 2010-11 2011-12 201213 2013-14 425l
Arunachal
Pradesh -4.06 -3.98 -4.33 -4.20 -4.08 -3.96 -3.85
Assam 0.36 0.37 0.15 0.15 0.15 0.1% 0.15
Himachal
Pradesh -3.35 -3.31 -3.40 -3.35 -3.29 -3.24 -3.19
Jammu and
Kashmir -1.11 -1.13 -1.56 -1.57 -1.58 -1.59 -1.59
Manipur -3.59 -3.44 -3.53 -3.37 -3.21 -3.06 -2.91
Meghalaya -0.50 -0.50 -0.66 -0.65 -0.64 -0.63 -0.62
Mizoram -7.12 -6.90 -6.89 -6.65 -6.43 -6.21 -6.00
Nagaland -1.33 -1.31 -1.53 -1.5( -1.4Y -1.44 -1.41
Sikkim -4.97 -4.85 -5.15 -4.98 -4.82 -4.67 -4.5P
Tripura -3.12 -3.04 -3.09 -2.99 -2.90 -2.82 -2.73
Uttarakhand -2.08 -2.01 -2.00 -1.93 -1.86 -1.79 -1.72

Table 5.7 (a) and 5.7 (b) reveals that under somdiscal reforms and

adjustments, the debt parameter can be brought to 3 percent plus level in many

states, except Jammu and Kashmir and Mizoram. The eforms can be done in the

identified distortions in primary expenditure in ch apter-4 particularly in the non-

developmental economic service, non-interest-non-developmental revenue and

non-developmental

capital

expenditure.

If the

ident ified distortions are

corrected, interest free loan is provided and developmental capital outlay is

increased, then the growth rate can be hiked and debt sustainability can be

achieved in the short run and finally a reasonable Debt-GSDP ratio in the long

run.
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Box 5.2

Note on HIPC type debt relief measures
To have an attempt to argue in favour of a HIP@tgpbt relief measures for the spe

category sates, the reviewer has rightly put atipres page-4 in his report, which sat

— “Does the debt service on these internal debtesgmt too large a share of publi

spending, exceeding for instance, the outlays amcagtbn health, road maintenan
water supply and other basic infrastructure?”

The reviewer has also given the suggested meaasras outcome of the abo
question. If the answer is yes, than debt reliefy ha given which would ultimatel
depend on many factors. If the answer is No, del¢frmay not be the best way

stimulate the special category states.

On the basis of the reviewer's comment the follgyvonclusions are derived
given in tables A5.1 to 5.12.

Arunachal Pradesh: Debt service as a percenta@S08fP is consistently increasing.
increased for 4.8% of GSDP in 1991-95 to 12.81qeat in 2005-09. During the san
time Developmental Capital Outlay declined from738% of GSDP to 15.91%.

Assam: Here in Assam, Developmental Capital Outiayeased from 1.78% of GSDP
3.26% between 1991-95 on 2005-09. During the same tebt service declined fro
4.36% to 3.46% of GSDP.

Himachal Pradesh: There has been a consistennhdeanlidevelopmental capital outla
Whenever there was a decline in debt service, dpustntal capital outlay did ng
increase; rather it declined or increased margindlherefore, for any debt relie

conditionality may be attached to increase capmdlay in developmental activities.

sial

to

to

m

Y.

—h
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Jammu Kashmir: Here, up to 2000-05, both developaheapital outlay and debt servi

declined simultaneously. Only in 2005-09, developtakcapital outlay increased a

debt service declined. The important point is tha¢rcentage points increase |i

developmental capital outlay (3.72 point) was higtiean the decline in debt servi
(0.56 point).
Manipur: Debt service as a percentage of GSDP wasmum in 2000-05 (17.94%) ar

as a result developmental capital outlay was thesb level (6.26% of GSDP). Howeve

in 2005-09 the situation improved, as debt serdeelined and developmental capital

outlay increased to 12.60% of GSDP.

Meghalaya: Debt service of Meghalaya in 2005-09 alasst same as that of the per
1991-95 but developmental capital outlay was I1rs2005-09 as compared to 1991-95
Mizoram: During the entire period, developmentglita outlay remained constant (wi
the exception in 2000-05). Debt service almost teain 2005-09 as compared to 199
95 as a percentage of GSDP.
Nagaland: Debt service had declined consistently developmental capital outls
remained stagnated.

Sikkim: Between 1991-95 and 2005-09, developmeoaiital outlay increased by
percentage points and debt service declined byrit.po

Tripura: Debt service has remained constant iretitee period, whereas developmer
capital outlay increased by only 2 percentage pdistween 1991-95 and 2005-09.
Uttarakhand: Between 2000-05 and 2005-09, debicgedeclined by 1 percentage po

and developmental capital outlay increased by tarcgntage points.

Thus, in five states, developmental capital outlaglined or remained consta
and in six, an increase was noticed. Wherever dpwatntal capital outlay increased, t
increase was not substantial. Debt service incteaséno states. A marginal decline
debt service was observed in eight states. Mosbitapt component in debt service w
interest payment. As compared to the non-specialgoay states, interest payment a
carried a high proportion in GSDP in special catggstates. It was 6.63 percent

Mizoram and 5.63 percent in Arunachal Pradesh iiraest to 2.78 percent in non-speg
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category states. In other special category stdtesiawas more than the non-spegial

category states.

Thus, the impact of debt service on the developatesxpenditure has been

heterogeneous on the special category states. foheras per the suggestion given

the reviewer, waving of debt is not the solutiom ®dur understanding high interest

burden is the significant obstacle to attain deistainability in these states. Further h

average cost of borrowing refuels the high costsefvice provisioning in speci

category states. Once relief measures are dir@ctdds direction, then developmental

capital expenditure can also be increased. Thexrefpolicy measure should be

formulated how to lessen the interest burden.

Policy:

(1) Conditionality may be attached with growth publiebtl It should not exceed

market rate of interest or repo-rate.

(2) Conditionality may also be attached for hike in elepmental capital outlay

(3) A contributory debt relief fund (in line with Inteational Monetary Fund) may be

devised through which the special category sta#gobtain interest free loan.

by

gh
al

5.4 Conclusion and Policy Recommendations

The above calculations are made under stringent assimptions.
Uncertainty plays a crucial role in different param eters used. Any deterioration
in any of the parameters will have serious upward t urn of the Debt-GSDP ratio

in future.

Some analysts believe that risk of rising interest is there in India

(lanchovichina et d. (2007). They argue that, high combined central and state
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deficit are the significant macro economic risk in India for future interest rate.
Further, recovery of the industrial sector and high er economic growth could also
lead to increased demand for credit. However, the recent world recessionary
trend may not affect the interest rate at least in the short run, as pointed out by

Montek Singh Ahluawalia (The Hindu, 12th January 20 09).

Further, the implementation of 6 th pay Commission pay package will put
further pressure on state finance. It is estimated that after implementation of pay
package 20 percent increase in wage bill of the stées will take place. Thus, there
will be a hike in non-developmental revenue expendi ture. In case of non-
proportional increase in revenue, curtailment will be there in developmental
capital outlay, which will result in reduction in g rowth of GSDP. This will
further add-up to the observed declining trend in g rowth rate of GSDP in all
states in 2005-09. However with corresponding equal increase in central inflow
to meet the enhanced salary burden and no compresson in capital outlay then,
growth rate can be increased by one percentage poirt. Thus, the process is
vicious and we are to make alternative presumptions on the parameters.

Outstanding guarantee of the State governments al® pose a challenge to
Debt Sustainability in a situation when the borrowe r defaultsé. The outstanding
guarantee as a percentage of GSDP are 20 percent idammu and Kashmir, 10
percent in Himachal Pradesh, 5.82 percent in Uttar&khand, 4.36 percent in
Mizoram, 4.13 percent in Sikkim, 3 percent in Manipur and 1.29 percent in
Assam as on 2006-07 Thus, the problem is quite serious in Jammu and Kashmir
and Himachal Pradesh. The outstanding guarantee of other states is not
available. Generally, the government guarantees the loan of Public Sector

Undertakings. In some states the government does guarantee the loans of the

5 See table A 4.1 to A 4.11 for detail.
8 personal discussion with Prof Atul Sarma.
" Computed from Reserve Bank of India (2008), Statem3, p.219.
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surrendered militants on political grounds. However data is not available on this
and cannot be substantiated with facts. Finance commission may collect the data
from the state governments on defaulted loan in thi s matter for a better policy
formulation.

The special category states are special in the sese that they are late
starters in the developmental process. The problem here is not the revenue
generation as central inflow is quite high, but hig h cost of service provisioning ,
high average interest rate, high interest burden (as compared to non-special
category states) and, quality and management of public expenditure. Thus, a
new version of FRBM act may be evolved with provisi ons like third party
monitoring (by incorporating NGOs and Civil societ y8) of capital outlay, making
State Finance Commission statutory in the line of Central Finance Commission
with the provisions that the budgetary proposal sho uld be approved by them
before being presented to the Legislature. A particular percentage of the primary
expenditure (30 percent) may be capped for developmental capital outlay, such
that the percentage is not tampered while deciding about primary deficit. If the
states agree, then thelnterest Free Debt Relief Fund may be recommended by
the 13h Finance commission. The states are fast moving tovards the market for
their loan requirements. Therefore, immediate steps are necessary to correct the
distortions in expenditure through incentive based policies such that high

growth of GSDP is achieved, with a sustainable debt-income ratio in future.

8 Views expressed by Dr. Tana Showren, Reader, Brapat of History, Rajiv Gandhi University.
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Table A5.1
Developmental Expenditure Vs Debt Service Indicato(% GSDP)
Arunachal Pradesh

Indicator 1991-95 1995-00 2000-05 2005-09
Developmental Capital Outlay 20.78 18.98 14.0% 15.9
Social Services Capital Outlay 3.82 3.27 2.34 3.24
Economic Services Capital Outlay 16.96 15.70 11.71  12.67
Discharge of Internal Debt 0.07 0.23 3.41 5.05
Repayment of Loans to the Centre 1.46 0.79 2.47 321
Loan repayment 1.53 1.02 5.88 7.18
Interest Payment 3.27 4.45 5.95 5.63
Total Debt Service 4.80 5.47 11.83 12.81
Table A5.2
Developmental Expenditure Vs Debt Service Indicato(% GSDP)
Assam
Indicator 1991-95 1995-00 2000-0p 2005-09
Developmental Capital Outlay 1.78 1.41 1.92 3.26
Social Services Capital Outlay 0.19 0.15 0.08 0.44
Economic Services Capital Outlay 1.59 1.26 1.84 22.8
Discharge of Internal Debt 0.08 0.11 0.84 0.53
Repayment of Loans to the Centre 1.65 1.76 1.65 30.2
Loan repayment 1.73 1.86 2.49 0.76
Interest Payment 2.63 2.68 2.88 2.70
Total Debt Service 4.36 4.54 5.38 3.46
Table A5.3

Developmental Expenditure Vs Debt Service Indicato(%
GSDP)Himachal Pradesh

Indicator 1991-95 1995-00 2000-0b  2005-09
Developmental Capital Outlay 5.2 4.88 3,53 3198
Social Services Capital Outlay 1.72 1.68 144 14.79
Economic Services Capital Outlay 3.90 329 2,09 92.1
Discharge of Internal Debt 6.69 0.15 3.p0 3/43
Repayment of Loans to the Centre 1{22 1.11 1.57 50.2
Loan repayment 7.91 1.26 4.78 3.68
Interest Payment 4.06 4.44 6.88 561
Total Debt Service 11.9¢ 5.70 11.16 9,28
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Table A5.4
Developmental Expenditure Vs Debt Service Indicato(%
GSDP)Jammu Kashmir

Indicator 1991-95 1995-00 2000-0b 2005-00

Developmental Capital Outlay 8.67 7.21 7.09 11.81

Social Services Capital Outlay 3.00 2.38 1.73 4.16

Economic Services Capital Outlay 5.67 4.82 5.36§ 57.6

Discharge of Internal Debt 1.12 0.30 0.30 1.10

Repayment of Loans to the Centre 2.60 1.73 1.44 304

Loan repayment 3.72 2.03 1.74 1.53

Interest Payment 6.88 571 5.30 4.95

Total Debt Service 10.60 7.74 7.04 6.48

Table A5.5
Developmental Expenditure Vs Debt Service Indicato(%
GSDP)Manipur
Indicator 1991-95 1995-00 2000-0p 2005-09
Developmental Capital Outlay 10.26 11.32 6.26 12.60
Social Services Capital Outlay 1.89 3.07 2.6b 4.45
Economic Services Capital Outlay 8.37 8.25 3.6[1 58.1
Discharge of Internal Debt 5.74 0.46 0.54 0.71
Repayment of Loans to the Centre 3.64 2.22 11,57 78 2.
Loan repayment 9.38 2.68 12.11 3.48
Interest Payment 3.67 3.86 5.82 411
Total Debt Service 13.04 6.54 17.94 7.60
Table A5.6
Developmental Expenditure Vs Debt Service Indicato(%
GSDP)Meghalaya

Indicator 1991-95 1995-00 2000-05 2005-09
Developmental Capital Outlay 6.52 5.16 4.00 5.46
Social Services Capital Outlay 2.09 1.78 1.61 2.16
Economic Services Capital Outlay 4.44 3.38 2.39 03.3
Discharge of Internal Debt 0.17 0.65 0.86 0.97
Repayment of Loans to the Centre 1.87 0.48 1.21 9 0.2
Loan repayment 2.04 1.13 2.07 1.26
Interest Payment 2.17 2.58 3.05 2.97
Total Debt Service 421 3.71 5.11 4.24
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Table A 5.7

Developmental Expenditure Vs Debt Service Indicato(%

GSDP)Mizoram
Indicator 1991-95 1995-00 2000-0b 2005-09
Developmental Capital Outlay 13.53 13.35 10.6( 3.8
Social Services Capital Outlay 2.71 2.55 3.72 3.9
Economic Services Capital Outlay 10.82 10.80 6.8§ .889
Discharge of Internal Debt 0.25 0.74 1.14 2.76)
Repayment of Loans to the Centre 0.98 0.66 2.05 0 0.7
Loan repayment 1.23 1.40 3.19 3.46
Interest Payment 3.58 5.36 6.99 6.68
Total Debt Service 4.81 6.76 10.17 10.14
Table A 5.8
Developmental Expenditure Vs Debt Service Indicato(%
GSDP)Nagaland

Indicator 1991-95 1995-00 2000-0p  2005-0
Developmental Capital Outlay 8.75 7.88 7.49 8.10
Social Services Capital Outlay 2.92 3.33 3.19 3.11

Economic Services Capital Outlay 5.83 4.55 4.3(Q 84.9

Discharge of Internal Debt 0.59 0.84 1.15 1.87

Repayment of Loans to the Centre 7.72 2.42 1.68 305

Loan repayment 8.31 3.26 2.83 2.41

Interest Payment 5.13 5.26 4.90 3.74

Total Debt Service 13.44 8.52 7.73 6.15
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Table A5.9

Developmental Expenditure Vs Debt Service Indicato(%

GSDP)Sikkim
Indicator 1991-95 1995-00 2000-0p 2005-009
Developmental Capital Outlay 18.59 13.77 16.67 23.5
Social Services Capital Outlay 5.60 4.68 6.71 7.78
Economic Services Capital Outlay 13.00 9.08 9.97 .745
Discharge of Internal Debt 0.43 0.62 1.48 1.72
Repayment of Loans to the Centre 1.10 2.59 2.72 10.6
Loan repayment 1.53 3.21 4.21 2.34
Interest Payment 5.88 6.72 7.60 6.14
Total Debt Service 7.40 9.93 11.81 8.47
Table A 5.10
Developmental Expenditure Vs Debt Service Indicato(%
GSDP)Tripura
Indicator 2000-
1991-95 1995-00| 05 2005-09
Developmental Capital Outlay 6.14 6.41 6.50 8.19
Social Services Capital Outlay 1.38 2.45 2.46 3.33
Economic Services Capital Outlay 4.76 3.97 4.04 64.8
Discharge of Internal Debt 0.34 1.18 0.94 0.92
Repayment of Loans to the Centre 1.26 0.56 0.88 2 0.3
Loan repayment 1.60 1.74 1.82 1.24
Interest Payment 3.76 3.86 4.23 3.81
Total Debt Service 5.36 5.60 6.05 5.05
Table A5.11
Developmental Expenditure Vs Debt Service Indicato(%
GSDP)Uttrakhand
Indicator 1991-95 1995-00 2000-0b 2005-00
Developmental Capital Outlay 2.22 6.12
Social Services Capital Outlay 0.39 1.18
Economic Services Capital Outlay 1.82 4194
Discharge of Internal Debt 0.05 0.75
Repayment of Loans to the Centre 2|22 g.10
Loan repayment 2.2 0.85
Interest Payment 2.99 3.59
Total Debt Service 5.2y 4.44
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Table A5.12
Developmental Expenditure Vs Debt Service Indicato(% GSDP)14
Non-Special Category States

Indicator 1991-95 1995-00 2000-0b 2005-09
Developmental Capital Outlay 1.61 1.44 1.74 2.84
Social Services Capital Outlay 0.21 0.21 0.31 0.51
Economic Services Capital Outlay 1.40 1.23 1.43 22.3
Discharge of Internal Debt 0.15 0.11 1.06 0.85
Repayment of Loans to the Centre 0.57 0.52 0.88 8 0.2
Loan repayment 0.73 0.63 1.95 1.13
Interest Payment 2.10 2.39 3.37 2.78
Total Debt Service 2.83 3.02 5.31 3.91

118



References

Acharya, S. (2002): ‘Macro Economic Management e t1990s’, Economic and
Political Weekly April 10, pp.1515-1538.

Ahluwalia, M.S. (2002): ‘India’s vulnerability tox&ernal Crisis: An Assesment’ in M.S
Ahluwalia, S.S.Tarapore and Y.V.Reddy (eds.),
Macroeconomics and Monetary Policies: Issues for a
Reforming Economy)xford University Press, New Delhi.

Buiter, W.H and U.R.Patel (1992): ‘Debt, Deficitcainflation: An application to Public
Finance of India’ Journal of Public Finand@arch), pp.
172-205.

Burnside, C. (2004): ‘Assessing New approachesdbt[3ustainability Analysis’, paper
written for the Latin America Crribbean Department’
Report orDebt Sustainability analysis

Dholakia, Archana R. (2000): ‘Fiscal Imbalance imj&at: Non-Tax Revenue and
Subsidies’,Economic and Political WeeklyAugust 26,
pp.3127-3227.

Dholakia, R.H, T.T.Rammohan and N.Karan. (2004)sckl Sustainability of Debt of
States’, Report Submitted to 1 Finance Commission,
Indian Institute of Management, Ahmadabad.

Government of India, (2000Report of the Eleventh Finance Commissi@oyernment
of India.

Government of India, (2004Report of the Twelfth Finance CommissiGovernment of
India.

Domar, E. (1944): ‘The Burden of Debt and Natiotradome’, American Economic
Review (34), pp. 798-827.

Gupta, S. (2005): ‘Fiscal Policy and DevelopmenMadhya Pradeshfconomic and
Political Weekly April-23, pp.1774-1782.

lanchovichina, E., Lili Liu and Mohan Nagarajan,00QZ): ‘Subnational Fiscal
Sustainability Analysis: What Can We Learn from Tlaadu’, Economic and
Political WeeklyDecember 29, pp.111-119.

Karnik, Ajit (2002): ‘Fiscal Policy and GrowthEconomic and Political WeekMarch
2, pp.829-831.

119



Lahiri, A.K. (2000): ‘Budget Deficits and ReformsEconomic and Political Weekly
Nov. 11, pp. 4048-4055.

Lahiri,A.and R.Kanan. (2001): ‘India’s Fiscal Daficand their sustainability in
Perspective’, paper presented at World Bank-NIPFP
seminar at Delhi ofriscal policies for Growth.

Moorthy Vivek, Bhupal Singh and S.C.Dhal. (2000Bohd Financing and Debt
Stability: Theoratical Issues and Empirical Anayfor
India’, Development Research Group, Study No. 19,
Reserve Bank of India, Mumbai.

Patnaik, R.K. (1996): Budget Deficit in India: Measment, Analysis and Management,
PhD thesis submitted to IIT Delhi.

Rajaraman, |, S. Bhide and R.K.Patnaik (2005): tédg of Debt Sustainability at State
level in India’, Reserve Bank of India, Mumbai.

Rajiv Gandhi University (2008): ‘Draft State Devpioent Report of Arunachal
Pradesh’, Project Report submitted to the Planning
Commission, Govt. of India, New Delhi.

Rangarajan, C and D.K.Srivastava (2005): ‘Fiscalfidie and Government Debt:
Implications for Growth and StabilizatiorEconomic and
Political Weekly July 2, pp.2919-2934.

Rao, M. Govinda and Tapas Sen (199Bjscal Federation in India: Theory and
Practice NIPFP: MacMillan. India.

Rath, S.S. (2005): ‘Fiscal Development in Orisseoblems and ProspectsiVorking
paper No. 32 National Institute of Public Finance and
Policy, New Delhi.

RBI. (2003): State Finances: A Study of Budgets of 2003R®Ekerve Bank of India,
Mumbai.

RBI. (2004):Hand Book of Statistics on State Government FingriReserve Bank of
India, Mumbai.

RBI. (2004,a):State Finances: A Study of Budgets of 2004R¥serve Bank of India,

Mumbai.

RBI. (2005): State Finances: A Study of Budgets of 2005R¥&serve Bank Of India,
Mumbai.

120



RBI. (2006): State Finances: A Study of Budgets of 2006R¥E&erve Bank of India,
Mumbai.

RBI. (2007): State Finances: A Study of Budgets of 2007REserve Bank of India,
Mumbai.

RBI. (2008): State Finances: A Study of Budgets of 2008R¥kserve Bank of India,
Mumbai.

Roy, N.C. (2005): ‘A Study of Inflow of Funds frorthe Centre and Economic
Development of Arunachal Pradesh’, Project Report
submitted to ICSSR, New Delhi.

Sarma, Atul (2000): ‘Gujarat Finances: Reform ofdBetary ManagementEconomic
and Political WeeklyAugust 26, pp.3125-3136.

Sarma, Atul (2005): ‘Why the North-eastern Statemt@ue to DecelerateMan and
Society Vol.1 No.2.

Sarma, Atul and S.K.Nayak (2006): ‘Growth and Egun the Post-Reform Period:
Experience of the North Eastern States’, Paperepted
in the Silver Jubilee Conference of the CESS, Hgblad,
January 7th-8th.

The Hindu (2009): ‘The Fiscal Stimulus Challengkiterview with M.S. Ahluwalia,
January 12, Delhi.

121



