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Reserve Bank of India Occasional Papers
Vol. 15, No. 4, December 1994

Exchange Rate Pass Through and the
Trade Balance : The Indian Experience

Michael Debabrata Patra and Sitikantha Pattanaik*®

The unprecedented payments  crisis of 1990-92 brought issucs relating to the
external sector 1o the very forefront of macro-ceonomic management. A sharp down-
ward adjustment in the cxchange rate was followed by structural changes in the
exchange rate regime. The desired ceffects of exchange rate changes on the trade
balance depends critically upon the extent to which the exchange rate adjustment is
transmitted to export prices denominated in forcign currency and import prices
denominated in domestic currency, i.c., the degree of pass-through. Empirical esti-
mation of pass-through in India shows that only 43 per cent of a depreciation in
the cxchange rate 1s passed on by cxporters in the form of lower export prices in
forcign currency, the rest being absorbed 10 raise exporters’ profits in rupee terms.
While in the immediate period exporters’ rupee incomes may rise, a fuller pass
through would have cnabled an improvement in market share overscas and the
profitability of export activity on a more durable basis. On the imports side, the
cocfficent is low enough to assume complete pass-through into import prices de-
nominated I rupees. The cstimate of pass-through has crucial implications for the
timing and magnide of exchange rate changes. Policy simulations show that there
arc time lags which extend well beyond a year for an exchange rate to have ils
impact on the tradce balance. The results suggest that the sequence of reforms in
the exchange rate regime which began since July 1991 should have been initiated
from 1988-89 onwards to produce a favourable impact on the trade balance in the
years of crisis i.c. 1990-91 and 1991-92. The simulations also indicate that a
process of gradual depreciation s sclf-fullilling as changes in domestic prices and
incomic overlake the desired clfeats of exchange rate changes.  Exchange rate policy
in India has an important though concomitant role to play. The full bencefits of
exchange raie adjustments can be reaped only when they are orchestrated with
other policy changes and when monctary, [iscal and other corrections are ¢ffected
so as o allow the price effects of exchange ratc movements to impact upon irade
volumes.

Introduction

This paper is sct against the background of momentous and sweeping
changes in the stance and structure of cconomic policics in India. The
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“unprecedented payments crisis which gripped the economy in the wake of
" the Gulf crisis of 1990 brought issucs relating 10 the cxternal scctor to
“the very forefront of macro-cconomic management. The urgency attached

o restoring. susmmabxhly to thc bal.mcc of payments nccessitated drastic
and unconventional responscs; the resultant sacrifice of growth and the
spiralling of inflationary" pressures represented the price of adjustment.
Even as wide ranging reforms began to be instituted 10 address the struc-
tural roots of the cxternal imbalance, the lessons of the crisis predicated
the recourse 1o the automatic balancing mechanism embodicd in a flexible
cxchange rate. A transitional dual” cxchange rate regime, onc scgment
~ fixed by the monetary authority and the other floating and determined in
“the market, which was instituted in March 1992, paved the way for a
unificd cxchange rate, completely market determined by March 1993,
The formative cxpericnces of the first ycar under the new regime strik-
_ingly resemble those of several’ developing cconomics who have had to

contend with capital mobility in the wake of financial liberalisation, A
distinct casing of the balance of payments constraint cnabled the cexchange
ratc -to perform -the role of a fixed nominal anchor for the cconomy
rather than its conventional role-in cxternal adjustment. Policy clforts to
stave off the pressure on the ‘rupee to txpplcudlu prevented the crosion
of. exporters’ nominal profits.

In the xcccwcd lhcory of balancc 01" paymcms adjustmcnt the cx-
change ratc “belongs to the 1mdmon of the C].lbllClty appro.lch Opcrating
through relative priccs, variations in cxchange rales ‘switch’. resources in
favour of the: production of tradeables,. and consumption c)\pcndxturcs
away from them,: thus bringing -about - impro'vcmcnt’in’ the trade balance.
The desired cffect” of the exchange rate ‘on the trade balance is prcmlscd
on thc ncccsxary ‘and sufficient aspeets of the Mdrshall Lerner condition.
Howcvcr, the saluwxy cffects of a change in the exchange ratc on trade
flows, indced, cven the operability of the-Marshall-Lemer condition de-
pends critically upon the  exient to which  the exchange rate adjustment
is’ transmitted to export prices denominated in forcign currency and import
prices denominated in domestic currency, i.c., the degree of pass-through,
Pass-through is completc when cxport prices (in foreign currency tcrms)
and import prices (expressed in local currency) rise or fall by the full
amount of the exchange rate change. Conversely, i export prices in [or-
“cign currency do not change but do, in terms of domestic cumency, and
on the other hand, import prices in domestic currency remain stable with
prices of overscas exporiers bearing the burden of exchange rale change,
pass-through is said o be zero.
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Empirical cstimation of the degree of pass-through of exchange rate
movements into export and import prices in India is the theme of this
paper. The subject has- considerable relevance for the evaluation of recent
changes in cxchange rate policy and their impact on the balance of pay-
ments. The pass-through is estimated essentially in a partial equilibrium
framework, though cfforts are made to capturc dynamic effects” wherever
the data (which are annual) cnable the incorporation of -adjustment time.
The methodology adopted takes into account the identification problem
which is associated with the empirical cstimation of the determinants of
trade flows. While this paper is devoted to the assessment of exchange

ratc changes on the trade balance, its framework is generally applicable
" to all pricc related measures (such as tariffs) which draw from the clas-
ucnty approach in their influcnce on the tmdc bal'mce

The rest of the paper is organiscd into five sections. Thc-‘following
scction provides an overview of the sclected contributions to. the literature
in- relation (o estimating the pass-through cffects of exchange rates. Scc-
tion III dcals with the period of study and the sources of data. Scction
IV scts out the methodology adopted for the cstimation of pass-through
and addresses the related issuc of the cmpirical estimation of the under-
lying tradc clasticitics. Scction 'V prcsents the cstimates of the pass
through. The modcl of the trade seclor which was constructed tO estimate
the clements of the pass-through cocfficient is then simulated to test its
performance and to assess the results of pohcy sxmulauon Concluding
remarks are comdmcd in the [mal scctlon : R

SECTION II

A Cl‘ltlLdl Review of the therature

Empiricle studics of thc 1950s and 1960s tended to assume complete
pass-through of cxchange rate changes into export and import prices.
This tendency stemmed {rom generalisations drawn from a prior rcasoning
rcgarding cither, price-taking behaviour of a small country (in the intema-
tional trade scnse of the term) which derives a substantial. portion of its
income from cxport rcvenucs or, a large country where exports are a
small proportion of output, therefore with clastic supply, the country itsclf
having considerable influcnce over the terms of trade.! Attempts-at em-
pirical verification of the proposition drew from the theoretical multilateral
trade framework developed by Aminglon (1969). However, the Armington
model was explicitlly comparative static and required highly restrictive
assumptions such as uniform clasticity of substitution between sources of
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supply and infinite supply elasticitics to make it opcrational. The empiri-
cal model of the trade matrix of the U.S. given by Magee (1971) cm-
ployed the basic Armington framework to cstimate geographical trade
flows between the U.S. and fourtcen countries for the period 1951-69.
Magce provided probably the only cconometric cstimates of trade supply
clasticitics among studics:of that period, cnabling the crucial supply ad-
justment to the estimation of pass-through, dealt with later in this scction
and in the.scction on methodological issucs. Magee’s model also adjusted
for the pass-through of import prices into domestic prices and rcal in-
come, an issuc that was later to become the centrepicee of the monctarist
attack on the clasticity approach under Mundcll and Laffer. A short-
coming of Magee’s model was that it allowed for no price lags and thus
ignored the vital issuc of the timing of exchange rate adjustments.
Morcover low clasticitics obtained for the UK’s and German demand for
US cxports were contrary to conventional wisdom, since both countrics
specialised in manufactures and could be cxpecied to have a high degree
of substitutability between domestic production and imports [Branson
(1972)].

The abscnce of well-defined lag structurcs is also characteristic of
contemporancous and succeeding empirical models of trade [Rhomberg and
Boissonncult (1965), Kwack and Shink (1972) and Marston (1971)]. The
question of timing and therefore of carcful consideration of lag structurcs
is integrally wrought into the more fundamental issue of whether pass-
through occurs or whether exporters’ profits adjust o exchange rate
changes, the latter event requiring lag structures which may extend be-
yond the conventional one-period adjustment. Broadly howcver, cxcept for
Grimm who is reported to have used the Almon technique to obtain the
distribution of income and price cocfficients for disaggregated -U.S. cx-
ports and imports,? studies tended to focus on income and acuvuy as
determinants of trade and to ignore price lags.

Nevertheless, both Magee’s empirical model as well as Branson’s a
priori estimates drawn from Armington’s framework yiclded high degrees
of pass-through of the major rcalignment of principal cxchange ratcs
which occurred in 1971, though over a period of time, for the US and
its trade pariners. The observed lack of responsc of US import priccs
was attributed to German and Japanese exporters holding back some part
of the exchange rate adjustment by keeping dollar prices constant and
allowing home currency prices to fall. However, their conclusion conflicted
dircctly with the observation of ncar full pass-through of the revaluation
of the DM and the Yen (duc to devaluation of the dollar) into German
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and Japancse export prices respectively® These results: provided support
1o the favourable elfccts expected out of the 1971 realignment of curren-
cics. A tumaround in the US trade balance towards surplus and a. re-
duction in thc trade: surpluscs of Japan, Germany and the UK was ex-
pected to begin within a year of the 1971 currency adjustment, ‘with the
full cffects appcarmg by the end of 1973 [Branson (op cn)]

- The 1971 rcahgnmcm spawncd in s wakc several altcmauve altcmpts
to examinc the question of pass through of exchange rates. Under the
‘beforc-after’ -approach, -the: pass-through was measured as the change in
trade prices that actually: occurs (afier) and the hypothetical change that
would -have occurred in the absence of exchange rate changes (before).
Kreinin (1977) employed the control country technique whercunder the
country under investigation was comparcd- with a country (or a group of
countrics following Kreinin) similar in all respects to the former country
except that in the latter case, exchange rates did not change.* Krcinin’s
findings corroborated Magee’s and Branson’s results referred to earlicr.
For U.S. imports, the degrece of. pass-through ‘was low, around 50 per
cent. For all the other countries pass-through ranged between 60 to 100
per cent, confirming the salutary effccts cxpccted of exchange rate
changes of 1971 : S

Underlying the opumlsm assoc1atcd w1th the pass-through was a
strong faith in the adjustment mechanism cmbodicd in the elasticity ap-
proach. Given the right elasticitics, a- floating exchange ratc would al-
ways clear the forcign cxchange market. The eclasticities - were assumed
almost axiomatically to be high enough for the Marshall-Lemer condition
to operate. Branson (op.cit) suggested demand clasticities in the range of
-2 and -3, while Magce (op.cit) obtained supply elastmucs of 100 for
U.S. exports and 8.5 for U.S. 1mports - ‘

The expericnce w1lh ﬂoatmg exchangc rates since 1973 has swung
opinion in almost the opposite dircction. The elasticity approach became
subject to a credibilily question and the floating rates: secmed to have
been “sold on a false prospectus”.’ During the 1970s and 1980s, large
perverse movements in exchange rates have been witnessed, completely out
of line with the fundamentals. Exchange ratcs, instcad of {recing econo-
~mies from the balance of payments constraint have imposcd problems of
volatility and inflation. Massive, often concerted, intervention by monetary
authoritics has been completely discounted by forcign exchange markets
driven by spcculative sentiments. At the same time, payments imbalances
have grown unabated, impervious to exchange rale movements. Among the
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industrial countrics, those with trade surpluscs (cxccpt Netherlands and
Belgium) doubled their surpluses over the decade of the 1970s while a
similar monotonic growth in deficits was noticed for the delicit countrics.®

These developments have led to a critical assessment of the rigid as-
sumptions of the clasticity approach, which in rcality ncver seem to ob-
tain. For the sake of continuity in building up this scction these well
known criticisms arc bricfly rccapitulated here. To begin with, the clastic-
ity approach or its axiom, thc Marshall-Lemer condition is csscntially
static and assumecs a given level of income. However, in the 1970s and
in thc 1980s, balance of paymcnts adjustment camc to be incrcasingly
viewed in a growth perspective. Sceondly, the impact of exchange rate
changes on trade {lows is lagged, formaliscd in the litcrature as the J-
curve effect. This period of transmission is ofien characterised by com-
pensating movements in domestic prices which would nullify the expected
cffects of the initial exchange rate change. Thirlwall (1988) pointed to “a
succession of J-curves such that the forcign cxchange losses from reduc-
ing the valuc of the currency arc ncver recouped” unless prevented by
absorption dampening policics which in tum causc a loss of growth. The
monctarist/supply side hypothesis [Mundell and Laffer] developed the ar-
gument of compensating adjustment of domestic prices 10 point out the
scrious inflationary potential of fluctuating cxchange rates. The ratchet
cffect would impose the burden of adjustment of domestic prices almost
cntircly upon countrics undertaking devaluation.  Given the law of one
price, this would ultimatcly Icad to a gencral increasc in the price of
traded goods and world-wide inflation.’

Furthcrmore, cxperience pointed to demand clasticitics being signifi-
cantly lower than carlier assumed. In the casc of most developing coun-
trics, clasticitics were intrinsically low, given the growth-linked naturc of
their import demand and primary product concentration of their export
basket.® Even for industrial countries the clasticity pessimisis outside the
structuralist school [Adams and Junz (1971), Klicin (1972)] turncd in
econometric cvidence of low clasticitics of both consumption and produc-
tion.” This has led to a shift in the case for devaluation, particularly in
IMF-World Bank supported adjustment programmces (0 supply side argu-
ments. Thus devaluation is expected to make export sales prolitable rela-
tive 10 sales in domestic markets, inducing rcsources shifis that would
enable larger cxport production. The underlying assumption is that despile
low dcmand clasticitics the price clasticity of export supply is large
enough to allow the exchange rate 1o play its traditional role. However,
Hussain and Thirlwall (1984) investigating the supply-side approach to
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exchange rate determination adopted by the IMF in the Sudan - found
that, owing to the inflationary repercussions of devaluation and low export
supply clasticity, devaluation was at best neutral in its cffect on profit-
ability in the overall scnse. In specific cases it 'was  shown lhat dcvalua-
tion may have even reduced proﬁtabﬂny 1

: Finally, thc passive role assigncd‘to supply eclasticitics by assuming
them to be infinity has been rejected cven by the clasticity optimists,
Even if demand clasticitics sum up to cxceed unity, a devaluation may
not be cflective because supply clasticitics matter, both in themsclves and
as detecrminants’ of trade.!?. Branson (op.cit), sciting out the analytics of
exchange ratc movements showed: that even with clastic demand conditions,
imperfcctly “clastic supply can .blunt the clfects of a devaluation by cxert-
ing a downward pressurc on import prices and an upward ppessurc on
export prices in the devaluing country, - If demand is less than unity, low
supply clasticitics may in fact cnhance the -favourable impact upon the
trade balance sought out of a dcvaluation, by raising cxport prices de-
nominated in local currency and thereby, cxporters’ carnings.  In
Branson’s estimates thercfore, imperfectly clastic supply could reduce the
expected impact of the exchange rate adjustment on the trade balance by
20 per cent. Magee’s (op.cit) cstimate was cven. larger at 35 per cent.

The recognition of the cxistence of low clasticitics of supply has a
crucial bcaring on the cstimation of pass-through. It implicd that cxport-
crs may not, in the wake of a cxchange rale change, alter the prices of
their goods in forcign currencics but might instcad absorb the change in
profits.  Although the phenomcenon became the subject of an animated
debate in the late 1960s and carly -1970s, the conscnsus of opinion was
that such a rcsponse would be only temporary [Branson (op.cit)]. Ex-
porters® profit would swell in a devaluing country, drawing ncw entrants
and resources into the scctor, ulimatcly leading to cxcess profits dissipat-
ing. Thus pass-through became only a question of timing and would
occur sooner or laer.- Kreinin’s results show that exporiers to the US do
absorb over one half of the dollar’s depreciation by lowering their prices.
Howcver, this was argued to be a short run phenomenon,  For other
countrics pass-through is almost uniformly large, supporting the view that
countrics with large forcign trade scctors (relative to GDP) cxpericnce a
greater degree of pass-through.

The late 1980s wilhessed the flowering of scveral theoretical models
of cxport pricing behaviour. In static profit-maximisation modcls the
pass-through coelTicient would depend upon specific market conditions, the
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shapes of demand and cost curves jointly dcetermining the cocfficient
[Knetter (1989), Mann (1986)]. In the Baldwin (1988) modcl the pass
through cffect is theorised 1o be hysteretic or path dependent and suilable
in cxplaining pass-through when exchange ralcs move in a narrow range,
consumer demand is sluggish and costs are dominated by investments.
Extending this logic, the pass-through would change when evidence cxists
as regards a structural break brought about by violent exchange rate
movements. Empirical studics of the period indicate that the pass-through
cocfficicnt is the result of conscious price sciting bchaviour of export
firms, which can, and docs cxtend beyond the short run.  Exporters of
manufacturcrs in the US scem inscnsitive to cxchange rate changes and
pass-through (in terms of rcal cxchange rate changes) is almost complete.
In contrast, c¢xporters in other countrics price to market by changing
market prices denominated in local currency, leaving the price expressed
in dollars unchanged. Ohno (1989) cmployed a modcel cssentially derived
from the static profit maximisation framework, opcrationalising it by al-
lowing for variable mark up over cost.” He defined pass-through as the
clasticity of export prices (defined in importer currencics) with respect to
the rcal cxchange rate and examined cxport pricing bchaviour of US and
Japancsc manufacturers, His results indicate that while US pass-through
cocfficicnts arc closc to unity, the Japancse coefficicnts are less than 0.8
and significantly diffcrent from unity.'

Given the prevailing ambivalence as regards the cfficacy of the ex-
change rate instrument in balance of payments adjustment, the pass-
through of cxchange rate into trade prices assumes crucial relevance for
the fashioning of stabilisation strategics and for determining the timing of
policics. The degree of pass-through cannot emcrge {rom a priori rcason-
ing. It is clearly a question of cmpirical determination, the necessary
estimation framcwork crafted to suit the specific country under study.
Needless to say, such an cffort may not provide any solutions to the
theorcetical issucs that surround the question of pass-through. Thercfore,
the attempt underlying the narrative contained in this scction was essen-
tially 10 present the theorctical debate on the subject. Against this back-
drop the paper now tums to the issuc of cstimation of pass-through of
exchange rate changes in India. The scction on mcthodological issucs is
preceded by a discussion on the period of study and the sources of data.
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SECTION 1II

The Period of Study and Sources of Data

The period of study is for 23 ycars, i.c. from 1970-71 to 1992-93.
The period marks the onsct of a certain activism in India’s cxchange ratc
policy. The high order of volatility prevailing in international exchange
markcets in the carly 1970s rendered the arrangement of pegging the rupee
to cither the pound sterling or the US dollar unrcalistic since it preserved
artificial paritics cven as the peg itsclf fluctuated widely against the
SDRs and other major currencics. This imposed initially the nced to pe-
riodically widen margins and later 10 revise the parity as the pound ster-
ling continucd to depreciate. On July 1, 1974, when the SDR began to
bc valued in terms of a currency basket, the age of managed floats had
arrived.  The rupee was delinked from the pound sterling and its external
valuc with effcct from Scpiember 24, 1975 began to be determined with
reference to a weighted basket of currencics of countrics which are
India’s major trading partners. The basket arrangement was contemporanc-
ous with the successful adjustment to the first oil shock. It represented
not mercly an atlempt to impart stability to the rupce; it also gave a
degree of flexibility for the monctary authority to manage the cxchange
rate in a manncr consistent with improving the international price com-
petitiveness of cxports. This in itsclf formed part of the overall strategy
whercin cxport promotion was assuming a growing importance.

In the cnsuing years (1975-80) however, cxchange rates had liule role
to play. The adjustment to the first oil shock came about through a
happy combination of factors, i.c., incrcased remittances from West Asia,
part of which camc in the form of deposits, larger availability of aid,
financing from thc IMF and a spurt in exports. Exports rodec on the
crest of a boom in world trade rather than benefiting from the influcnce
of any instrumental variable. The volume of world tradc grew by 11 per
cent in 1976 and in the range of S to 6.5 per cent annually thercafier.
The growth in cxports at 8 per cent per annum during the period in
volume terms kept well above the growth raie of world trade. The ex-
change ratc of the mpec vis-a-vis the dollar* appreciated ycar after year
following the institution of the baskct arrangcment up to 1980. The real
clfective exchange rate of the rupee however, depreciaicd by about 15 per
cent between 1975 and 1979 as a result of anti-inflationary policics
which provided an clement of compelitive advantage in terms of inflation
differentials vis-a-vis the rest of the world PJoshi (1984)]. The basket did
impart stability and rcalism to the external value of the rupee. However,
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altendant circumstances did not warrant any active cxchange rate manage-
ment. By 1979-80 when the crude petroleum prices doubled into what
became the sccond oil shock, India’s current account deficit was barely
0.4 per cent of GDP and the level of reserves stood cover for over seven

months of imports.

In 1980-81 the trade deficit trebled, and cven the continuing strength
of cxports (in the face of sluggishness in world trade) and remittances
were unable 10 contain the deterioration in the balance of payments. In
the following two years, global rccession began to affect exports and re-
mittances tapered olf as the Gulf migration boom moved castwards away
from India and Pakistan towards Bangladesh, Philipincs and South-East
Asia.  The adjustment cffort consisicd mainly of ncgotiating an Extended
Fund Facility with the IMF, although there was also a noteworthy step-
up in the indigenous production of crude @il.  The loss of rescerves wit-
ncssed in 1980-81 and 1981-82 was stemmed only by the support from
the IMF.  The exchange rate of the rupcee vis-a-vis the dollar began to
slide, the annual depreciation crossing 10 per cent by 1984-85.  The real
cffective exchange rate of the rupce appreciated sharply. By 1983-84, the
REER was higher than its level in 1979-80 by 15 per cent [Joshi (ibid)].
The terms of trade shock from escalation in oil prices led 0 an accelera-
tion of inflauonary pressures in India, which could not be compensated
for by thc nominal depreciation.

Devclopments in the external sector during the Scventh Plan period
and the inicnsc pressurcs imposced upon macro-cconomic management by
the scvere payments crisis of 1990-91 and 1991-92 brought into sharp
focus the nced for a critical assecssment of the cxchange rate regime
adopted since 1975 of pegging the cxternal value of the rupee to a
weighted basket of currencics of India’s major trading pariner countrics.
(p-17) The current account deficit 100k on a structural character, fuclled
by large and persistent intemal imbalances that spilled over inlo the exter-
nal scctor. The composition of financing underwent shifts in favour of
costlicr sources of funds. The period also saw a large use of the
country’s forcign cexchange reserves. Incipicntly, the roots of the impend-
ing crisis took hold culminating in 2 collapse of the capital account in
the later half of 1990-91 and the first half of 1991-92.

Even as adjustment cfforts were mounted, it was recognised that the
recurrence of such a crisis could be prevented only through the immediate
institution of fundamental reforms that addressed the very roots of such
structural imbalances. The measures of reform had 1o be coordinated; the
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tuning and magnitude were of crucial importance. Thus a tight monctary
policy sct the stage for a downward exchange rate adjustment which in
tum, cnabled sweeping liberalisation in trade, industrial and forcign invest-
ment policics, all of them supported by a strategy of fiscal correction.

The discrete downward adjustment of the rupee effected in July 1991
apart from its immediate objective of quelling destabilising cxpectations
gencrated by the loss of reserves, was designed to achicve a rcalistic
cxchange rate of the rupee. Between October 1990 and March 1991, the
rcal effcective rale appreciated and the nominal depreciation, large as it
was, could not counterbalance the widening inflation differentials.??
Thus in order to restore competitivencss to the rupce in real terms, the
nominal depreciation had to be large, of the order of 20 per cent. How-
cver, cven as the cffects of downward adjustment of the rupee were being
cvaluated, it was clear that the scope for such changes in the exchange
ralc was limited, given the response of competitor countrics. Also, the
experience of 1990-91 and 1991-92 lcft litle room for drawing down of
reserves 10 finance current account dcficits: The Eximscrip, introduced in
July 1991 was the first step in the move towards cquilibrating the bal-
ance of paymecnts without rccourse to official sctticment. The Eximscrip
brought in a balancing mcchanism bectween cxports and imports,
gencralised the incentive structure for cxports and obviated the nced for
budgetary support to the export sector. However, it was confined to the
trade account and also carried with it the administrative hurdles and loop-
holes of a licence.

On the recommendations of the High Level Committee on Balance of
Payments, the Liberaliscd Exchange Rate Management System (LERMS)
came into existence on March 1, 1992. Essentially a transitional arange-
ment, it strengthened the balancing properties and the incentive structure
of the Eximscrip and yet obviated licensing proccdures by operating
through the banking system. It was broader in its scope since it encom-
passcd the current account.

The LERMS must be viewed as a system in transition operating
within the framework of exchange control procedures. It was a period of
lcarning, before the final step towards convertibility. The LERMS enabled
the establishment of preconditions that determine the success of con-
vertibility. It also enabled the development ol orderly market conditions,
preparatory to transferring an augmented volume of forcign exchange
transactions 1o the market operators. The expericnce with the LERMS
was satisfactory, The spread between the official and market rates was
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around 17 per cent, except for the first half of Fcbruary 1993 when the
spread widened due to a flurry of speculative activity. However a dual
ratc system imposcs an implicit export tax. It also distinguishes between
remittances flowing into the current account and thosc coming into the
capital account. In this sense, the unification of exchange rale was only

logical.

The expericnces in the wake of unification rcopen the issue of the
appropriate role of the exchange rate and in a broader scnse, the choice
of the exchange rate regime. In the face of a massive inflow: of forcign
exchange following the merging of dual exchange rates, the need (o pro-
tect the compctitivencss of cxports has been a guiding criterion in the
conduct of cxchange ratc policy. The strong upward pressurcs from cur-
rency inflows on the cxchange ratc have .been staved off by purchases of
forcign currcncy by the RBI from the markct. While this passive inter-
vention did provide the cnabling conditions for an unprecedented cxport
performance in 1993-94, the cxtent to which monctary policy action is
hostage to capital inflows and the real appreciation of the cxchange rate
which incvitably occurs pose concems to macro-cconomic management.
In the cnsuing period, these issucs ‘would determine the goals for which
the management of the cxchange rate as a policy instrument can aspire
for. ' : o

The International Financial Statistics of the International Monctary
Fund (IMF) was rclied upon for data on world exports and unit value
indices. For data on India, the Economic Survey, 1993-94 of the Ministry
of Finance, Government of India was the comprchensive source.

SECTION 1V
Methodological Framework

The cstimation of pass-through i.c., the cxtent 10 which an
exchange rate adjustment changes the prices of imports and exports de- -
pends intrinsically on the responsivencss of trade volumes to price
changes. Therefore precise knowledge of the price elasticitics of both de-
mand and supply of exports and imports is a pre-condition to the mca-
surecment of pass-through.

Scveral empirical studics exist which provide cstimates of the rclevant
clasticitics in the Indian context.' However, as Goldsicin and Khan
(1978), Ucda ct al (1983), have pointed out, trade flows arc subject to
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an idcntification problem, ie. exports and imports as they emerge are the
result of the joint opcration of both supply and demand influcnces. Con-
scquently, clasticitics derived from functional formulations which emphasise
only onc sct of factors are usually underestimated.'” This is particularly
truc of India where though imports secem to be clearly identified as de-
mand-induced, exports are subject to twin influences. World demand and
the lurc of the large domestic market exert conflicting pulls. Even within
the cxport basket, while primary products and orcs may be dominated by
supply factors, the growing catcgory of manufactures.are, on a priori
consideration, demand induced. Following Goldsicin and Khan (ibid),
Hussain and Thirlwall (op.cit), the. mcthodology adoptcd here for the es-
timation of dcmand and supply clasticities consists of the sxmultancous
cstimation of supply and demand functions for both exports and imports.
This allows not only for the shcdding of simultancity bias but also for
1dcnufymg the dominant influences in each category of trade flows. Ac-
cordingly, the scparable influcnces of demand and - supply factors on both
exports and imports are examined within the framework of an .aggregative
modcl of the trade balance. The focus of the model is on the estimation
of price clasticitics which form clements in the cstimation of exchange
ratc pass-through. The functions arc specificd in log lincar form 1o allow
“for the dircct cstimation of elasticities. The speed of adjustment is incor-
porated wherever. the estimated functions working on annual data enable
the capturing of dynamic cffects. A feawre of the model is that cxchange
ratc docs not cxplicitly enter into any of the cquations as an independant
variable. Instead, it is introduccd as a mcdium of translating the rupce
price of cxpors accruing to the domestic producer into the forcign price
facing the overscas buyer. Analogously, it passively transforms the for-
cign prict into the price facing the local importer. This positioning of
the exchange rate in the model is particularly suitable for the purposc of
this papcr as it is possible to cvaluate the trade balance implications of a
policy induced exchange rate change without ratchet and feedback effects.

For a small country (in the international trade scnse of the term)
market absorption, i.c. demand factors can be assumed to be predominant
in the determination of export volumes. On the other hand, supply side
- factors would determine the price at which the volume of expors would
be offcred for sale to overscas markets. Under these assumptions, a
wedge may appear between the ‘demand price’ and the ‘supply price’ if
cach sct of influecnces operates independently. This provides scope for the
exchange rate to operate, cnabling the cxporter to meet international
prices, on the onc hand, and on the other, conveying an incentive to the
exporter 10 augment export production rclative to sales in the domestic
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market. The volume of imports can be more clearly identified as demand
determined. The price of imports which is determincd by market condi-
tions abroad is usually treatcd as exogenous. In this modecl, however, an

attempt is made to endogenisc import prices.
The demand function for cXpons is specificd as:

log X4 = log a, + a, log WX
' © + a, log PX¢ + a, log PW" (1)

where X¢ is the quantity of India’s exports demanded by the rest of the
world (quantity index), PX¢ is the price of exports facing the forcign
buyer (the index of unit value of expons dcllatcd by a nominal exchange
rate index), WX is world exports at constant prices representing economic
activity in overscas markets!® (world cxports in US dollar terms deflated
by world export prices ‘also in US dollar terms) and PW* is the world
~export price (unit value index in US dollar terms). India’s export price

and the .world export price are both included as explanatory variables 10
capture the clasticity -of substitution bctween sources of supply. Hereafler
the subscript t denotes the time period and the superscript d denotes de-
mand. :

To capture the adjustment of exports to dcsxrcd lcvcls, a Nerlovian
process can be specificd as follows:

Alog X = A (log X* - log X.) . -2
A is the adjustment coefficient and
A a first diffcrence operator

Substituting (2) in (1) yields
log X! =1log A, + A, log WX + A, log PX¢
+ A, log PWX + A log X9, )]
where A =Aa,, A= Aa, A, = Aa,
= Aa, and A, = (1- A)

In terms of the hypothesis, the supply function of expors is inverted and
expressed as a export price function as follows:

log PX* = log b, + b, log Y,
+b, logX®, + b,log PD, . @

PX is the supply price of exports (unit value index in rupec terms), Y,
Iy (ums Domestic Product at factor cost representing economic dumly
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Xs is the quantity of cxports supplicd and PD is thc domestic price
(wholesalc price index) which would reflect the relative profitability of
exporling vis-a-vis domestic sales. The translation of PX* into PX¢ is
as follows:

PX: = PX% x ¢ : v (5)

where ¢ is the nominal cxchange rate of the rupce vis-a-vis in the US
dollar in index form.

Building an _adjuslmcht process as spcciﬁcd at (2) into (4) yiclds

log PX® = log B, + B, log Yt + B, log X¢,
+B, log PD_+ Bjog PX: .. (6)

where B, = Ab,, B,= Ab,, B, = Ab
B—b andB: k

The valuc of cxports (XV) can then be given as

XV = X4 x PX®, (1)
The import demand funclion is specificd as

logM¢ = C, + Clog Y, + C, log, (PM‘/PD))..(8)

where PMC is the price of imports facing the local importer (unit value
index in rupcc terms). Other variables arc as specificd carlicr.

The dynamic form of the import demand function includes a lagged de-
pendent variable in terms of the adjustment process referred to carlier.
The price of imports translates into the forcign supply price of 1mp0rls
(PM?*) as follows:

PM! = PM* x ¢ -..(9)
The import supply pricc is estimated as:
PM* = logd, + dlog M + d,log M¥,
+ d,log PM*, ..(10)

where MY is world imports/exports at constant prices (world exports/im-
ports in US dollars deflated by world export/import prices in US dollar



296 RESERVE BANK OF INDIA OCCASIONAL PAPERS
terms) and PMY is world import priccs ‘(unit value index in US dollar
tcrms). : '

Import valuc (MV) fs obtained as
MV = MY, (c.PM*) : (11

The trade balance (TB) is then obtaincd as

TB = XV - MV. | | (12)

Estimates of price clasticitics of demand and supply can be obtained as
follows:

Equilibrium Dynamic -

- Estimates Estimatcs
Exports
~ Demand (dx) A3 AJ(1-A)
Supply (sX) 1/B3 B,/(1-B,)
Imports _
Demand (dm) C3 C,/A
i
Supply (sm) - 1/d, d/A |

As discussed in the preceding scction, it is cssential to correct for
price clasticitics of supply of cxports and imports being less than infinity.
Following Branson (op.cit), total diffcrentiation of the equations specificd
would Icad to the cstimate of the pass-through cocfficicnt for cxports (kx)
and imports (Km) as :

Kx = 1
1- (dx/sx)

and Km = 1
1- (sm/dm)

where dx and sx arc the price clasticities of demand and supply of cx-
ports respectively and dm and sm arc similar price clasticitics for im-
ports.
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Empirical Results

Estimation of the model sct out in the preceding scction precludes the
usc of Ordinary Lcast Squarcs (OLS). Asymptotically biased cstimatcs of
the structural paramecters would result due to the crror term being corre-
lated with the cndogenous variables - lcast squarcs bias. Furthermore with
the price cquations being invened demand/supply cquations, the sub-modcls
essentially estimate the same variable in terms .of two distinct scts of
influences which can be assumcd to be independent of cach other. In
fact, cach of the cquations is quite well identificd. The variables endog-
cnously determined in the sysiem subscribe 10 two diverse kinds of inter-
rclationships simultancously and therefore h,pqd' 10 be cstimated simulta-
ncously. Accordingly the cquations were cstimated by the mcthod of
Two Stage Lcast Squarcs (TSLS). The choicc among scveral allernative
fomulations which were cstimated was determined by the standard statis-
tical critcria. In the import cquations, the adjustments coclficient was in-
significant. Omission of the lagged dependent variable improved the over-
all performance of the cquation. In such cascs clasticitics werce cstimated
from contcmporancous relationships.

The following table presents the preferred estimates. _
Estimates of Export and Import Functions
1) Export Demand Equation

LX® = -1.50 + 0.73.LWX -0.89.LPX? + 0.55.LPWX + 0.50.LX ¢
(2.49)x*  (:2.24)** (2.16)** QQ.21)%*
R-2 = 0.97, SER = 0.059, Durbins h = -5.38
2) Export Supply Equation ’
e

4

LPX* = -1.17 + 047.LX! + 0.40.LP” + 0.38.LPX S
QA% (2.68)** (2.03)%*
R* = 0.99, SER = 0058, Durbins h = -0.847

3) Import Demand Equation

LM¢ = -5.88 + 07LLY, + LIS.LP¢ -0.72.LPM¢ + 0.65.AR(1)
(197)%**  (3.46)* (329  (3.06)*
R? = 097, SER = 0072, DW = 1.59
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4) Import Supply Equation

LPM:* = 3.72 - 039.LM? -0.41.LM> + 1.23PM"
(-329)%  (-2.16)%*  (1020)*
R2 = 0.89, SER = 0066, DW = 1.77

* Significant at 1 per cent level
*  Sjgnilicant at 5 per cent level
w0k Sionificant at 10 per cent level

Notc: Notations for all the variables are as explained in the carlicr scction
and variables prefixed by L represent the log values of the corre-
sponding variablcs.

The estimates arc statistically robust and- positive first order scrial
corrclation is absent. The export demand cquation is quite well determined
according to the standard statistical criteria. In the estimated function, an
adjustment process is clcarly . cvident. The sign of the lagged dependent
variable has the cxpected sign and is significant at the 1 per cent. level.
The coeflicicnt of adjustment at 0.50 indicates that actual cxports take
up to two ycars to adjust to the level desired by demand conditions in
overscas  markets. Thus within a ycar there would always be some unsat-
isficd demand in thc markets for Indian products. The short run clasticity
of the demand for India’s exports with respect to world exports at 0.73
and the long-mn clasticity at 1.46 aticst to the high degree of responsive-
ness of India’s exports to the behaviour of world trade. The long run
pricc clasticity of demand for India’s cxports at -1.78 by itscif sufficicnt
to cnsurc that an cxchange rate change produces the desired effcct on the
trade balance - subjects the conventional clasticity pessimism view in In-
dia to scrious question.”®  Simultancous cstimation of cxport and import
functions clecarly improves the clasticitics which would have been yiclded
by OLS cstimaltcs.

In the export pricc/export supply function, the variable GDP at factor
cost cxhibited collincarity with export supply and was omilted in favour
of the lauer, whose inclusion is cssential for the cstimation of supply
price clasticitics. The cxport price function confirms the existence of ad-
justment periods of up to two ycars indicated in the export demand func-
tion. The long run pricc clasticity of export supply at 1.32 again rcin-
forces the hypothesis that India’s cxports are indeed scnsitive 1o price
signals and that carlier cstimates yielding low clasticitics could be subject
o least squarcs bius.
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The elastic and positive response of import demand to variations in
gross domestic product is in line with the received treatment of imports
in India, given the preponderance of raw materials and intermediales in
import composition. Howcever the income elasticity of import demand es-
timated in this paper is lower than carlier estimates which were above
unity. The clasticity of imports with respect to the price variables is quite
high compared with similar clasticitics derived from OLS cstimates [Patra
and Ranjan, (1992)], again undcrscoring the cfficiency of estimatcs ob-
tained from a simultancous approach. ‘The ‘supply function estimate which
embodics an attempt to endogenise import prices facing India also per-
forms rcasonably well though the large size of the intercept indicatcs
omitted variables. The high clasticity of import prices in India with re-
spect to world import prices provides evidence of price-taking behaviour
and is indicative of a ccrtain insensitivity of imports to price rcinforcing
mcasurcs such as the exchange rate. However, an apparently perverse
sign is obtained for the coclficient of import quantity, clearly pointing to
the predominance of demand influences on India’s imports.

The cstimates of the various price clasticitics obtaincd from the esti-
mated functions discussed above arc sct out below. ' ’

Estimates of Price Elasticities of Supply and Demand For India’s
. Exports and Imports

Exports - Imports
‘Demand - -1.78 ‘ -0.72
Supply - 132 .56

With the knowledge of these clasticitics it is now possible to cs-
timatc the pass-through coefficicnts given the formulac sct out in the car-
licr scction. The pass-through cocfficicnts i.c. Kx for exports and Km
for imports would lic_between O and 1. Thus if Kx and Km cqual unity,
perfect market conditions exist, and the cxchange ratc changes would be
fully passcd on to forcign and domestic import prices. On the other -hand,
if Kx (and Km) tend to 0, it is domestic export prices and forcign im-
port prices which adjust to exchange ratc changes.

The clasticitics obtained above arc uscd to compute Kx and Km for
India. The obtained values are given below ¢
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Kx = 043
Km = -0.39

Thus 43 per cent of a unit change in the exchange rate of the rupee
is passed on to prices of exports expressed in forcign currencies, ie.
export prices in forcign currency fall by 43 per cent of a devaluation in
the rupee while export prices in rupce terms rise by 57 per cent.

Computation of Km yiclds an indcterminate result reflecting the per-
verse sign of the price clasticity of supply of imports. This is also evi-
dent in other empirical estimates of pass-through on the import side
(Hussain and Thirlwall, op.cit). However, the size of the coefficient Km
clearly indicates that forcign supplicrs are unlikely to be affccted at all
by the devaluation of the rupee or by the cut-back in Indian demand.
Therefore, it can be assumed that the price of imports in domestic cur-
rency riscs by the full amount of the rupee’s devaluation.

Model Performance

~ The model of the trade balance described carlier consists of four
structural equations and four identities. To test the performance of the
modecl, static simulations to capture shor-run simultancous solutions as
well as dynamic simulations to observe the solution path of the endoge-
nous variables over the entire period of simulation were conducted.

Graphs 1 to 4 present the actual and simulated path of cach of the
endogenous variables of the model under static simulation. Graphs 5 to 8
present the' dynamic simulation results. It is observed that most of the
turning points are captured. The values of Root Mcan Squarc Error
(RMSE) and Root Mecan Squarc Percentage Error (RMSPE) indicate that
the residuals are free from bias. The RMSPEs from both the static and
dynamic simulations were less than 1 per cent, testifying to the robust
performance of the modecl.

Test Parameters of the Simulated Model

Static Simulation Dynamic Simulation

RMSE RMSPE RMSE RMSPE
1. Exports(Qnt.) 6.73 0.05 7.61 0.06
2. Imports (Qnt.)  15.31 0.14 21.47 0.17
3. Exports (Pricc) 13.39 0.08 9.96 0.05
4. Imports (Price) 6.64 0.07 8.72 0.09
5. Tradc Balance 28.94 4.67 18.92 5.66




EXCHANGE RATE PASS THROUGH AND THE TRADE BALANCE 301

Simulations of the trade balance identity yields overshooting up to
1986 and undcrshooting thercafter. This is particularly so because of the
compounding of ermors from the four structural cquations and their getting
accumulated in the trade balance which is derived from the estimated
(simulatcd) valucs of the four endogenous variables. The effect of gradual
accumulation of crrors in the dynamic simulation as against the static
simulation is clearly cvident from Graphs 9 and 10. The cumulative im-
pact of crrors over time reduced the overshooting/undershooting problem
when the trade balance was estimated dynamically.

Given the high price clasticitics estimated by the model and therefore,
the testimony for the role of the exchange rate in India’s forcign trade,
two policy simulations were atlempted without bringing about any change
in the structure of the modcl. An imporant clement of the adjustment to
the payments crisis of 1990-91 was the restructuring of the exchange rate
rcgime. A two step downward adjustment of the rupee was effected in
July 1991' to correct for the overvaluation of the rupec [Rangarajan,
(1994)]. This was followed by a dual exchange rate regime which ex-
poscd India’s forcign trade to the partial experience of a market bascd
exchange rate. Both, the dual rate system and the unification which was
cllected a ycar later represented: effective depreciation of “the rupee with
positive cffects for India’s exports. Large and persistent current account
deficits became evident from 1985-86 onwards accompanicd by a depletion
of the rescrves.  An unprecedented drought in 1987-88 was followed by
a widcning of the current deficit to a level which was about the same as
in 199091, the crisis ycar. The deterioration in the fundamentals of the
economy warranted a sharp exchange rate adjustment in 1988-89 itsclf.
Two types of simulations are run to cvaluate the cffects of advancing the
cxchange ratec adjustment over time. The first is in the nature of an
exogenous shock where the July 1991 exchange rate is posited in 1988-
89, thc LERMS in 1989-90, thc unification in 199091 and the exchange
ratc is held stcady thereaflter. In the second type of simulation a repeated
shock is administered; the move from the level of the exchange rate in
1987-88 to the present level of the unified rate which is posited in 1992-
93 is achicved through graduated depreciations, .although the: order of
depreciation is larger than what was actually effected. The simulations
consisicd of allowing the modcl work to through its dynamic time path
under ceteris paribus conditions except for the changes in the passively
positioned exchange rate.

The results of policy simulations are shown in Graphs 11 and 12.
While imports arc by and large, impervious to the shocks, expors react
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sharply.- The single shock produces a massive export burst which however
loses momentum after 1991, The repcated shocks also deliver an export
stimulus which is albcit of a lower order. The trade balance after dete-
rorating in the year of devaluation rccords a massive improvement in
succecding years under the first simulation. Graduated dcprccmuon toncs
down the improvement in the trade balance.

SECTION VI

Conclusion

Empirical excrcises in the Indian context have, in gcncral yiclded low
price clasticitics of demand for exports and imports. The existence of
- supply bottlenccks and therefore, the inflexibility of production structures
in rclation to price signals, thc prcponderance of the domestic market
tesulting in a strong intemal demand for tradcables and finally, the com-
modity. composition of exports and imports are ‘intrinsic’ arguments cited
in support of the low clasticitics obtaincd. The cxpericnce of large trade
deficits pcmstmg over the decade gone by, 1mpcrv10us to larger orders of
nominal and rcal depreciation in the rupce has contributed to pessimism
as regards the role of cxchangc rates in balance of payments adjustment
in India. :

The ﬁndings of the paper stress the need for a rcexamination. With
the climination of simultancous cquation bias the price clasticity of de-
mand for cxports at -1.78 and the price clasticity of demand for imports
at -0.72 amply satisfy the nccessary condition for a depreciation 1o be
cffective in bringing about an improvement in the trade balance. The
paper, however, underscores the need for duc consideration of the suffi-
cicnt condition of the Marshall-Lemer axiom. A proper cvaluation of the
efficacy of exchange rate policics in improving the trade balance is pos-
sible only after an cxplicit adjustment for imperfectly clastic supply. As
borme out in the litcrature, supply clasticities less than infinity dampen the
effect of high demand clasticitics and blunt the desired cffects of an
cxchange rate adjustment on the trade balance. The preconditions for ex-
change rate adjustment, arc thus met by demand eclasticitics adjusted for
supply conditions being higher than unity. It is therefore the degree of
pass through which has a crucial bearing on the rationale, magnitude and
timing of exchange rate policics, and not the exisience of high clasticitics,
per sc. An increasc in the demand for cxports can occur only when a
depreciation (say) is passed on by cxporters into prices so that lower
cxport prices in forcign currency terms face intemational buyers. An in-
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crease in the supply of exports can. occur if, instcad of forcign curency
prices falling, cxport prices in domestic currency rise in full proportion to
the dcpreciation. Exporters’ profits rise, domestic resourccs move into the
cxport scctor under the: inducement of higher factor prices and consump-
tion of cxportables contracts, given higher relative prices. All these factors
augment supply. The exporter’s reaction 10 an cxchange ratc depreciation
depends on” which sct of factors play a predominant role. Several studics
have shown that the supply response may be immediatcly attractive but
cssentially ephemeral. The rise in export prices in domestic currency
would attract, besides resources, new cntrants and cxcess profits would be
competed away. Besides, much depends on the ability to control inflation
failing which an cxchange rate depreciation can even impair profitability
of cxport production. ‘

In the Indian context, the availability of large monctary, fiscal and
other subventions cnable the exporter to mect cost conditions so that less
than 50 per cent of an cxchange rate is passed through in the form of
lower forcign prices. While in the immediate period exporiers® incomes
rise, a fuller pass-through would have allowed the exporter o improve
upon his market presence given the relatively high responsivencss of the
demand for cxports to price changes and thus cffcct durable gains from
trade. The Indian exporters’ preference for translating the exchange rate
depreciation into higher domestic income (through larger unit value
rcalisations in rupce terms) is myopic when scen against the excess de-
mand which is found to exist in forcign markets for India’s cxports.
The strong relationship between India’s cxports and the world trade in
general adds a medium term dimension to policy cfforts towards cxport
promotion. In the emerging sccnario, the strengthening of price-related
incentives and signals would depend on the graduated withdrawal of mon-
ctary and fiscal support. On the imporls side while the pass-through is
ambiguous, it is low cnough to assumc complcle transmission into import
priccs denominated <in domestic currency.

The cstimates of pass-through suggest a time lag cxtending well be-
yond a ycar for an cxchange rale change to work through into cxport
volumes. It also provides reasonable ground to assume that in this period
of adjustment domestic prices, bolstered by a 57 per cent pass-through
into cxport prices and a 100 per cent pass-through into import prices
(both in domestic currency) may, in fact, be rising (o ncutralisc the initial
exchange rate change. A host of non-price factors affect the trade balance,
endogenous and cxogenous. Exchange rate policy in India, therefore, has
an important though concomitant role to play. The full benefits of an
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cxchange rate change can be reaped only when prices are allowed to play
their true allocative role. -

-~ The policy simulations lend support to the conclusions that can be
drawn from the cstimate of pass through. They also highlight the crucial |
importance of timing an cxchange ratc adjustment. Given the lags imbed-
ded in an exchange ratc pass through, a major improvement in the trade
balance occurs when the scquence of exchange rate reforms of July 1991
1o March 1993 is shifted backwards to begin from 1988-89. The stylised
facts indicate this was indecd a period of delerioration in the fundamcen-
tals and a large cxchange ralc change was warranied to correct the anti-
cxport bias. The implications for the years 1990-91 and 1991-92 arc sig-
nificant cspecially in the light of the various drastic and unconventional
mcasurcs resorted to tackle the payments crisis. The simulations also in-
dicatc that a process of gradual depreciation is self-fulfilling, since domes-
tic priccs and incomces as well as thc movement of the exchange rate of
compctitors can casily overtake the gain in compctitiveness that could
accruc from the incremental exchange rale change.

- Finally, it is imporiant 10 take note of ccrain caveats which are in
the nature of qualifications to the results obtained. The paper is concemned
with the partial cffects of changes in the exchange ratc on the trade bal- -
ance. In this sense, it is confincd to the straitjacket of the clasticity ap-
proach. It docs not consider the rcactions in terms of income changes or
variations in domestic prices which occur conscquent upon a change in
the cxchange rate adjustment and which would casily nullify the cffects
- sought out of a change in the cxchange rate. The question of timing is
also not dealt with adequately. This is unavoidable when the data are
annual [Khan (1975)]; -adjustment process arc usually over within the
period of a ycar. Howcever, several explanatory variables are not available
in quarterly or semi-annual serics. Nevertheless if the findings of the pa-
per arce trcated as indicative and not definitive, they have considcrable
relevance for an cconomy like India where exchange rate policy is invari-
ably uscd in conjunction with monctary and fiscal policy o cnsure a
sustainable balance of payments. It is appropriate 1o interpret the results
presenied here as exogenous inputs for larger macro cconomic models
which would then throw up cstimates of the feedback cffects discussed
carlicr. '
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Notes

1. Sce Krcinin (1977) for a full discussion on studics of the period.

2. Branson, (op.cit).

3. In general the transmission of exchange rates into prices of tradeables was
clearly cvident on the export side and ambiguous on the import side.

4. The use of the control country approach was stimulated by the downward bias
found by Orcutt (1950) in cstimatcs of clasticitics obtained from regressions.

5. The Financial Times, Fcbruary 17, 1987, reproduced in Thirlwall (1988).

6. Trillin (1978). ‘

7. Krcinin (opcit) has questioned the Mundell-Laffer hypothesis on the grounds that
the law of one price docs not hold in the case of differentiaied products.  Also,
while the ecffects of devaluation can be ncutralised in the long run, even the
monctary approach to the balance of payments admits to transitory effects on the
terms of trade.

8. Low pricc elasticities of export demand would also obtain for countrics with di-
versilied exports but with small shares in world exports.

9. The results of Adams and Junz are, however, subject to simultancous cquation
bias. '

10. The IMF’s approach consistcd cssentially of calculating the ratio of competitive-

11.

12.

13.

14.

15.

ness i.c,, the ratio of forcign cxchange eamings per unit of domestic resources
and showing the ratio to be above the prevailing exchange rate as an indicator
of profitability. , ’

The mcthodology adopted in this paper draws considcrably from -Hussain and
Thirlwall. Sce also Thirlwall (1986) for an cxchange with Nashashibi and
Clawson of the IMF. ‘

Thirlwall (1988).

Sce Ohno (op.cit) for a review of rceent theoretical and cmpirical models of
pass-through.

The movements in the rupee-dollar rate- arc analysed given the dominant share
of the US dollar in the invoicing pattem of India’s exports.  An aggregative in-
dicator such as an index of nominal cffective exchange rate should yicld similar
results. Such an  index, however, should be based on currency invoicing
weights rather than trade shares as is conventionally done.

Rangarajan C., (1991) who had a dominant influcnce on the formulation of ex-
change raie policy in India over the decade of the 1980s.  The Liberalised Ex-
chunge Rale Management System and the recent unification of exchange rates in
Indis camie into being under his stewardship.
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16. Rajiv Ranjan (1992) has revicwed studies on India’s cxport function. For an
overview of studies on import functions for India, sce Patra and Ranjan (1992),

17. Usually termed as simultancous cquation bias.

18. A commonly used variable denoting world activity is a weighted aggregate of
real income of major exporters [Nashashibi and Thirlwall (op.cit)]. Such a meca-
sure, however, is subject to crrors of aggregation especially since sensitivilics of
imports to changes in real income differ widcly across countrics. Hence, the
choice here devolves upon real world exports, a variable which closely describes
" activity with respect to international trade.

19. For an cxposition of the clasticity pessimism  view in India and recent ccono-

metric cvidence thercof, sce Sarkar (1992), Bagchi and Sarkar (1993),
H.K.Pradhan (1993) and Sarkar (1994).
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Resource Gap of the State Governments:
Measurement and Analysis

R.K. Pattnaik*, R.D. Bangar, S.M. Pillai and Rekha Sharma

The copious litcrature in respect of the Siate Government finances does not
adequaicly analyse the rcsource gap on account of over reliance on the issucs re-
lating to Centre-State financial rclations. In the present context of large fiscal im-
balunce there is a need 1o measure and analyse the resource gap of the State
Governments in a comprehensive and systematic manncr. For any meaningful study
of resource gap, it is essential to quantify the fiscal requircments, fiscal depen-
dency and fiscal stress.  The present study examines these issucs. with the help of
an alternative measure, viz., Basic Resource Gap (BRG). It is, however, pertinent
to note that this mcasure supplements and docs not supplant the existing mcasurcs.
The cmpirical findings of the Basic Resource Gap approach reveal that the fiscal
dependency ratio and fiscal stress ratio, on an average, during the 'eighties and
minctics so far have not shown any pereeptible decline. This situation not only re-
veals the vicious circle of Site Governments dependency on exogenous factors for
financing their expenditure on which they do not have any control but also exposes
the dynamic nexus between deficit and debt. The study cautions that, in future, the
budget constraints of the State Governments to meet their expenditure requirements
would be severe if concerted efforts are not undertaken by them to reduce the fis- -
cal dependency ratio and fiscal stress ratio to reasonable levels.  The study,
therefore,suggests that there is an urgent need 1o initiate budgetary reforms. in the
finances by State Governmenis as a group as well as individual level.

Introduction

In recent years the mismaich between Government expenditure and
rcvenuce has resulted in a persistent and scemingly unsustainable gap in
resources. This has not only given risc to a scvere fiscal stress but has
also made Govemment financial management an increasingly difficult task.
As a scqucl 1o this development, scrious rescarch cfforts have been un-

* The analytical framcwork of this siudy was conceplualiscd by Shri R.K.Pattnaik,
Dircctor and the study was co-authored by Sarvashri R.D.Bangar and S.M.Pillai,
Assistant Advisers and Ms, Rekha Sharma, Research Officer in the Department of
Economic Analysis and Policy of the Reserve Bank of India. The authors are
gratcful to Shri B.P.R. Vithal, Member, Tenth Finance Commission who was ex-
traordinarily kind to go through the draft and gave his valuable comments. The
authors arc indebted to Dr.A. Vasudevan for guidance and cncouragement in
finalising this study.The computatiomal assistance rendered by Shri V.P. Arya and
SmtAlka R, Purohit and sccretarial assistance of Shri R.R. Shringarpurc are thank-
fully acknowledged. Views expressed, however, arc those of the authors and not
of the instiiution to which they belong.
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dertaken in recent years to cxamine the origin, implications and policy
options in respect of resource gap of the Govemments within the analyti-
cal framework of alicrnative mcasurcs of budget dcficit.!

In the Indian context, sizeable rescarch cfforts have alrcady been ini-
tiated in the case of Central Government finances 1O mcasure and analyse
the implications of resource gap.? The rescarch cfforts that have been
undertaken in respect of the finances of State Governments mostly relate
to a budgctary transfer system which has culminated in an cnormous
body of litcraturc.> Notwithstanding this copious litcraturc, the mcasure-
ment and analysis of resource gap have not reccived adequate attention.
The rescarch cfforts that exist at present have mostly concentrated on the
issucs of -vertical and horizontal fiscal imbalances and have evaluated the
actual transfers that are being made to the State Govemments. While this
is a uscful approach 1o analysc the finances of the Statc Governments, in
the present context of large fiscal imbalance there is a need o mceasurc
and analyse the resource gap of the Statc Governments in a .com-
prchensive and systcmatic manncr. The present study is a step in this
dircction. ' :

The study is organiscd as follows: Scction I deals with the dcfinition
and mcthodology of mcasuring resource gap. Scction II discusscs the
magnitude and implication of resource gap covering the period from
1980-81 to 1993-94 as the ’‘cightics mostly rcpresented a period of
worscning fiscal performance of the States. Relevant data are culled out
from the various issucs of the articles on “Finances of the State Govern-
ments” published in the Reserve Bank of India Bullctin, While Part A of
Scction II discusses the consolidated position, Part B covers  State-wisc
- analysis. Scction III discusscs the cmerging issucs rclating to resource
gap. Concluding obscrvations arc presented in Scction 1V,

SECTION I
Measurement of Resource Gap

There is no single criterion to measure the resource gap in the Gov-
emment finances. The choice of a particular measure is, thercfore, pur-
pose specific. In the context of Indian public finance, the traditional ap-
proach  while mcasuring the resource gap takes into consideration revenue
account gap, capital account gap and overall gap. Of late, there has been
a frequent mention of the concept of Gross Fiscal Deficit (GFD) by re-
scarchers while analysing the finances of the State Govemmients; one vari-
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ant of GFD. viz., primary dcficit, which is analylically uscful to cxamine
the current operations of the Govemnment finances has recently been intro-
duced in Indian public finance. However, most of the State Govemments
have not yet introduced these two concepts  in their budget documents.
Morc recently, in the context of federal finances, the concept of own
deficit (both unadjusted and adjusted for statutory and non-statutory

transfers from the Central Govemment) has also been developed.*

Existing Measures of Resource Gap

A systematic presentation of the various mcasurcs of resource gap
is sct out in cquations 1 through 8. The cxplanatory details of the sym-
bols uscd in the cquations are sct out in Exhibit 1.

Revenue Account Gap RD= (RR - RE) (1)
Capital Account Gap CAD = (CR- CD). (2)
Overall gap (RD + CAD)= (RR- RE) +

(CR-CD) -3

[RR + CR ) - (RE + CD) ] ..(3)
Gross Fiscal Deficit (GFD) RE+[CD -(DID+RLC+RLA)]-RR A&
Net Fiscal Deficit (NFD) GFD-(LAS-RLA) | ..(5)
Primary Dclicitl (PD1) GFD - IP -6 D)
Primary Dcficit2 (PD2) GFD-(IP -IR) (6 ii)
Nect Primary Delicit (NPD) NFD-(IP-IR) (6 ii)
Primary Revenue
Balanccl (PRB1) RD - IP . (6 iv)
Primary Revenue RD - (IP-IR) w (6 V)

Balance2 (PRB2)

Own Dclficit (Not Adjus-
ted for Statutory transfecrs
from Centre) (OWNA)

Own Dcficit (Adjusted
for statutory transfers
from Centrc) (OWAD)

[(RR- SCT - GFC) + (CR-RLA - LAC)] -
[(RE - IPC) + (CD - DID-RLC)]  .(7)

[(RR - NSGFC) + (CR - RLA

- LAC)] -

[(RE - IPC)+(CD - DID - RLC)] -(8)
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EXHIBIT 1

Budgetary Operations of the State Governments - Major Heads

Revenue Account ~ Capital Account+
L. Revenue Receipts (RR) I Capital Receipts (CR)

(i+ii) (a to f)

(i) Tax Revenue (TAR) . ~ (a) Intecrnal Dcbt (ID)
@+ b Of which:

a) Stuates' own Tax ’
Revenue (OTAR) Market Loans (ML)

b) States’ Share in Central (b) Loans and Advances
Taxes (SCT) from the Centre (LAC)

(ii) Non-tax Revenue (NTR) (c) Recoveries of Louns

and Advances (RLA)
a) States’ own non-

tax Revenue (ONTR) (d) Provident Funds
, (PFs)
Of which:
interest receipts (IR) , (e¢) Rescrve Funds and

Deposits (RFD)
b) Grants from the Centre

(GEC) ' () Other Capital
(b.1 + b.2) ‘ ' Receipts (OCR)
b.l) Statutory

Grants (SGFC)
b.2) Non-statutory
Grants (NSGFC)

II. Revenue Expenditure (RE) II. Capital Disburscment(CD)
(a) Economic Scrvices (ES) (a) Capital Qutlay
(CO)

(b) Social Scrvices (SS)
(b) Loans and Advances by State

(¢) General Scrvices (GS) Governments (LAS)
Of which : '
Interest payments (IP) (c¢) Discharge of Intcrnal Dcebt
Of which : (DID)
Of which :
(i) Loans from the Centre (IPC) Discharge of Market
(ii) Market Borrowings (MB) Borrowings (DMRB)

(d) Repayment of Loans to the
Cenire (RLC)

+ Excludes Ways and Mcans Advances and Cash Balances with the State Govem-
ments since they represent financing items of the conventional budget deficit.
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The analytical advantages of Gross Fiscal Deficit, Primary Deficit and
Own Decflicit vis-g-vis the traditional mecasurcs are presented in the fol-
lowing paragraphs. Gross Fiscal Deficit (GFD) overcomes the limitation
of the traditional concepts by putting forward a mcasurcment of the total
borrowing requircments for the Statle Governments. Furthermore, the de-
composition of GFD into revenue deficit, capital outlay and nct lending
also addresses the dynamic interlinkage between revenue deficit and GFD.S
GFD, besides quantifying the cxtent to which borrowed funds arc uscd
for consumption outlays of the Govemment, also analyses the dynamic
nexus between deficit and debt. Primary Deficit  defined as non-intcrest
deficit has the advantage of cxamining the sustainability of deficit and
debt.

Howecver, the basic limitation of GFD is that it docs not bring out
the fact that there are constitutional constraints on the States’ borrowing
powers and their spending limits- arc cffectively capped by their own rev-
cnucs and support from the Centre. The Own Deficit mcasurc is  partic-
ularly significant in thc context of federal finances as it quantifics the
- extent to which the State Governments depend upon the Central Govemn-
ment to finance their expenditure requircments.

New Measures of Resource Gap

The mcasurcs outlined above although uscful (as alluded 10 carlicr),
they fail to capturc the basic issucs inherent in federal finances. This is
more so, in the present milien, when the finances of the State Govern-
ments  arc under considerable strain on account of ccrtain existing con-
straints as well as emerging developments. The cxisting extrancous factors
arc : (i) Constitutional constraints on market borrowings; and (ii) Over-
draft Regulation Scheme 1985 and 19936 The cmerging developments
arc cssentially in the form of reduced flow of resources from the Centre
on account of the ongoing fiscal stabilisation programme. Therclore, for
any mcaningful study of rcsource gap, it is cssential to quantify fiscal
requircments, fiscal dependency and fiscal stress. In view of this, an alicr-
native mecasure, viz., Basic Resource Gap (BRG) has been suggested in
this study. It is, howcver, pertinent to noic that this mcasure, supplcments
and does not supplant the cxisting mcasurcs.

The definitional cquations of BRG, considering the  sources of fi-
nance available to mcet a given size of expenditure requircments of
Stale Governments, are illustrated in cquations 9 through 11,
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~* The cxplanatory details of the symbols used in the following cquations
arc sct out in Exhibit 1. ‘
BRG, = (RE + CD) - (OTAR + ONTR) .9

BRG, = (RE + CD) - [(OTAR + ONTR ) +(ID - ML)
+ (PFS + RFD + OCR) ] ..(10)

BRG, = (RE + CD) - [(OTAR + ONTR + SCT + SGFC) +
(ID - ML) + (PFS + RFD + OCR) ] -(11)

The above mcntioned three variants of BRG reveal the cxtent to
which there is fiscal dependency on the Central Government, RBI and
other agencics once their financing items arc in order.’

Financing of Basic Resource Gap

BRG, = SCT. + GFC + CR + WMA -(12)
BRG, = SCT + GFC + ML + LAC + WMA --(13)
BRG, = NSGFC + ML + LAC + WMA -.(14)

Among the three variants of BRG, BRG, which is financed by
NSGFC + ML + LAC + WMA is analytically morc mcaningful as this
mcasure quantifics the cxtent of dependency on purcly exogenous [aclors
on which States do not have any control. As BRG, takes inlo accourt
own revenue and cxcludes all other forms of resources and BRG, tukes
into account all resources available except the non-statutory componcnt,
the extent of fiscal stress® could be quantificd by working out the ratio
of BRG, 10 BRG,.

Thus, Fiscal Stress Ratio (FSR) = BRG, ..(15)
BRG,

Assuming Total Expenditure (TE)® as the total resource requirements
(TRR), the fiscal dependency ratio (FDR) could be worked from cach
variant of BRG as follows:

FDR, = BRG, we(16)
TE

FDR, = BRG, w17
TE

FDR, = BRG, 18

it

TE
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The performance index'® ol the resource gap mecasures for the
States as a group could be worked out using the following mcthodology.

ASPIND = Z ASPE .. (19)
: n

where ASPIND = Average Performance Index of all SLalcs‘.
ASP, = Ratio of sclected resource gap 10 its pxpcndilurc'
n = Number of ycars

After normalising ASPIND to 1Y, the Statc-wisc Performance Index
(PINDP) could bc worked out as follows :

PINDP, = PIND/ASPIND e (20)

PIND, =X, .. Q1)
n

Where,

PIND, = Average performance index of the i* State
P, = Ratio of sclected resource gap to expenditure of the i* Stale.
n = Number of ycars.

The adverse effect (AE), ncutral effcct (NE) and favourable cffect
(FE) on ASPIND could be mcasurcd as follows:

AE=PINDP, > 1 e (22)
NE=PINDP, = 1 e (23)
FE = PINDP, < 1 S (24)

The analytical significance of PIND, is that the i™ Statc where
PINDP, > 1, the nced for fiscal comection is an immediale priority as it
puts adverse cffect on ASPIND.
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SECTION II
Magnitude and Implication of Resource Gap

As a prelude to the discussion on the implication of Basic Resource
Gap an overview of the dimension and impact of somc of 1hc kcy cxist-
ing mcasurcs of rcsourcc gap arc sct out beclow. :

'A. Consolidated i’osition

Revenue Deficit and Gross Fiscal
Deficit : Dynamic Interlinkages

In practice, the dynamics of budgetary operations of the Statc Gov-
crnments scldom abide- by the idcal balanced budget rules. Evidence, on
the other hand, reveals that high cost borrowed funds are used to finance
persistently large revenue deficit. The trends in the composition of GFD
revealed that the root problem in the finances of State Governments has
been the unbridied growth in revenue deficit since. 1987-88 (Table 1 and
2). It may be obscrved that during the period 1980-87, when the revenue
account was showing a surplus, the revenue expenditure was growing at
an annual ratc of 20.7 per cent. Capital disbursements mcant for creation
of incomc gencraling asscts  were, at the samc time, increasing on an
average, at a lower ratc of 12.2 per cent. Thus, the highly skewed ex-
penditure pattern has caused the unsustainability of surplus gencrated dur-
ing the first hall of the ’cightics. Furthcrmore, the growth in the non-
plan non-dcvclopmental expenditure and ncar stagnation in non-tax rcv-
cnucs have also worsened the revenuc imbalance.!?

The pattern of financing of GFD sct out in Table 3 during the pe-
riod 1980-94 indicatcs that the support from the Centre constituted (he
major source of the borrowed funds and was within the range of 42.2
per cent (1980-81) and 76.5 per cent (1985-86).

The dynamic interlinkages belween revenue deficit and gross fiscal
deficit have their incvitable consequences in the form of growing debt
problem of the State Governments, The outstanding debt of all States is
estimated to reach the level of Rs.1,58,393 crore as at end-March 1994
as against Rs.68,529 crore as at end-March 1988 and Rs.23,977 crore at
end-March 1981. This increasing debt burden has contributed to the pre-
emption of a major portion of revenue receipts in the form of interest
payments which has gone up from Rs1,226 crore or 7.5 per cent of the
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revenue receipts in 1980-81 to as high as Rs.16,860 crore or 16.8 per

cent in 1993-94 cxpericncing an annual compound growth of 22.3 per
cent.

This high and growing intcrest burden has inflicted severe pressure on
the developmental expenditures. Another dimension to the debt problem is
the emergence of a vicious circle of dynamic incfficiency in the finances
of the Statc Governments as they are forced to borrow more and more
to rcpay the past borrowings. The magnitude of debt repayment obliga-
tions has increased over the period from Rs.297 crore or 3.7 per cent of
the capital disburscments during 1980-81 to Rs.4,334 crore or 22.3 per
cent during 1993-94. The repayment obligations of such a magnitude put
severe fiscal stress on State Governments to allocate resources for 1ncomc
generating cxpcndnurcs such as capital outlay .and nct lending. -

Primary Deficit'?

‘The data on pnmary balancc arc sct out in Tables 4 and 5. The
primary rcvenue balance was financing interest payments fully during the
first half ‘of ’cightics as thcre were revenue surplus.  However, with the
cmergence of a deficit in revenue account since 1987-88, the primary
revenue balance turncd out to be inadequate to mect interest payment
obligations. The gross primary revenue balance (revenue deficit minus in-
terest payments), financed the interest payments within the range of 39-to
78 per ent during the period 1987-94 and the net primary revenue bal-
ance financed the net interest payments within the range of (-)0.5 to 63
per cent during the same period. The shortfall in the primary revenue
balance to finance intercst payments (gross as well as nct) is a scrious
fiscal problem for the State Governments as they are using the hlgh cost
borrowed funds to mect the mlcrcst obhg,auons

Statés’ ‘ Own Deficit

The own deficit measurcs, both adjusted and not adjusted for . statu-
tory transfers from the Centre, arc given in Tables 6 and 7. The own
deficit (unadjusted) which is financed by nct resources transferred to the
States from Centre and Ways and Mcans Advances by RBI (after adjust-
ing for thc cash balances) as proportion to ils expenditure remained, on
an average, around 39 per cent during the period 1980-87. This propor-
tion declined to around 38 per cent during the period 1987-94. The ad-
justed own deficit financed by non-statutory transfers from the Centre and
Ways and Mecans Advances from RBI as proportion to its cxpenditure
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also declined by one percentage point during the” period 1987-94 from 18
per cent during the period 1980-87. Given the level of expenditure, the
one percentage point decline in both the mcasurcs of own deficit-cxpendi-
turc ratio reflects that transfer of resources to the State Governments
have suffered a setback since the fiscal 1991-92 on account of fiscal
stabilisation mcasurcs undertaken by the Centre. This is also cvident from
the trends in the proportions of nct transfer of rcsources (gross transfer
minus rcpayments and interest payments) to aggregate receipts, as it de-
clined to 58 per cent in the post-fiscal stabilisation programme (1991-94)
from 61 per cent during the period 1980-91. Similarly, the nct non-statu-
tory transfcer of rcsources as proportion to aggregale reeeipts declined to
about 18 per cent from 21 per cent during the samc period.

Basic “Resource:Gap

The details of three variants of basic resource gap arc sct out in
Tables 8,9 and 10 which show that, on an average, during the period
1980-87 ‘BRG,, BRG, and BRG, as proportions 10 their respective expen-
diturcs rcmaincd around 56 per cent, 46 per cent and 28 per cent, re-
spectively. During the period 1987-94, FDR, (BRG/TE) declined by one
percentage point to S5 per cent mainly on account of rcduced transfers
from the Centre. On the other hand, FDR,(BRG,/TE) incrcased by one
percentage point to 47 per cent on account of increased rcliance on mar-
ket borrowings. FDR, (BRG,/TE), however, remained constant, implying
thereby a ncar stagnation in the States dependence on exogenous sources
for financing their cxpenditures. This trend is also evident in the fiscal
stress ratio (FSR) (.e. BRG,/BRG,) which increascd by onc percentage
point to 51 per cent on an average during the period 1987-94 (Table
17). This has two broad implications: (a) large rcliance on rcsources on
which States do not have statutory control, and (b) lack of concerted
cfforts by the State Govemments cither 1o cnhance their own resources or
to reduce cxpenditures.

B. Statewise I’osition”k
Revenue Deficit and Gross Fiscal Deficit

The profile of revenue deficit and gross fiscal deficit which arc indi-
cated in Tables 12 and 13 reveals that over the period the States with
deficit in their accounts have increased in numbers. As a conscquence,
the State-wisc revenue deficit-cxpenditure ratio which, on an average, was
around 12 per cent at maximum during the period 1980-87 incrcascd to
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about 18 per cent during the period 1987-1994. The State-wise fiscal
deficit-cxpenditure ratio remained about on an average at 33 per cent
during 1987-1994.. The ncar stagnation in the GFD-cxpenditure ratio,
while the revenue deficit-cxpenditure was on the rise would indicate  that
there have been cutbacks in capital disburscments by  State Govermnments.

Primary Revenue Balance

The vicious cycle of revenue deficit-GFD-interest payments led to a
situation, particularly during the period 1987-94 where financing of inter-
cst payments (gross and/or net) was rendered difficult for most of the
State Govermments (Table 14). On an average, 15 States could not fi-
nance their gross interest payments from the revenucs during the period
1987-94 as comparcd with 7 States during the earlicr period, 1980-87.
Similarly, 15 Siates could not mect fully their net interest payments from
their revenues during the period 1987-94 as against 6 Stalcs during the
period 1980-87.

States' Own Deficit

The summary of State-wise details on own deficit is sct out in Table
15. On an avcrage, in both the periods (i.c. 1980-87 and 1987-94), the
own deficit (unadjusted)-expenditure ratio of 15 State Govemments was
higher than the all States' ratio while in the case of adjusicd one, the
number increascd from 11 to 14 (Table 15). The proportion with regard
to the former at maximum remained at 96 per cent and 64 per cent for
the latter which were significantly higher than the all States' average of
39 per cent and 18 per cent, respectively, during the first period. Given
the cxpenditure levels of respective State Governments, the average pro-
portions at maximum during the sccond period (1987-94) though declined
to 90 per cent and 53 per cent on account of rcduced transfers of re-
sources from Centre, these are significantly higher than the all States’
average of 38 per cent and 17 per cent in the case of unadjusted and
adjusted, respectively.

Basic Resource Gap

The summary position of the performance index of FDR and FSR is
given in Tables 16 and 17, respectively, which indicates that  during the
period 198794, on an average, 16 State Governments had higher FDR
than the all States' average as compared with 13-14 State Governments
during the period 1980-87. On an average, FDR, remained at a maxi-
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mum of 94 per cent in both the periods. This status quo implics that
most of the State Govemments could not manage 10 reduce their reliance
on external sources for financing their expenditures. Furthcrmore, on an
average, incrcase in FDR, at maximum 10 95 per cent from 93 per. cent
reflects the increased reliance on market borrowings. The declining trend
in respect of FDR,, on an avcrage, at maximum 80 per cent to 58 per
cent  despite increased resort to market borrowings reflects the reduced
transfers through non-statutory grants and loans {rom the Centre.

SECTION II1
Emerging Issues
Consolidated Position

Some of the issues cmerging out of the above discussion are cnumcr-
ated in the following paragraphs. One of the disquicting developments in
recent years is the persistence of large revenue deficit and pre-cmption of
high cost borrowed funds (GFD) to finance such deficit. This trend, in
turn, has resulted in a vicious cycle of incrcased borrowings lcading to a
high lcvel of debt which is scemingly unsustainable. As a corollary, inter-
est burden has grown sizcably causing a rapid surge in non-Plan non-de-
vclopmental expenditure. The substantial shortfall in primary revenuc bal-
ance to mect the interest obligations vindicates the hypothesis of
unsustainability of the present fiscal policy. Furthcrmore, given the Central
Government’s fiscal constraints in the context of stabilisation programme,
it has become incvitable that State Governments have to finance their
expenditure with reduced reliance on resource transfer from the Centre.
This issue has been explained with the measure of own deficit. Morc
cffectively, the problems in the finances of State Governments have been
cvaluated by the Fiscal Dependency Ratio (FDR) and Fiscal Stress Ratio
(FSR) with the help of Basic Resource Gap (BRG) mcasurcs.

It was found that the trends in FDR and FSR have not shown any
pereeptible decline over the years.  Once it is recognised that the State
Governments as a group should undertake concerted cfforts to rcduce
them, the onus will be on the financing items of BRG, viz., (i) non-
statutory grants from the Centre; (ii) loans and advances from the Centre;
(iii) market borrowings; and (iv) Ways and Mecans Advances from the
RBI on which the States - do not have control.

Non-statutory grants from the Centre are purpose specific and [linance
mainly the State Plan Schemces, Central Plan Schemes and Centrally
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Sponsorcd Schemes. It constituted around 44 per cent of the non-tax rev-
enuc and 15 per cent of the total revenue receipts of the States during
the ‘cightics and moved up 10 49 per cent and 16 per cent, respectively,
in the first four years of the ’ninctics. Considering this, any possible
compression of this item of transfer by the Centre would put scvere re-
source constraint on the States.

Loans and advances {rom the Centre constitutcd around S6 per cent
of the aggregate capital receipts by the States during the 'cightics and 52
per cent in the first four years of the "ninclics. Like grants, loans and
advances from Centre arc also purposc-specific to mect the capital cxpen-
diturc nceds of the Siates, such as State Plan Schemes, Central Plan
Schemes and Centrally sponsored Schemes. '

The outstanding loans from Centre account for bulk of the States’
indcbtedness. As at the end of 1993-94, out of the total indcbtedness
aggregating Rs.1,58,393 crore, loans from the Centre accounted for 65
per cent. This has led to the complaint by the Statc Governments that
their rcpayment obligations 1o the Centre arc absorbing a large and cver
increasing proportion of frcsh loans. Hence there is a demand by the
Statc Governments for relicf by way of rescheduling and write off of the
outstanding loans from the Centre. In principle, rescheduling of rcpay-
ments and writc off of dcbts arc imprudent and, thercfore, in future, re-
scheduling of the loans need to be avoided. At the same time, the terms
on which funds arc lent by the Centre to the Stalcs must be rcasonable
and cquitable. They should have rclation to the maturity period of loans
obtaincd by the Centre, rate of interest thercon, other charges, if any,
which the Centre has to bcar and the gestation period of the projects (o
be financed.!®

Loans against small savings collcctions constitute a major part of the
Central loans given-to the States. In recent years, duc to the deecleration
in the small savings collcctions, the proportion of this loan 0 the total
loans has substantially declined. The State Govemments very often suggest
conversion of these loans into loans in perpeluity. However, this may
not be desirable as it would lead to greater mismatch between the matu-
rity of small savings instruments and the rcpayment of loans against
small savings collection.

The fiscal stress could be acute if the capital outlays do not gencrale
adequate rcturns that would cnable scrvicing of  financial liabilitics and
the stress will be further aggrevated if market borrowings arc at lcss
favourable terms - higher intcrest rates and lower maturity period.
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In respect of market loans, the recent trends reveal that that the State
Governments are borrowing at a comparatively higher rates with the
shortening of the maturity periods. The situation would be worse once the
Statc Governments switch over to a market related borrowing programme.
In this context, the suggestion made in the RBI Annual Report 1992-93
merits aticntion: *“‘consideration could be given to sciting up a State Fund-
ing Corporation which would raisc funds at market related rates of inter-
cst and pass on the funds at fixed rates to the States. Before such an
institution is sct up it would be necessary to examine the [ull implications
of the burden of the subsidy as between the Centre and the States and
between States.  The modalitics of such an arrangement need to be fully
worked out between the Centre and the States before it is implemented.”

In order to tide over the mismatch in their daily reccipts and pay-
ments, RBI provides temporary accommodation in the form of Ways and
Mcans Advances (WMA) to the States with which it has agrcements.
Thus WMA limits arc intended to cover only day to day fluctations and
any unanticipated shortfall in reccipts for meeting the disbursecments of the
Statc Governments. These . limits are, therclore, not be regarded as
supplementary resources for the States to finance their resource gap. On
the recommendations of the Sarkaria Commission and keeping in view the
pressure on the finances of State Governments with cffect from November
1, 1993 normal Ways and Mcans Advanccs and Spccial Ways and
Mcans Advances have been fixed at 84 times and 32 times, respectively,
of thc minimum balances kept with RBI. The Overdraft Rcgulation
Scheme, 1985 and its modification with effect from November 1, 1993
rcquircs the RBI to stop payments of the State Governments which run
an overdraft for more than ten consccutive working days. Any further
rclaxation in these schemes in the immediate future may not be feasible.
This is morc so in the context of the mcasure announced in the Central
Govemnment  Budget for 1994-95 regarding the sale of fresh Government
papers in the market by the RBI if the increase in ad hoc Treasury Bills
exceeds Rs.9,000 crore for more than ten continuous working days at any
time during the yecar.V

In future, the budget constraints of the Stale Governments to meet
their expenditure requirements would be severe if conceried cfforts would
not be undertaken by them to reduce the Fiscal Dependency Ratio (FDR)
and Fiscal Stress Ratio (FSR) to rcasonable levels. There is, thercfore, @n
urgent need 1o initiatc budgetary reform in the finances of State Govern-
ments as a group as well as at the individual level.
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State-wise Position

Using the mcthodology of pcrformance index discussed in Section 1,
the States are ranked on the basis of their performance in the resource
gap. The sclect indicators for the purpose arc revenue deficit-expenditure
ratio, gross fiscal deficit-cxpenciture ratio, three variants: of fiscal
dependency ratio and fiscal stress ratio. The details of these are. presented
in Tables 18 through 26. For analytical convenicnce, the State Govemn-
ments arc broadly catcgorized into special category States and non-special
calcgory Statcs. The rank profilc- and rank frequency distribution are sct

out in Tablcs 24 and 25, rcspectively. -

Once it is recognised that the State Governments as a - group should
initiate budgetary reforms’® to improve the cfficiency of resource use, rc-
duce the sizc of non-Plan non-developmental cxpenditure and augment the
resource base, it is instructive 1o analysc the performance index of indi-
vidual states. The State whose performance index is relatively poor .
(PIND, > 1) puts scvere pressurc on all States’ performance index
(ASPIND). As it is cvident from the rank frequency distribution, poor
performance by and large in almost all the indicators in both the time
periods arc cvident in the case of Orissa, Punjab, Uttar Pradesh, West
Bengal and Bihar. The Statc Govemments whose dependency ratios and
stress ratios arc very high arc Orissa, Bihar, Uttar Pradesh, West Bengal,
Rajasthan and Haryana. These Stales would nced to undertake . budgetary
rcforms on a priority basis. Special category States whose performance
index is poor vis-a-vis the all States position in respect of FDR, and
FSR are Sikkim, Manipur, Mcghalaya, Assam, Arunachal Pradcsh,
Jammu and Kashmir and Himachal Pradcsh.

SECTION 1V
Concluding Observations

Given the long cxpericnce in India under a system of fedaralism,
most of the rescarch cfforts with respect to finances of State Governments
concentrated more on the nommative aspects of fiscal federalism. The dis-
cussions, thercfore, mostly rclicd heavily on the issues rclating to the fi-
nancial rclation between Centre and States, Finance Commission and
States, and Planning Commission and States. As such, adequate attention
has not been paid to the issucs rclating to sclf-gencrating revenue sources,
fiscal dependency of the States and fiscal stress of the States from the
dimension of a resource gap. The present study discusscs these issucs
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under an analytical framework of a revenue and expenditure dimension of
the resource gap.

It is rccogniscd that the persistence of revenue deficit and the financ-
ing of the samc by the high cost borrowed funds is at the root of the
problem. This has created a situation of high borrowings resulling in high
interest payments and repayment problems. Growth in indebtedness should
not causc any worry if investments yicld adequate rcturns 1o mect inter-
cst and amortisation charges. However, the poor performance of the State
owncd public cnterprises resulls in a mcagre or ncgalive rclums. As a
result, the entire burden of scrvicing the debt contracted on the cnter-
priscs’ account invariably falls on the Staic governments’ budget. While
the growing interest burden reduces the amount available for incurring
important categorics of rcvenue cxpenditure, repayment obligations reduce
the ratio of nct borrowings 1o gross borrowings. As no amortisation funds
arc cstablished in respect of Government scctor, repayment obligations
tend to cut into the plan rcsources to a substantial extent.

According 1o the Ninth Finance Commission, ‘the ultimatc solution to
the Governments debt problem lics in borrowed funds not being used for
financing revenue cxpenditure and being used cffectively and productively
for capital expenditure so as to carn rceturns and/or increase productivity
of thc cconomy resulting in incrcascd Governmental revenucs, in order
that the capital stock of the country may bc maintained intact, there
should be adequate depreciation provision or loans should be paid out of
amortisation fund'.

Given the present constraints in the resources available from exog-
cnous sources as wcell as in the sclf-gencrating or cndogenous sourccs,
there is a need o undertake fundamental reforms in the finances of the
Statc Governments. The focus should be on the expenditure as well as
revenue dimensions of the resource gap. The revenue dimension of the
resource gap through the Basic Resource Gap (BRG) analysis reveals that
the fiscal dependency ratio and fiscal stress ratio on an average during
the “cightics and ’ninctics so far have not shown any perceptible decline.
The past trends of a ncar stagnation in fiscal dependency ratio (FDR)
and fiscal stress ratio (FSR) nced 1o be corrected. Given the level of
expenditure, the necessary condition for the State Governments to reduce
fiscal dependency ratio and fiscal stress ratio is to enhance self-gencraling
tax revenues by widening the tax base and introducing tax rcform mea-
sures. They should also strive to augment sclf-generaling non-tax revenue
through upward revision of user charges on social and cconomic scrvices
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and ensurc profilable working of the Statcs’ owned public enterprises.
The sufficent condition on the part of the State govemments is to reduce
-non-Plan non-devcelopmental expenditures particularly on administrative ser-
vices along with prioritisation of expenditure requirements. One of the
important arcas of expenditure restructuring is the social services. This
would nccessitate a national debate on the role of State Governments in
financing of the social sector where the feasibility of sharing the socxal'
expenditure by the private sector could also explored.

Notes

1.

See  Buiter (1985), Blejer and Cheasty (cdited) (1993) and Prcmchand (1990
and 1993).

Scc Rangarajan et af (1989), Chellizh (1993), Annual Report, Reserve Bank of
India; 1992-93 and 199394 and Economic Survey, Government of India 1992-93
and 1993-94.

For a discussion on Survey of research on fiscal transfers see Rao’and Chelliah

(1991). Also see, Srivastava and Agarwal (1993), Sato (1992) and Thimmaiah
(1991). '

Sce Article on ‘Finances of State Governments 1993-94, Reserve Bank of
India Bulletin, Fcbruary 1994, '

The decomposition of GFD is as under:

GFD = (RR + RLA) - RE + (CD -DID - RLC)

=- RR - RE + CO + LAS - RLA (DID and RLC are netted out to-
-make the financing items on net basis)

= RD + CO +NL
Sce Exhibit 1 for explanatory details of the symbols.

Under the Overdraft Regulation Scheme 1985, State Governments were not al-
lowed to remain in overdraft with the RBI for more than scven conseculive
working days. The time iimit for the clearance of overdrafts by State Govern-
ments was enhanced from seven consecutive working days to len consecutive
working days from November 1, 1993. In the event of the non-compliance of
the sbove by any Stale, RBI would stop payments on its behalf. :

The adjusiment in data while working out the Basic Resource Gap are as fol-
lows:

(i) Financing of overall deficit has been decomposed into Cash Balances and
Ways and Mcans Advances from RBI

(ii) Cash balances and remittances (nct) have been treated as capital receipts
of the States.
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10.

11.

12.

13.

14.

15.

16.

17.

18.
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For an analytical discussion on fiscal stress see Diamond (1992) and Premchand
(1993) '

" Total expenditure is taken as a proxy for State Domestic- Product (SDP) due to
" the non-availability of consistent State-wise SDP data.

Performance index is an unweighted index designed to illustrate the Statewise
position vis-a-vis the consolidated position on select resource gap measures
which are set out in this study.

ASPIND = £ ASP =1
n

ASPIND

This deterioration has taken place in two stages - first in the Plan revenue re-

" ceipts and later on in non-Plan revenue receipts.

Net primary deficit is  analytically meaningful 1o examine the sustainability of
debt and deficit. However, since the outstanding loans and advances figures are
not rcadily available for the State Govemments, primary revenue balance has
been used in this study to capture the sustainability of revenue account.

Reserve Bank of India  Annual Report, 1991-92 and Reserve Bank of India
Bulletins March, 1993 and February, 1994.

The State-wise detailed data could be made available by the authors on request.
However, the State-wise data on select resource - gap mcasures sct out in this
Study are indicated from Tables 26 to 34.

Seec Seccond Report of Ninth Finance Commission, Government of India.

As a corrective measure, it has been proposcd in the Union Budget 1994-95 to
phase out the Government’s access to ad-hoc Trecasury bills over a period of
three ycars. It has been agreed with the Rescrve Bank that the net issue of ad-
hoc Treasury bills should not exceed Rs.9,000 crore for more than ten continu-
ous working days at any time during the year. If this happens, RBI will auto-
matically sell Treasury bills to reduce the level of ad-hoc Treasury bills (See
Reserve Bank of India, Annual Report 1993-94),

Sce Rao (1992), Reserve Bank of India Annual Report  (1991-92) and Rescrve
Bank of India Bulletins February, 1993 and March, 1994.
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Table 1 : Consolidated Gross Fiscal Deficit (GFD) of State

Governments
(Rs. crore)
Fiscal Expendi- Receipts@@ GFD GFD/
Year turc@ 2-3) Expenditure
‘ ) (per cent)
1 2 3 4 5
1980-81 20,006 16,293 3,713 18.6
1981-82 22,517 | 18,455 4,062 18.0
1982-83 26,112 21,126 4,986 19.1
1983—84 30,372 24,014 6.358 20.9
198485 35,624 27425 8199 23.0
1985-86 40,945 33,424 7,521 18.4
1986-87 47,495 38,226 19,269 19.5
1987-88 55,220 | 44,000 11,220 20.3
1988-89 62,093 50,421 11,672 18.8
1989-90 71,968 56,535 15,433 214
1990-91 85,254 66,467 18,787 220
1991-92 99,436 80,536 18,900 19.0
1992-93 111,422 91,434 19,988 17.9
(R.E.)
1993-94 124,269 100,575 23,694 19.1
(B.E.)
R.E.- Reviscd Estimates B. E.- Budget Estimates.

@ Includes revenue expenditure, capital outlay and net lending
(loans and advances minus recovery).
@@ Includes revenue receipts.
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Table 2 : Composition of Gross Fiscal Deficit of State Governments

(Rs. crorc)
Fiscal Revenue Capital - Net GFD
Ycar Surplus/ Qutlay Lending (2+3+4)
: Deficit - .
1 ' 2 3 4 5
1980-81 -1,486 3,201 1,998 3,713
_ (-40.0) (86.2) (53.8) (100.0)
1981-82° -1,380 3,589 1,853 4,062
(-34.0) (88.4) (45.6) - (100.0) -
1982-83 -888 3,719 2,155 4,986
: (-17.8) (74.6) “432) (100.0)
1983-84 =211 4,277 2,292 6,358
' (-3.3) (67.3) 36.0) (100.0)
1984-85 924 4910 2,365 - 8,199
(11.3) (59.9) (28.8) (100.0)
1985-86 -654 5,433 2,722 7,521
- (-8.7) (72.5) (36.2) (100.0)
1986-87 -170 6,277 3,162 ¢ 9,269
: (-1.8) (67.7) (34.1) (100.0)
1987-88 1,088 6,655 3477 . 11,220
©.7 (59.3) (31.0) (100.0)
1988-89 1,807 7,077 2,788 11,672
- (15.5) (60.6) (23.9) (100.0)
1989-90 3,682 7,963 3,788 15,433
(23.9) (51.6) . (24.5) (100.0)
1990-91 5,309 9,223 4,255 18,787
: - (283) (49.1) 22.6) (100.0)
1991-92 5,651 10,096 3,153 18,900 -
299 (53.4) (16.7) (100.0)
1992-93 4,117 11,132 4,739 19,988
(R.E) (20.6) - (55.7) 37 (100.0)
1993-94 4,511 12,773 6,410 23,694
(B.E.) (19.0) (53:9) 27.1) (100.0)
R.E.- Reviscd Estimalcs. B.E.- Budgct Estimates.

Note:  Figures inbrackets arc percentages 1o total borrowing requirementsor (GFD).
(-) Indicates surplus.
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Table 3 :Financing of Gross Fiscal Deficit of State Governments

(Rs. crorc)
Fiscal GFD Loans from Other* Ovcerall
Ycar (3+4+5) the Centre borrowings Surplus/
(nct) (nct) Deficit
! 2 3 4 5

1980-81 3,713 1,567 1,249 897.0
(42.2) (33.6) (24.2)

1981-82 4,062 2,000 1,042 1,020
' 49.2) (25.7) (25.1)

1982-83 4,986 2,735 1431 820
(54.9) (28.7) (164)

1983-84 6,358 3,031 2,766 561
477 (43.5) (8.8)

1984-85 8,199 3,580 3,181 1,438
‘ (43.7) (38.8) " (17.5)
1985-86 7,521 5,757 3,452 -1688 .
‘ (76.5) (45.9) (-224)

1986-87 9,269 4,786 3,816 667
' (51.6) (41.2) (7.2)

1987-88 11,220 5,832 5,323 65
, (52.0) 47.4) (0.6).
1988-89 11,672 5,818 6,234 -380
(49.8) (53.4) (-3.3)

1989-90 15433 7,917 7,355 161
‘ (51.3) 41.7) (1.0)
1990-91 18,787 9,978 - 8,881 =72
. 53.1) 47.3) -0.4)
1991-92 18,900 9,373 9,371 156

‘ (49.6) (49.6) 0.8) ~

1992-93 19,988 9,118 9,888 982
(R.E) (45.6) (49.5) 4.9)
1993-94 23,694 10,207 10,860 2,627
(B.E) 43.1) (45.8) (11.1)

RE.- Rcvised Estimates.B.E.- Budget Estimaes.
* plh'cr borrowings inter alia consist of market borrowings, loans from the financial
institutions and banks, provident funds, ctc.
(-) Indicates surplus
Note:  Figurcs in brackets arc proportion to GFD.



Table 4 : Primary Deficit and Net Primary Deficit

(Rs. crore)

Fiscal Gross Net Net Interest Interest Net Primary Deficits Net

Yecar Fiscal Lending Fiscal Payments Receipts Interest Primary

Deficit Deficit Payments 2-5) 2-7) Deficit

2-3) 5-6) 4-7)
1 2 3 4 5 6 7 8 9 10
1980-81 3,713 1,998 1,715 1,225 824 401 2,488 3,312 1,314
1981-82 4,062 1,853 2,209 1,440 817 623 2,622 3,439 1,586
1982-83 4,986 2,155 2,831 1,705 992 713 3,281 4,273 2,118
1983-84 6,358 2,292 4,066 1,963 1,171 792 4,395 5,566 3,274
1984-85 8,199 2,365 5,834 2,466 1,266 1,200 5733 6,999 4,634
1985-86 7,521 2,722 4,799 2,940 1,365 1,575 4,581 5.946 3,224
1986-87 9,269 3,162 6,107 4,101 1,688 2,413 5,168 6,856~ 3,694
1087-88 - 11,220 3477 7,743 4,898 1,947 2,951 6,322 8,269 4,792
1988-80 11,672 2,788 8.884 5.935 2.387 3,548 5,731 8,124 5,336
1989-90 15,433 3,788 11,645 7.186 2,634 4,552 8.247 10,881 7,093
1990-91 18,787 4,255 14,532 - 8,655 2,403 . 6,252 10,132 12,535 8,280
1991-92 18,900 3,153 15,747 10,944 5320 5,624 7,956 13,276 10,123
1092-03 10,088 4,739 15,249 13,446 4175 9,271 6,542 10,717 5,978

(R.E.)
' 199394 23,604 6410 17,284 16,105 4151 11,954 7,589 11,740 5330
(B.E.)

SLNIFWNYIAOD FLV.LS GH.L 40 dvD 3IN0STY

R.E.- Revised Estimates.

B.E.- Budget Estimates.
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Table 5 : Primary Revenue Balance of State Governments

(Rs. crorc)

Fiscal Revenue Interest Net  Primary Revenue Proportion to
Ycar Sur- Pay-  Interest Balance ~ Interest Payments
plus(+) ~ments  Pay- (in per cent)
Defi- ments : .
cit (-) 2-3) (29 (5/3) (6/4)

1 2 3 4 5 6 7 8
1980-81 +1,486 1,225 401  +2,711  +1,887 2213 470.6
1981-82 +1,380 1,440 623  +2.820 42003 1958 3215
1982-83 ~  +888 . 1,705 713 42,593 +1,601 152.1 224.5
1983-84 +211 1,963 792 . 42,174 41,003 1107 126.6
1984-85 924 2,466 1,200 1,542 +276 62.5 23.0
1985-86 +654 2,940 1,575 43594 42229 v122.2 1415
1986-87 +170 4,101 2413 - #4271  +2383 1041 1070
1987-88 -1088 4,898 | 2,951 43810 +1 ,863 77.8 . 631
1988-89 -1807 5,935 3,548 4,128  +1,741 . 69.6 - 49.1
1989-90 - -3682 7,186 4,552 +3,504 +870 48.8 19.1
1990-91 -5309 8,655 6,252 +3,346 +943 387 15.1
1991-92 -5651 10,944 5,624  +5293 21 48.4 0.5
1992-93 4117 13,446 9,271  +9329 45,154 69.4 55.6

(R.E)
1993-94 4511 16,105 11,954 +11594 47,443 72.0 62.3
(B.E.)

R.E.- Reviscd Estimates. B.E.- Budget Estimales.
Notc: (+) indicates Surplus and (-) indicates Deficit.
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Table 6 : States’ Own Deficit (Not Adjusted) and its Financing -
(Rs. crore)
, - Financedby ~ -
States’ States’ States’

Fiscal Own Own Own Net Tran- Overall Own Defi-

Year  Receipts@ Expendi- Deficit sfer of Sur cit/Ex-
: ture@@ (3-2) Resources plus (-)/  penditure

. from the Deficit (+)  (in per-

' Centre cent)

1 2 3 v 4 5. 6 7
1980-81 12,440 20,525 v 8,085 7,188 +897 394
1981-82 14,192 23,322 9,130 8,110 41,020 39.1

.1982-83 16,097 26,653 10,556 9,736 . 4820 .39.6

A 1983-84 19,103 30,600 11,497 10,936 +561 37.6
1984-85 21,782 35,848 14,066 12,628 +1.438 ©39.2
1985-86 24,607 40,551 - 15,944 17,632 -1688 393
1985-87 28,458 46,549 18,091 17,424 4667 38.9
1987-88 32,617 53,305 20,688 20,623 . +65 8.8
1988-89 37,141 60,146 23,005 23,385 - =380 8.2
1989-90 43,787 69,080 | 25,293 25,132 +161 36.6
1990~9i 50,454 ‘ 82,068 31,614 31,686 -1 38.5
1991-92 63,347 98,428 35,081 34,925 " +156 - 35.6
1992-93 65,553 106,740 41,187 40,205 4982 38.6
(R.E)
1993.94 73,203 116,986 43,783 41,156 +2,627 374
(B.E)

R.E.- Revised Estimates.

B.E.- Budget Estimates.

@ Receipts include aggregate receipts net of share in resources transferred to States by
the Centre in the form of taxes, grants and loans.

@@

Expenditure includes aggregate disbursements net of remittances and repayment of

loans and interest payments made by States to the Centre.



Table 7 : Adjusted Own Deficit and its Financing

(Rs. crore)
ll Financed by
Fisal  Unadj-  Sharein Non-Plan  Cash  Total  Adjusted Adjusted |
Year usted Central (Statu-  Balance & (3+4+5) Own OwnDe-I Plan Loans  Repaym-  Interest NetNon- Waysand  Total
Own Taxes tory) Cash Balance Deficit  ficiown | (non-Sta- fromthe mentof onLoans Stattory Means  (5+6)
Deficit Grants  Investment (2-6) Expen- l tutory) Centre Loans from Centre Transfer Advances
Accounts diture (in ;  Grants [(142)- {rom
' perccm)! (3+)]  RBI
1 2 3 4 5 6 7 8 : 1 2 3 4 5 6 7
1980-81 8,085 3,789 391 587 4767 3318 162 | 2231 3022 1458 787 3,008 310 3318
1981-82 9,125 4,260 332 326 4918 4207 180 | 2,394 3,372 1,373 876 3,517 695 4212
1982-83 10,557 4,633 456 1,643 6,732 3,825 144 | 2925 4,165 1430 - 1,013 4647 823 3824
1983-84 11,495 5,008 549 323 5880 5615 183 | 3,544 4903 1,871 1,196 5,380 238 5,618
1984-85 14,066 5,854 645 684 7,183 6,883 192 , 4,117 5910 2,330 1,568 6,129 754 6,883
1985-86 15946 7,260 1,060 -535 7,785 8,161  20.1 | 5262 8,368 2,611 1,706 9,313 -1,154 8,159
1986-87 18,094 87384 1,130 776 10290 7,804 168 | 5855 7,703 2,917 2,730 7911  -110 7,801
1987-88 20,689 9,660 1,322 150 11,132 9,557 179 | 6,953 9,034 3202 3,144 9,641 85 9,556
1988-89 23,004 10,736 1,179 -575 11,340 11,664.. 194 | 8481 9,937 3249 3,699 11470 195 11,665
198990 25279 13,097 -1,612 -103 14,606 10,673 155 | 6:893 11,259 3,341 4,388 10,423 264 10,687
199091 31,613 14,242 2,655 -161 16,736 14,877 18.1 | 9988 13974 3,997 5,178 14,787 90 14,877
199192 35081 16,848 2,470  -56 19,262 15819 161 12,756 13,069 3,695 6,522 15,608 212 15,820
1992.93 41,1890 20476 2,635 1,185 24296 16,893 158 115730 13,180 4,062 7,754 17,094  -203 16,891
(R.E)
199304 43,783 21,628 2,169 2,627 26424 17,359 148 ]16,720 14906 4,699 9,569 17,358 0 17358
(B.E.) ’

R.E.- Revised Estimates.

B.E.- Budget Estimates. v

(-) Indicates repayment of Ways and Means Advances.

ove
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Table 8 ; Basic Resource Gap - Variant I (BRG1) and its Financing

. . . (Rs. crore)
Fiscal Expen- Receipts BRGI1 Financing of BRGI1
Year diture (States’
Own Central Transfers Market Other Ways
Receipts) (3-2) ’ Loans Capital and
Share in Grants Loans and Total Receipts Mecans
Taxes Advances Advances
1 2 3 4 5 6 17 8 9 10 11
1980-81 22,664 9,883 12,781 3,789 2,623 3,022 9,434 317 2,721 310
1981-82 25,170 11,468 13,702 4,260 2,726 3,372 10,358 508 2,139 695
1982-83 28,742 13,112 15,630 4,633 3,382 4,165 12,180 540 3,734 -823
1983-84 133,540 14,913 18,627 5,008 4,093 5,304 14,405 740 3,245 238
1984-85 39,856 16,810 23,046 5,854 4,762 5910 16,526 1,164 4,606 754
1985-86 44,866 19,842 25,024 7,260 6,323 8,368 21,951 1,428 2,799 -1154
1986-87 52,315 22,858 29,457 8,484 6,985 7,703 23,172 1,431 5,064 -110
1987-88 . = 59,878 26,066 33,812 9,660 8,275 9,038 26,973 1,801 5,126 -85
1988-89 67,003 30,025 36,978 10,736 9,660 9,937 30,333 2,246 4,206 195
1989-90 76,781 34,931 41,850 13,097 8,505 11,258 - 32,860 2,595 6,130 264
1990-91 91,088 39,586 51,502 14,242 12,643 13,975 40,860 2,585 7,970 90
1991-92 107,930 48,462 59,468 16,847 15,226 = 13,070 45,143 3,312 10,800 212
1992-93 118,786 52,594 66,192 20,476 18,366 13,181 52,023 3,741 10,633  -203
(RE)
1993.94 131,288 60,056 . 71,232 21,628 18,890 14,906 55,424 3,899 11,908 0
(B.E)

R.E.- Revised Estimates. B.E.- Budget Estimates. -
¢) mdxcates repayment of Ways and Means Advances

SLNFWNYTAOD FLV.LS FH.L 40 dVO TDUNOSTY
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Table 9 : Basic Resource Gap -

Variant II (BRG2) and its Financing

/ .
(Rs. crorc)
Fiscal Expen- Receipts BRG2 Findncing of BRG?2
Year diture .
States’ Capital Total Central Transfers Market Ways
Own Receipts (5-2) ’ Loans and
Tax ’ - Share Grants Loans - Total Means
and in - and Advances
Non-Tax Taxes Advances
1 2 3 4 5 6 7 8 9 10 11 12
1980-81 22,664 9,883 2,721 12,604 10,060 3,789 2,623 3,022 9434 317 310
1981-82 25,170 11,468 2,139 13,607 11,563 4,260 2,726 - 3,312 10,358 508 695
1982-83 28,742 13,112 3,734 16,846 11,937 4,633 3,382 4,165 12,180 540 -823
1983-84 33,540 14,913 3,245 18,158 15,383 5,008 4,093 5304 14405 740 238
1084-85 39,856 16,810 4,606 21,416 18,440 5,854 4,762 . 5910 16,526 1,164 754
1985-86 44,866 19,842 2,799 22,641 22,225 7,260 6,323 8,368 21,951 1,428 -1154
1986-87 52,315 22,858 5,064 27,922 24,393 8,484 6,985 7,703 23,172 1,431 -110
1987-88 59,878 26,066 5,126 31,192 128,686 9,660 8,275 9,038 26,973 1,801 -85
1038-89 67,003 30,025 4,206 34,231 . 32,7172 10,736 9,660 9,937 30,333 2,246 © 195
1089.90 76,781 34,931 6,130 41,061 35,720 13,097 8,505 11,258 32,860 2,595 264
1990-91 91,088 39,586 7,970 47,556 © 43,532 14,242 12,643 13,975 40,860 2,585 90
1991.92 107,930 48,462 10,800 50,262 48,668 16,847 15,226 13,070 45,143 3,312 212
1992.93 118,786 52,504 10,633 63,227 55,559 20,476 18,366 13,181 52,023 3,741 =203
(R.E) '
1993-94 131,288 60,056 11,908 71,964 59,324 21,628 18,800 14,906 55424 3,899 0
(B.E)

R.E.- Revised Estimates.
(-) indicates repayment of Ways and Mcans Advances.

B.E.- Budget Estimates.

[42°
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Table 10 : Basic Resource Gap - Variant III (BRG3) and its Financing

(Rs. crore)
Fiscal Expen- Receipts BRG3 Financing of BRG3
Year diture !
States’ Statutory Share  Capital  Total Central Transfers Market Ways

Own Grants in Receipts (7-2) Loans  and

Tax from Taxes Non- Loans Total Means

and Centre Statutory and Advances

Non-Tax Grants Advances
1 2 3 4 5 6 7 8 9 10 11 12 13
1980-81 22,664 9,883 391 3,789 2,721 16,784 5.880 2,231 3,022 5,253 317 310
1981-82 25,170 11,468 332 4,260 2,139 18,199 6971 2304 3372 5766 508 695
1982-83 28,742 13,112 457 4,633 3,734 21,936 6,848 2925 4,165 7090 540 -823
1983-84 33,540 14,913 549 5,008 3245 23715 90826 3544 5304 8,848 740 238
1984-85 39,856 16,810 645 5854 4,606 27915 11941 4,117 5910 10,027 1,164 754
1985-86 44,866 19,842 1,060 7,260 2,799 30,961 13905 5262 8,368 13,630 - 1,428 -1154
1986-87 52,315 22,858 1,130 8,484 5,064 37536 14,779 5,855 7,703 13,558 1,431 -110
1987-88 50,878 26,066 1,322 9,660 5126 42,174 17,705 6,953 9,038 15991 1,801 -85
1988-89 67,003 30,025 1,179 10,736 4,206 46,146 20,856 8,481 9,937 18418 2,246 195
1989-90 76,781 34,931 1,612 13,097 6,130 355,770 21,010 6,893 11,258 18,151 2,595 264
1990-91 01,088 39,586 2,655 14,242 7970 64453 26,635 9,988 13,975 23,963 2,585 90
1991.92 107,930 48,462 2,470 16,847 10,800 78,579 29,350 12,756 13,070 25,826 3,312 212
199293 118,786 52,594 2,635 20,476 10,633 86,338 32,448 15,731 13,181 28912 3,741 -203
R.E. . ' ’

1(993-9)4 131,288 60,056 2,169 21,628 11,908 95,761 35,526 16,721 14,906 31,627 3,899 0
(R.E) 1

R.E.- Revised Estimates, B.E.- Budget Estimates.

(-) indicates repayments of Ways and Mean Advances.
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Table 11 : Fiscal Dependency Ratio(FDR)and Fiscal Stress Ratio(FSR) *

(In percent)

Fiscal FDRI FDR2 FDR3 FSR
Ycar
1 | 2 3 4 5

1980-81 56 44 26 46
1981-82 54 46 23 51
1982-83 54 2 2 44
1983-84 56 46 29 53
1984-85 58 46 30 52
1985-86 56 50 31 56
1986-87 56 47 28 50
1987-88 56 48 30 52
1988-89 55 49 31 56
1989-90 55 47 27 50
1990-91 57 48 29 52
1991.92 55 45 27 49
1992-93 56 47 27 49
(RE) | | |
199394 54 45 27 50
(BE.) |

R.E.- Revised Estimates.  B.E.- Budget Estimates.

3

BRG

* Fiscal Stress Ratio (FSR) = BRG

1

Fiscal Dependency Ratio (FDRs) = BRG, BRG, BRG,

1 ]

TE TE TE

Scc cquations 9, 10 and 11 for definitional details of BRG',, BRG, and BRG,, N
respectively.
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Table 14 : Interest Payments as Proportion of Primary Revenue Balance

Fiscal Numberof Numberof ASPRB1/ ASPRB2/ PRBI1i/ Range PRB2Y/ Range
Ycar States with  States with ASIP ASNIP IPi< 100  (In Percent) NIPi< 100  (In Percent)
PRBI1 PRB2  (InPercent) (In Percent) '
negative  negative , ’

1 2 3 4 5 6 7 8 9
1980-81 - 221.3 470.6 3 39.1-789 3 243-753
1981-82 - - 195.8 3215 3 110929 . 4 11.1-92.7
1982-83 1 1 152.1 2245 5 (-) 12.9-97.6 6 (-) 66.4-68:6
1983-84 2 4 110.7 126.6 7 ()121.6-62.5 5 (-) 136.2-62.5
1984-85 7 9 137.5 1770 11 (-)800.0-64.2 8 (-)1700.0-40.2
1985-86 1 3 S 1222 1415 9 ) 23-990 - 8 (-) 860.6-98.3
1986-87 1 3 104.1 107.0 9 () 26.1-99.8 8 (-) 80.0-99.0
1987-88 4 8 77.8 63.1 13 ()300.0-79.7 14 () 372.7-78.1
1988-89 2 7 69.6 49.1 15 () 11.4-98.8 16 () 43.4-97.6

1989-90 2 9 43.8 19.1 18 (-) 30.9-94.1 17 () 205.1:94.1
1990-91 5 7 38.7 15.1 18 (-) 639945 18 () 75.1-946
1991-92 2 4 48.4 -0.1 14 _ (2418928 11 (-) 167.9-92.1
1992-93 2 3 69.4 55.6 14 () 34.5-98.4 14 (-) 83.4-98.3
1993-94 1 1 720 - 62.3 12 (-} 53.7-97.90 12 () 96.297.0

PRB1 = Primary Revenuc Balance 1=Revenue Deficit minus Interest Payments (IP)

PRB2 = Primary Revenue Balance 2=Revenue Deficit minus Net Interest Payments (NIP)

ASPRB1 = All State Primary Revenue Balance 1
ASPRB2 = All Statc Primary Revenue Balance 2

SINFANYIAOD ALV.LS FHL 40 dvO FDYNOSTA
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‘Table 15 : Own Deficit as Proportion of Expenditure Ratio (per cent)

ASOWD/ASEXP OWD/EXP  Range  ADOWD/ ADOWDI/EXPi Rangein

Fiscal  in Percent ii in ASEXPin - > Percent
Year > Percent Pcrcent ASADOWD/
ASOWD/ASEXP ASEXP

1 2 3 4 5 6 7
1980-81  39.4 12 404603 160 9 19-59
1981-82  39.1 13 475970 180 12 19-57
1982-83  39.6 11 469-1278  14.0 S 16- 59
1983-84 376 12 3931099 200 13 21-86
1984-85 392 12 398851 190 11 20-77
‘1985-86  39.3 15 399957 200 13 21-53
198687 389 17 40.9-93.9 17.0 10 20 459
198788 388 15 40.4-96.6 180 . 16 20 - 58
198889 382 - 16 406942 190 15 23-54
198990  36.6 14 38.6-87.9 15.0 14 19 - 51
1990-91 385 17 399858  18.0 13 20-47
199192 356 - 15 . 381-89.7 16.0 14 17 -54
199293 386 14 38.8-89.1 16.0 14 18-56
199394 374 15~ 380-86.7 15.0 13 16-51

Column 2 gives the Own Deficit/Own Expenditure proportion for the consolidated figure of all
States.

Column 3 gives the number of States with the Own Deficit/Own Expenditure proportion higher
than Column 2.

The maximu{n and minimum range of the Own Deficit/Own Expenditure proportion for the
States for which it is higher than the consolidated figure is indicated in Column 4.

ASOWD/ASEXP = All Statc Own Deficit(unadjusted)/Expenditure Proportion.
ASADOWD/ASEXP = All Statc Own Deficit (adjustcd)/Expenditure Proportion.



Table 16 : Fiscal Dependency Ratio : A Profile

ASBRGl/ BRGIY/TEi  Range ASBRG2/ BRG2{/TEi Range ASBRG3/ BRG3{TEi  Range

Fiscal ASTE in > percent ASTEin > percent  ASTEin > per cent
Year Percent ASBRG/ Percent  ASBRG2/ Percent  ASBRG3/
ASTE ASTE ASTE
1 2 3 4 5 6 7 8 9 10
1980-81 56 14 57-83 44 14 49-76 26 13 29-59
1981-82 54 13 59-95 46 13 52-86 28 12 34-63
1982-83 54 13 56-95 42 13. 43-89 24 13 25-60
1983-84 56 12 58-95 46 12 48-87 29 ’ 13 32-85
1984-85 58 12 59-95 46 14 47-91 30 . 14 - 33.84
1985-86 56 13 59-96 50 15 51-96 31 . 14 34-88
1986-87 56 16 61-98 47 16 48-123% 28 15 31-123%*
1987-88 56 17 5795 48 16 51-89 30 16 31-58
1988-89 55 17 59-96 49 17 51-95 31 16 - 35-56
1989-90 55 16 56-94 47 16 49-102* 27 16 28-56
1990-91 67 17 68-121 57 17 63-101* 35 17 39-61
1991-92 55 16 57-93 45 , 16 4995 - 27 - 15 28-59
1992-93 56 15 5795 - 47 15 48-97 27 17 28-59
1993-94 54 15 59-94 45 16 - 48-89 27 16 29-56

Columns 2 nges the Basic Resource Gap1/Total Expenditure proportion for the consolidated position of all States.

Columns 5 gwes the Basic Resource Gap2/Total Expenditure proportion for the consolidated position of all States.

Columns 8 gives the Basic Resource Gap3/Total Expenditure proportion for the consolidated position of all States. - ' .
Columns 3,6 and 9 gwe the number of States with the BRG/TE proportion higher than Columns 2,5 and 8 respectively.

The maximum and minimum range of the BRG/TE proportion higher than the consolidated figure are indicated in Columns 4,7 and 10.

* The proportion is more than 100 due possibly to negative capital receipts.
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Table 17 : Fiscal Stress Ratio (FSR) : A Profile

Fiscal ASFSR FSRi/ASFSR Range
Year (Per cent) > 1 (Per cent)
1 2 3 4
198081 46 13 49 -72 "
1981-82 51 12 53-69
198283 44 12 46-78
198384 53 12 54-77
1984-85 52 11 53 -106
© 1985-86 56 12 57-92
1986-87 50 14 51-88
1987-88 52 15 53 - 86
1988-89 56 11 57 -84
11989-90 50 12 51-75
1990-91 52 1 53 -74
1991-92 49 11  51-68
199293 49 13 50 - 66
1993-94 50 11 52-76

ASFSR = Fiscal Stress Ratio of all States
FSRi = Fiscal Stress Ratio of i th State.
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Table 19 : Gross Fiscal Deficit(GFD) : State-wise placement in the Performance Index(PI)

PERFORMANCE INDEX RANK * PERFORMANCE INDEX RANK *
1980-87 1980-87 1987-94 1987-94
1 2 3 4 5 6 1 8 9 10 1 12
GFUPI»1 GFDPI=1 GFDPI<l  Special Non-Special Cate-| GFDPI>1  GFDPI=1 GFDPI<l  Special Non-Special Cate-
Catcgory pory Stalcs Cate ory States
JK Pun, WB = (1) Mah. Har, States s Pun JK Goa, TN, Nag,As, Sta%:sry s
UPR.As Ori, MPKar AP, - Ori,UPHP, Nil MahMP Har,
Ra;.Guj, TN.HPMan, 1 JK 1t Pun 9 Har | GujKerBih, Tri,Kar, AP, 1JK 1 Pun 10 TN
Bih = () Tri.SikNag, 2 As 2 UP 10 MP | RajWB=(11) Sik.Mcg.Man, 2 HP 2 Goa 11 Mah
Meg=(13) 3HP 3 0n 11 Kar ArpMiz=(14) 3 Nag 3 Ori 12 MP
4 Man 4 Raj 12 Ker 4 AS 4 UP 13 Har
S Trn 5 Gu 13 AP 5T 5 Ouyj 14 Kar
6 Sik 6 Bih 14 TN 6Sik 6 Ker 15 AP
7 Nag 7 WB 7 Meg 7 Bih
8 Me 8 Mah 8 Man 8 Ry
9 A 9 WB
10 Miz
bt Worked out on the basis of Performance Index according to the order of ranking. Kar : Karnataka Raj Rajasthan
AP Andhra Pradesh Ker : Kerala Sik : Sikkim
Arp Arunachal Pradesh MP Madhya Pradesh TN : Tamil Nadu
As Assam Mah : Maharashira Tri : Tripura
Bth Rihar Man : Manipur UP : Uuar Pradesh
Guoa Guoa Meg : Mecghalaya WB : West Bengal
Guj Gujarat Miz : Mizoram :
Har Haryana Nag : Nagaland
He Himachal Pradesh Ori : Orissa
K Jammu and Kashmir Pun. : Punjab
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Table 22 : Fiscal Dependency Ratio(FDR3) : State-wise placement in the Performance Index(PI)

PERFORMANCE INDEX RANK * PERFORMANCE INDEX RANK *
1980-87 1980-87 1987-94 1987-94
2 3 4 5 6 7 8 9 10 11 12

FDR3PI>1 FDR3PI=1 FDR3Pi<t Special Non-Special Cate-| FDR3PI>1 FDR3PI=1 FDR3PI<l  Special

Non-Special Cate-

Category gory Statcs Category gory States
Sik, Man, Nit AP, MP, States Sik, Arp, Nil Ker, MP, AP, States ‘
Meg, Nag, Ker, Guj, Meg, As, Guj, TN, Kar, ,
IK, AP, Tri Har, Kar, 1Sk 1 On 9Ker |} Man,Nag, Har, Mah, 1 Sik 1 Ori 10 AP
As,Ori,Raj, Mah, TN 2 Man 2 Raj 10 Guj | Tri,MizJK, =(8) 2 Ap 2 Pun 11 Guj
Bih,UP,Pun, =(8) 3 Meg 3 Bih 11 Har | On,AP,Pun, 3 Meg 3UP 12 TN
WB = (14) 4 Nag 4 UP 12 Kar | UP,Goa,Bih, 4 As 4 Goa 13 Kar
5JK 5 Pun 13 Mah | Raj,WB =(17) 5 Man 5 Bih 14 Har
6 HP 6 WB 14 TN 6 Nag 6 Raj 15 Mah
7Tri 7TAP 7T 7 WB :
8 As 8§ MP 8 Miz 8 Ker
9 JK 9 MP
10 HP
* Worked out on the basis of Performance Index according to the order of ranking. Kar : Kamataka Raj : Rajasthan
AP Andhra Pradesh Ker : Kerala Sik : Sikkim
Arp Arunachal Pradesh MP : MadhyaPradesh TN : Tamil Nadu
As Assam Mah : Maharashtra Tri : Tripura’
Bih Bihar Man : Manipur UP : Uttar Pradesh
Goa Goa Meg : Mecghalaya WB : West Bengal
Guj Gujarat Miz : Mizoram
Har Haryana Nag : Na_galand
HP Himachal Pradesh Ori : Orissa
Pun : Punjab

K

Jammu and Kashmir
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Table 23 : Fiscal Stress Ratio(FSR) : State-wise placement in the Performance Index(PI)

PERFORMANCE INDEX RANK * PERFORMANCE INDEX RANK *
1980-87 1980-87 1987-94 1987-04
1 2 3 4 5 6 7 8 9 10 1. 12
FSRPI>1 FSRPI=1 FSRPI<l  Special Non-Special Cate-{ FSRPI>1 FSRPI=1 FSRPI<1  Special Non-Special Cate-
Category gory States ’ Category gory States
Sik, HP, Mah AP, Ker, States Pun, Sik, Raj Ker, Guj, States
JK, As,Pun, =(1) Guj, Bih, As,Har,  =(1) Nag, WB,
Meg, Man, UP, Kar, 1Sk 2Pun 9Guj |Meg, Arp, Tri,JK,Mah, 1Sik 1 Pun. 10 WB
Nag,Tn, MP,TN 2 HP 2 Raj 10 Bih | OriGoa, Kar,AP Miz, 2 As 2 Har 11 Mah
Har,WB, =(8) 3JK 3Har 11 UP }|ManUP, MP,Bih, TN 3 Meg 30r 12 Kar
Ori=(13) 4 As 4 WB 12 Kar | AP=(11) =(13) 4 Arp 4 Goa 13 MP
5Meg 50r 13 MP 5 Man 5 UP 14 Bih
6 Man 6 Mah 14 TN 6 Nag 6 AP 15 TN
7 Nag 7 AP 7T 7 Rgj
8 Tri 8 Ker 8 JK 8 Ker
9 HP 9 Gyj
10 Miz
* Worked out on the basis of Performance Index according to the order of ranking. Kar : Karnataka Raj Rajasthan
AP Andhra Pradesh Ker : Kerala Sik : Sikkim
Arp Arunachal Pradesh MP : MadhyaPradesh TN : Tamil Nadu
As Assam Mah : Maharashtra Tri : Trpura
Bih Bihar Man : Manipur UP : Uttar Pradesh
Goa Goa Meg : Meghalaya WB : West Bengal
Guj Gujarat Miz : Mizoram
Har Haryana Nag : Nagaland
HP Himachal Pradesh Ori : Orissa
X Jammu and Kashmir Pun : Punjab

96¢
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Table 24 : State-wise Ranking on the basis of Perfomance Index

RD GFD FDRI FDR2 FDR3 FSR
SNo States -
Il I I Il I II I 1l I i
Non-Special Category States
1 Andhra Pradesh 4 11 13 15 9 11 7 9 7 10 7 6
2 Bihar 12 '8 6 7 2 2 2 2 3 5 0 14
3 Goa - 14 - 2 - 6 - 4 - 4 - 4
4  Gujarat 8 6 5 5 11 12 12 13 10 11 9 9
5 Haryana 14 13 9 13 13 15 14 15 11 14 3 2
6 Kamataka. 7 12 11 14 12 13 11 12 12 13 2 12
7 Kerala 2 3 12 6 7 8 8 10 9 8 8 8
8 Madhya Pradesh 13 15 10 12 6 7 6 7 8 9 3 13
9 Maharashtra 5 10 8 11 14 14 13 14 13 15 6 11
10  Orissa 3 7 3 3 1 1 1 1 1 1 5 3
11 Punjab 11 1 1 1 8 9 9 8 5 2 1 1
12 . Rajasthan 6 9 4 8 4 4 5 6 2 6 2 7
13  Tamil Nadu 10 2 14 10 10 10 10 11 14 12 14 15
14 Utar Pradesh 9 5 2 4 3 3 3 3 4 3 11 5
15 West Bengal 1 4 7 9 5 5 4 5 6 7 4 10
Special Category States . : :
1 Arunachal Pradesh - 10 = 9 - 5 - 3 - 2 - 4
2  Assam 2 -3 2 4 8 10 8 8 8 4 4 2
3 Himachal Pradesh 5 1 3 2 7 8 6 10 6 10 2 9
4 Jammu and Kashmir 1 2 1 1 6 7 7 9 5 9 3 8
5 Manipur 8 8 4 8 1 3 1 1 2 5 6 5
6 Meghalaya 7 6 8 7 4 6 2 6 3 3 5 3
7 Mizoram - 7 - 10 - 4 - 2 - 8 - 10
8 Nagaland 4 4 7 3 3 2 3 5 4 6 7 6
9 Sikkim 6 9 6 6 5 9 5 7 1 1 1 1
10 Tripura 3 5 5 5 2 1 4 4 7 7 8 7

5

Nlﬂc» : 1 represents the period 1980-87. 11 represents the period 1987-94.
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Table 25 : Rank Frequency Distribution : State-wise Performance

Non Special Catcgory States

- Special Gategory States
1-5 6-10 11-15 1.5 6-10 ‘
Tems 1 Il I H 1 It Ttems I §t I Il
RD WB Ker, Pun, TN Raj,Kar, Guj,Ori Pun,Bih, Arp,Kar, RD JK,Ass, HPJK, Sik,Mégh, Megh Miz,
On, AP, Ker,WB,UP, Guj,UP, Bih,Raj, MP Har. Har,Goa, Tri,Nag. NagAss, Mani.  ManiSik,
Muh. TN. Mah. MP. HP Tri. AP.
GFD Pun,UP, Pun,Goa, Bih,WB, Ker,Bih, Kar,Ker, Mah,MP, CFD JK,Ass, JKHP, SikNag, Sik,Megh,
On Raj, Ori, UP, Mah, Har, Raj,WB, AP, TN. Har,Kar. . HP,Mani, Nag,Ass, ~ Megh.  Mani,AP,
Guj. Guj. MP, TN. “AP. Tri Tri. Miz.
FDRI Ori Bih, Ori,Bih, MP AP, Goa,MP, Kar,Guj, APGuj, DR1  Mani,Tri, TriNag, JKHP, MeghJK,
UPRaj, UP,Goa, Ker,Pun, Ker,Pun, Har,Mah. Kar,Mah, NagMecgh, ManiMi  Ass. HP,Sik,
WH wB TN TN Har. Sik. AP. Ass.
FDR2 Ori,Bih, Ori,Bih, MPAP, Raj,MP, Kar,Guj, TN,Kar, FDR2 ManiMegh ManiMi HPJK, MeghSik,
Up,wi, UP,Goa, Ker,Pun, Pun,AP, Mah Har. Guj,Mah, Nag,Tri, AP,Tri, Ass. AssJK,
Ray. WAR. TN Ker. Har. Sik. Nag. HP.
FDR3 Ori Raj, OniPun, WR,AP, Raj,WB, Har,Kar, Guj, TN, FDR3 Sik,Mani, Sik,AP, HP,Tr, Nag,Tr,
Hih UP, UP,Goa, MP Ker, Ker, MP, Mah,TN. Kar,Har, Megh,Nag, Megh,As  Ass, MizJK,
Pun. Bih. Guj. Guj. Mah. JK. Mani. HP
SR Pun Raj, Pun,Har, AP Raj, AP Raj, UP Xar, Mah,Kar, FSR Sik,1IP,  Sik,Ass Mani,Nag, Nag,Tri,
Har, W4, Ori,Goa, Ker,Guyj, Ker,Guj, MP,TN. MP,Bih, JK,Ass, Mcgh AP Tri. JK,HP,
On. LP. Bih. Wi TN Megh. Mani. Miz
Nete: See note on Table 24
AP Andhra Pradesh Har Haryana Man Manipur Sik Sikkim
Arp ¢ Anunachal Pradesh Hp Himachal Pradesh Meg Meghalaya TN Tamil Nadu
As ¢ Assam IK Jammu and Kashimir Miz Mizoram Tri Tripura
Bih : Bihar Ker Kerala Nag Nagaland up Uttar Pradesh
Goa 1 Goa MP Madhya Pradesh Ori Orissa WB West Bengal
Guj : Gujarat Mah Maharashtra Pun Punjab

8s¢
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Table 26 : State-wise Revenue Surplus/Deficit

[Rs. crore)
1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91 1991-92 1992-93 1993-64
1 Andhra Pradesh -104 -80 -132 89 169 8 189 -37 -33 238 157 170 195 74
2 Arunachal Pradesh -39 -50 93 231 -100 -158 -168 -3
3 Assam -165 37 44 137 136 5 -61 84 62 137 144 270 -303 -153
4 Bihar -59 7 38 272 -107 <298 -346 -190 =277 34 566 885 606 318
5 Goa 1 7 -12 10 -7 10 1 -11
6 Gujarat -122 -120 -66 -139 -68 70 309 286 126 126 703 576 245 -68
7 Haryana .59 -50 -44 =76 -29 ~106 -163 -17 2 95 20 32 -17 .34
8 Himachal Pradesh -104 -2 -9 -33 -38 -108 70 -41 70 61 95 -10 78 188
9 Jammu and Kashmir 15 -3 1 46 71 -1 -42 107 64 123 91 -104 267 -144
10 Kamatzka -59  -165 -42 73 144 85 -79 111 38 147 79 179 . -105 -384
11 Kerala 28 96 =27 58 14 74 152 195 164 250 422 364 485 477
12 Madhya Pradesh ~ -118  -229 -188  -176 79 -7 -35 59 146 08 201 44 -305 -483
13 Maharashtra -121 -147 210 71 212 317 1 74 241 374 55 276 574 357
14 Manipur -41 -10 21 .25 37 70 -50 72 65 233 -89 74 96 -%0
15 Mcghalaya 30 -8 -12 24 -3 -48 -58 -66 77 -50 -42 -36 -16 -8
16 Mizoram 2 22 52 -43 -64 -157 -79 -51 -53
17 Nagaland -52 7 -6 3 -38 -61 -34 -23 -42 46 5 -6 13 -31
18 Orissa -81 28 23 0 74 60 20 75 108 105 20 188 184 36
19 Punjab -18 -63 -102 -59 9 -7 90 228 244 221 544 481 499 761
20 Rajasthan -65 234 -55 -44 76 2 60 356 219 30 -168 -49 47 245
21 Sikkim -7 -7 -13 -7 -18 -14 -32 -28 -36 -19 C-31 27 -46 44
22 Tamil Nadu -128 -82 -102 520 17 -188 -103 283 274 479 553 1,904 1,009 1,385
23 Tripura -36 -6 -16 -5 -37 -41 -42 -20 -16 7 2 -16 =27 2
24 Uuar Pradesh -183 -354 -192 106 147 -175 177 252 605 1,031 1,228 725 923 1371
25 Wost Bengal 23 88 243 206 371 -83 188 115 138 477 1,019 646 659 804
All States -1486 1379 -888 .21l 924 654 -169 1,088 1,807 3682 5310 5,651 4,117 4,512

{-) Indicates Surplus.
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Table 27 : State-wise Gross Fiscal Deficit

(Rs.Crore)

1980-81 1981-82 1982-83 1983.84 1984-84 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91 1991.92 1992-93 1993.94

1 AndhraPradesh 222 - 243 172 493 591 435 804 568 673 972 967 1,125 1321 1,366
2 Arunachal Pradesh _ 23 38 1 75 26 =20 -13 178
3 Assam -28 172 200 328 367 154 243 421 303 528 567 255 i1 406
4 Bihar 335 408 435 328 396 326 461 825 535 994 1,595 1,617 1,331 1.521
5 Goa 61 72 64 95 96 125 108 108
6 Gujarat 246 254 376 398 520 514 900 976 735 952 1,798 1,876 1,052 1,087
7 Haryana 112 102 190 133 236 230 170 216 289 393 385 375 423 454
8 Himachal Pradesh -36 57 74 58 80 35 89 129 254 226 219 224 316 430
9 Jammu & Kashmir 144 135 142 198 248 247 244 417 410 524 661 449 204 575
10 Kamataka 226 {17 - 280 287 564 550 514 518 497 625 558 918 1,043 147
11 Kerala 179 61 123 299 232 323 440 448 412 604 799 803 912 1,011
12 Madhya Pradesh 337 238 291 367 493 516 561 725 871 723 1,019 984 854 871
13 Maharashtra 464 489 552 739 1,050 1,234 1,065 1,014 1,277 1,844 1,611 1,657 2453 2,569
14 Manipur -6 28 17 26 15 -9 32 17 33 n 40 69 -1 22
15 Meghalaya -8 16 14 11 2 -8 5 0 10 31 41 72 123 163
16 Mizoram 41 -22 102 11 -3 -94 5 46 47
17 Nagaland -26 21 29 40 -6 -12 30 60 48 141 102 96 138 84
18 Orissa 135 142 212 193 329 326 372 506 550 ° 574 616 913 856 921
19 Punjab 160 178 183 263 479 566 343 963 833 909 1,242 1,150 1,179 1,497
20 Rajasthan 207 327 274 298 363 343 467 903 736 581 545 792 1,049 1,388
21 Sikkim 6 S -2 7 -1 12 1 9 11 30 20 41 42 34
22 Tamil Nadu 211 213 327 364 398 365 454 660 654 919 1,126 1,300 1,603 2,028
23 Tripura -9 25 17 34 12 15 15 62 84 89 86 94 61 156
24 Uuar Pradesh 551 452 582 1,082 1,493 1,058 1,410 1,014 1,802 2,482 3,068 2,837 3,569 3,825
25 West Bengal 290 379 498 413 338 259 587 551 579 1,055 1,634 1,144 1,208 1,483

SYFIVd TYNOISVIDO0 VIANI 0 JINVE JAYISTA

All States 3,712 4,062 4,986 6,359 8,199 7,520 9,269 11,219 11,672 15434 18,787 18,901 19,988 23,695
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Table 28 : State-wise Primary Revenue Balance (1)

{Rs.crore)

States 1980-81 1981-82 1982-83 1983-84  1984-85 1985-86  1986-87 1987-88  1988-89  1989-90 199091  1991-92  1992.93  1993.94

1 AndhraPradesh  186.00 177.00 244.00 34.00 323.00 183.00 107.00 35000  406.00 23300 43200 525.00 661.00  938.00
2 Arunachal Pradesh 50.00 8200  103.00 48.00 116.00 179.00 190.00 62.00
3 Assam 195.00 5.00 11.00  -76.00 234.00 98.00 207.00 101.00  157.00 128.00 118.00 363.00 58400  721.00
4 Bihar 166.00  91.00  86.00 222.00 73.00 520.00 628.00 53600  655.00 544.00 188.00 119.00 63500 917.00
5 Goa 20.00 26.00 28.00 16.00 31.00 47.00 60.00 83.00
6 Gujart 191.00 202.00° 166.00  256.00 78.00 118.00 -64.00 2500  266.00 34400 17200 141.00 688.00 1101.00
7 Haryana 96.00  95.00 9600 13500 52.00 204.00 296.00 167.00  159.00 111.00 22260 290.00 383.00  468.00
8 Himachal Pradesh 114.00 3400  26.00 51.00 -13.00 139.00 112.00 90.00 -1.00 27.00 15.00 158.00 114.00 38.00
9 J&K 18.00 3400  41.00 11.00 139.00 98.00 144.00 8.00 134.00 §9.00 12800  490.00 626.00  536.00
10 Kamataka 121.00 23600 12000 171.00 279.00 71.00 283.00 13700  253.00 202.00 357.00 33600 70500 1056.00
11 Kerla 18.00  153.00 88.00 34.00 135.00 53.00 25.00 18.00 80.00 43.00 -81.00 119.00 48.00  174.00
12 Madhaya Pradesh 195.00 331.00 301.00  262.00 -59.00 204.00 293.00 23200 251.00 531.00 312.00 564.00 1055.00 1341.00
13 Maharashtra 231.00 293.00 378.00 269.00 464.00 -1.00 440.00 601.00 392.00 383.00 826.00 883.00 785.00 1204.00
14 Manipur 46.00 1600  26.00 32.00 -25.00 81.00 66.00 90.00 84.00 52.00 120.00 105.00 14000  137.00
15 Meghalaya 32.00 10.00 15.00 27.00 -25.00 55.00 67.00 76.00 88.00 61.00 60.00 58.00 43.00 42.00
16 Mizoram 6.00 31.00 -39.00 45.00 65.00 190.00 92.00 78.00 85.00
17 Nagaland 55.00 11.00 12.00 5.00 -28.00 74.00 51.00 46.00 69.00 -10.00 38.00 60.00 45.00 94.00
18 Orissa 131.00 9500  57.00 96.00 175.00 66.00 152.00 13200  196.00 205.00 345.00 29300  401.00 644.00
19 Punjab §0.00 137.00 186.00  149.00 161.00 154.00 264.00 -67.00  -25.00 13.00  -21200 -120.00 -80.00  181.00
20 Rajasthan 14500 147.00 169.00  171.00 245.00 196.00 195.00 -57.00 15800  407.00 66700 66500  696.00  650.00
21 Sikkim 7.00 8.00 13.00 . 8.00 -16.00 19.00 35.00 32.00 41.00 26.00 41.00 42.00 €5.00 66.00
22 ‘Tamil Nadu 219.00 17400 203,00 179.00 129.00 350.00 302.00 -44.00 31,00 -113.00 6700 -1347.00 -259.00 -484.00
23 Tripura 39.00 10,00 21.00 1200 -31.00 52.00 55.00 43.00 37.00 35.00 36.00 66.00 89.00 64.00
24 Uuar Pradesh 340.00 531.00 407.00 148.00 485.00 496.00 366.00 94600  210.00 11.00 51.00 98500 121200 1132.00
25 West Bengal 8600  29.00 -73.00  -22.00 615.00 358.00 145.00 279.00 31100 5300 -392.00 181.00 36600 343.00
All States 2,711 2819 2,593 2,174 3,390 3,594 4,270 3,810 4,128 3,504 3345 5,294 9,330 11,593
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Table 30 : State-wise Own Deficit (Unadjusted)

. ) (Rs. crore)

States 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91 1991-92 1992-93 1993-94

1 Andhra Pradesh 569 585 636 836 1,013 1,023 1,299 1,116 1345 1,568 2,168 2,443 2,750 2,860
2 Arunachal Pradesh 156 280 250 270 308 376 408 572
3 Assam 122 345 406 564 694 811 882 1,009 1,009 1,241 1,341 1,797 1,770 1,880
4 Bihar 807 1,003 1,111 1,044 1,055 1,279 1,414 1,596 2,016 2,237 2,944 3,322 3,650 4,045
5 Goa 105 30 194 139 166 179 166 163
6 Gujant 462 454 439 550 684 754 496 1,320 981 819 880 759 L1406 1,260
7 Haryana 158 177 199 24 284 266 324 276 320 351 369 394 586 599
8 Himachal Pradesh 97 212 217 390 311 372 424 515 653 636 677 762 942 819
9 J&K 221 254 279 335 450 571 655 746 851 986 1,417 1,508 1,644 1,726
10 Kamataka 350 312 424 495 782 696 854 657 826 1,062 844 1,299 2,076 2,328
11 Kerla 312 248 302 499 481 506 728 484 646 649 1,010 1,053 1,341 1,364
12 Madhaya Pradesh 701 621 725 834 963 1,001 1,198 1,213 1,802 1,425 2,010 2,475 2,643 2,896
13 Maharashtra 730 730 818 1,057 1,284 1337 1,439 1,333 1,395 1,650 1,967 1,488 2,167 2,309
14 Manipur 70 82 184 114 151 181 225 245 287 343 362 423 386 422
15 Meghalaya 56 89 93 120 121 144 188 221 245 284 304 369 456 553
16 Mizoram 155 31 259 291 193 182 383 391 394
17 Nagaland 46 128 139 178 166 216 ;81 350 354 356 436 501 57 496
18 Orissa 378 402 635 442 631 545 . 878 857 922 1,212 1,376 1,553 2,035 2,094
19 Punjab 200 175 254 207 543 698 674 945 916 958 1,228 1,295 1,438 1,335
20 Rajasthan 445 556 502 486 445 802 916 1,382 1,199 1,107 1,599 1,661 2,221 2,547
21 Sikkim 34 39 39 43 61 79 91 106 114 105~ 111 165 212 200
22 Tamil Nadu 453 489 603 788 841 860 94 1,195 1,278 1,564 1,883 2,473 2,505 2,899
23 Tripura 70 111 112 - 138 147 192 247 315 414 366 466 552 571 676
24 UnarPradesh 1232 1358 1491 1,503 2238 2442 2371 3,013 3317 4,126 5,273 5,789 6,447 6,695
25 West Bengal 572 755 949 848 721 1,016 1,254 1,226 1,379 1,632 2,292 2,062 2,407 2,651
All States 8,085 9,125 10,557 11,495 14,066 15945 18,094 20689 23,004 25279 31,613 35081 41,189 43,783
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~ Table 31 : State-wise Own Deficit (adjusted)

. (Rs. crore)
States 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 1986-87 1987-83 1988-89 198990 1990.91 1991-92 1992-93 1993.94

i Andhra Pradesh 24526 213.37 297.24 31745 517.75 358 423.16 4424 57093 52964 887.18 1,1224 11153 1.021.6
2 Arunachal Pradesh 74.86 11175 130.84 12343 182.42 225.1 268.5 2533
3 Assam -2539 18231 13692 394.15 433.04 54398 40448 54203 609.36 717.53 725.03 1,098.3 985.8 719.3
4 Bihar 25048  281.1 3926 497.69 410.25 725.64 47233 436.2 75506 577.49 892.7 1,973 1,009.1 1,186.9
S Goa 61.27 91.66 100.56 105.09 63.36 13.1 16.7 15.6
6 Gujant 192.02 204.69 22248 324.59 346.93 39272 463.36 833.13 61228 551.38 584 419.5 4223 169.4
7 Haryana 73.64 103.79 22.88 -6.74  145.13 14766 221.27 160.6 214.78 12043  237.66 186.4 256.5 283.4
8 Himachal Pradesh  30.44 13345 1449 306.21 170.49 253.78 21524 339.09 33133  304.28 4253 355.8 386.7 408.3
9 &K 152.15 163.69 20039 249.22 285.39 351.07 397.52 366.57 562.68 53514 483.35 4171 693.2 270
10 Kamataka 110.96 127.75 138.04 1839  302.28 420.68 323.18 24573 325.25 449 42071 522.1 927.1 1147
11 Kerla 81.7 7299 62.18 281.19 236.78 88.44 17691 209.45 17003 170.12 = 44854 390.3 6352 716.2
12 Madhaya Pradesh  348.59 271.97 190.16 3987 40091 509.43 453.75 544.89 762.48 485.66 807.8 1,180.1 849 1,163.3
13 Maharashtra 337.89° 371.03 365.67 53293 724.96 815.41 856.8 756.74 802.87 840.65 1,087.46 1,118.7 773.7 536.3
14 Manipur 2498 4747 7168 104.14 81.85 111.72 108.69 121.8 16536  162.25 201.8 188.3 176.5 183.5
15 Meghalaya 215 5474 55.3 80.61 76.34 7134 10295 135.7 16493 16648  166.55 181.8 208.7 2713
16 Mizoram . 586 141.78 49.93 76.24 156.76  135.49 16.85 172.5 176.2 163.8
17 Nagaland 1038 75.66 66.28 101.94 79.58 136.1 17111 19889 196.19  138.11 186.1 201.2 173 281
18 Orissa 145.85 174.7 244.56 306.85 2299 263.67 307.94 37488 501.61 50924 750.86 604.1 895.3 1154
19 Punjab 116.16 133.61 68.9 66.3 284.99 614,94 482.14 64298 88574 754.16  986.34 817.5 885.5 890.6
20 Rajasthan 25523 360.22 1898 239.98 17639 464.73 507.12 765.64 779.27 308.79  492.37 782.1 1,008.9 1,023.5
21 Sikkim 246 22.68 27.62 37.52 59.89 55.78 68.46 75.37 83.03 81.98 77.87 95.7 134.8 130.8
22 Tamil Nadu 164.59 182.24 219.85 366.3  378.24 2902 357.88 552.87 476.03 619.41 867.72 1,000.1 995.8  960.4
23 Tripura 2732 46.34 6059 79.86 93.74 104.66 132.47 160.47 23492 177.49 21729 2242 243.2 323.8
24 Uuar Pradesh 5101  526.06 584.16 731779 1.215.84 1,141.67 682.28 1,174.42 1,620.29 1,591.91 2,577.44 27537 2,805.1 3,017.6
25 West Bengal 221.65 458.15 229.14 420.19  224.49 15099 28875 197.61 447.82 517.38 1,091.15 6519 85023 1,061.8

All Stateg 3,320.1 4,208.013,820.52 6,014.77 6,881.02 8,160.39 7,803.85 9,557.11 11,660.4 10,672.53 14,877.85 15,819.3 16,892.33 17,358.7
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Table 32 : State-wise Basic Resource Gap 1

(Rs. crore)

States 1980-81 1981-82 1982.83 1983-84  1984-85 1985.86 1986-87 1987-88 1988-89  1989-90  1990-91 199192  1992-93 1993.94
1 Andhra Pradesh 804.63 86571 86491 13126 157355 158429 2,103.11 197074 227691 266845 315655 372239 42194 45075
2 Arunachal Pradesh 204.57 320.3 294.1 35343 3544 389.64 447.2 632.8
3 Assam 42774 47032 50918 72827 89251 88187 1,077.96 138644 139974 171729 199128 198860 2423.58 2.879.1
4 Bihar 1,418.48 1,376.12 1,363.38 1,472.89 1,60545 1,895.66 2,1669 2,563.1 2,653.11 33165 43063 49531 54024 59488
5 Goa 15555 17022 1687 1957 24128  266.08 2628 2708
6 Gujarat 72529 71599 9408 1,00695 1,151.12 1,222.04 150126 21084 192902 187232 266631 287944 33338 30072
7 Haryana 254.14 26792 42006 41457  500.14  555.07 64698 61998 72046 76419 81639 88072 10761 1,189.1
8 Himachal Pradesh 202.83 22475 267.17 28241 37379 44878 50191 63571 79961 76675  897.88 207346 12749 14221
9 Jammu and Kashmir  311.71  411.36 380 4875 6114  707.03 79413 103323 1,1659 13925 17884 20055 19995 24409
10 Kamataka 62511 55742 79898 02622 1,358.80 146092 1447.27 158594 163395 196651 2,129.04 272652 30072 3,59.1
11 Kerala 41885 4791 44185 71656  817.03 1,096.12 118434 113713 127397 148187 1827.56 209586 2421.69 245044
12 Madhya Pradesh 939.97 85098 9849 1207.48 141124 160814 1850.85 215849  2547.1 244201 330123 348024 39366 4,252
13 Maharashtra L1045.13 1,201.21 1,350.88 1,712.74  2,250.89 2,378.86 2,502.06 2,525.09 3,056.74 376582 3,857.98 4309.88 5477.09 5,683.99
14 Manipur 12687 12233 1299 15003 21019 22892 27458 28769 35639 38936 4122 4972 4917 49238
15 Meghalaya 7459 8843 10321 12343 13948 16075 19869 22683 26965 29964 35067 42741 5286 6343
16 Mizoram 1708 5349 29095 27642 28539 36635  380.06 4557 4487
17 Nagaland 10976 © 120.1 14944  194.83 1816 2527 3163 4061 4192 4827 507.8 6024 8124 5917
18 Orissa 61056 55573 91298 66939 93224  994.17 123365 144731 1,62439 1,752.62 218145 2707.13 3,107.29 3,223.37
19 Punjab 17505 44876 48445 73387 99426 1,099.87  824.07 149387 140425 141565 185295 182376 2,087.6 27113
20 Rajasthan 690.88 871.87 79686 87656 106997 125079 1,603.86 224177 2,159.65 2,023.01 2,691.5 3529.16 3,564.31 4,060.01
21 Sikkim 355  36.84 3562 . 55.38 607 8713 9339 10916 13019 13497 14539  187.79 2396 2289
22 Tamil Nadu 81506 1019.8 1,112.83 141677 143574 1521.86 1,601.29 2137.8 228853 2,77991 3,11579 474717 4,117.82 461022
23 Tripura 107.19 10974 12701  166.02 1862 23746 21439 36452 45176 4869 56197 63075 654.1 7865
24 Uuar Pradesh 1,779.49 ,1824.86 2,186.06 271872 3,660.98 3,51573 47241 428069 530862 636434 830044 866531 10,1496 107214
25 West Bengal 88246 1082.99 1,269.17 125411 162854 166438 2,122.72 231088 2,353.87 2,731.35 367479 349816 47014 45683
All States 12.781.29 1,3702.3315,620.64 18,6273 2304591 25024.24 29,451.42 3381234 36,978.13 41,849.68 51,5019 59,467.82 66,192.38 71,231.53
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Table 33 : State-wise Basic Resource Gap 2

(Rs. crore)

Suates 1930-81  1981-82  1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 198990 199091 199192  1992-93 1993.94
1 Andhra Pradesh 69653  760.21 88251 1051 1,314.35 1,363.89 1,662.81 1,783.14 2,067.21 224935 295365 349859 38169 40,169
2 Arnmachal Pradesh ‘ 174.37 2848 2043 28293 3549 42004 4855 4723
3 Assam 34974 40232 35118 64677 79591 1,02587 1,09576 128534 154934 1,784.99 1,992.08 194159 242098 25175
4 Bihar 87578 967.02 1,169.48 1405.59 147685 212876 12,0904 21919 275371 31033 37544 45251 49575 5409
§ Goa ‘ 15055  186.92 1825 1844 24458 180.98 1924 2033
6 Gujarat 51799 56279 6298 72085 87372 98784 97236 16944 158492 156582 151391 154264 23119 2,105
7 Haryana 199.84 24252 21056 22637 36784 40517 59688 49508 59716 51499 66809 72672 858 9148

8 Himachal Pradesh 17923 210.55 19457 40041 32519 469.88 46141 58731 62941  646.65 83438 83206 929.3 978.5
9 Jammu and Kashmir 27271 301.66 3491 4264 5741 68263 78683  BB1.S3 10942 127701 14253 14882 18509 15901

10 Ksmata 44461 47442 54448 67052 93339 115692 111237 1,12634 131625 1,60671 1,667.34 193972 25752 29104
11 Keale 300.75 446.8 33935 63296 76253 78322 90254 91173 1,04927 114857 145076 1,724.96 204399 2,047.44
12 Machya Pradesh 77307 74938 716 1,007.48 1,05404 138564 151695 1,738.69 20991 2,107.61 261843 324324 32349 3,680.5
13 Maharashtn 81643 956.11 1,040.58 1,328.74 1,597.59 1,786.06 2,103.46 210639 235524 2,768.82 3,184.68 3753.88 381379 3,850.09
14 Manipur 12067 11093 1221 13143 16889 23702 24448 217.09 13209 34946 425 4429 4993 4714
1S Meghalaya 68.79 85.33 93.91 12053 14628 17225 199.19 23563 27725 29514 32597 37281 429.5 507.4
16 Miroam 5.9 1564 66.79-  189.65 27192 31059 36115 38046 410.5 4087
17 Nagalaind 104.16 1114 12664 17683 1784 27144 3153 3514 380.6 360.2 4603 5256 675.6 608.3
1% Orsa 50526 49223 T0938 72659 74844 84527 103285 1,139.71 1,361.49 1,579.12 2,05425 227413 2,706.09 3,000.07
19 Punjab 27945 35376 35775 48417 74306 1,030.97 88297 1,17247 1,370.35 1,282.05 1,657.05 1,540.26  1,7657  2,4886
20 Rajasthan 63278 80097 44066 72116 86587 107879 1736606 1,764.67 192875 (171541 23594 261046 3,071.01 3,24491
21 Sk YA k=) 37.42 52.28 66.7 80.83 98.59 104.96 128.89 130.37 142.69 160.59 210.8 208.2
22 Tamil Nady 501.45 6484 75733 1,023.47 1,083.94 1,190.86 132979 1,693.5 1,744.03 216631 2,583.39 299677 3,379.82 3,499.62
23 Trpura 98.59 9244 11691 14242 1864 23236 27269 320,02 409.96 4482 53157 57445 619.9 699.7
24 Utar Pradesh 1434.09 165476 1,850.96 209542 2,872.88 3,19843 31153 4,13849 473072 545194 6,888.04 7,724.01 85848 92384
28 Wagt Bengal 765.56 1,104.59 89637 1,190.41 1297.64 155148 1,842.02 202518 226327 - 2,389.65 3,080.89 3,247.96 37147 40974

All Suies 10,060.09 11,562.83 11,937.14 153825 18439.91 2222404 2439272 28,686.34 32,771.93 3571968 435322 48668.12 55358.98 59,324.03
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Table 34 : State-wise Basic Resource Gap 3

(Rs. crore)

States 1980-81 1981-82 1982-83 1983-84  1984-85 198586 1986-87 1987-88 1988-89  1989-90  1990-91  1991-92 199293 1993-94
1 Andhra Pradesh 392.83. 421.63 514.84 58571 847.76 756.8 89351 1,007.72 1,231.89 1,265.51 1,64526 2,086.59  2,184.3 22422
2 Arunachal Pradesh 100.05 15861  160.36 17074 20795  263.14 293.8 290.7
3 Assam 25144  289.22 22519  505.61 605.17  747.69  680.81  836.09 980.69 11567 131636 124549 1,597.78 16805
4 Bihar 43508 47396 633.05 797.15 810.04 122667 105067 11,1214 1498.97 146035 188441 23486 23588 2,6256 °
5 Goa 10265 14632 12545 14159  106.67 82.58 83.8 91.7
6 Gujarat 299.35 35469 38297 494.15 56752 694.36 73479 1,277.58 1,176.85 1,137.02 120618 123024 14135 12743
7 Haryana 129.62 17207 13796  136.11 27434 31778 497.65 38574 47463 35047 47973 504.22 601.2 674.9
8 Himachal Pradesh 11699 14422 1576  326.11 19892 30177 267.62  396.71 4065 38111 53175 49116 5374 580.2
9 Jammu and Kashmir 20661 217.95 2715 34382  409.49 4627 52837 54761  805.88 82624  766.64 818.7 940 8703
10 Karnataka 2459 250.66 30438 39292 63449  800.12  697.96 66823 80403 96763 98139 1,131.82 16319 18977
11 Kerala 14527 27527 15339 41855 51345 45911 54094 60517  601.11 66236 87725 1,120.66 1,333.79 1,342.94
12 Madhya Pradesh 4562 39637 3439 54481 590.24 806.6  829.13 93437 12407 1,047.27 147924 1904.04 1,653.2  2,008.6
13 Maharashtra 480.03 587.48 618.68 84323 1,067.79 1,272.74 148137 14185 1,594.28 1,743.32 207831 246258 2,309.19 2,239.49
14 Manipur 8225 - 70.87 19.41 111.16 100.31 144.35 14002 15617 - 195.99 200.62 231.33 2344 266.6 240.1
15 Meghalaya 4321 57.06 63.7 87.17 92.62 90.54 114.81 145.09 176.22 182.29 186.16 217.21 252.6 3284
16 Mizoram 59 156.4 66.79 97.79  160.38 146.86 18595 18546 192.3 185.9
17 Nagaland 59.21 83.09 7286 11941 91.98 164.72 196.1 231.73 2335 1834 24349 287.6 408 3383
18 Orissa 27932 28084 37134 479. 45323 51342 57401 70334 89825  947.86 1,299.06 1,325.93 1,592.39 1,913.87
19 Punjab 19725 261.56 258.55 339.56 621.46 858.34 72434 99694 1,184.61 1,059.27 1,37591 1,189.86 1,298.8  2,056.7
20 Rajasthan 4544 59924 21785 46646  598.69  727.52 98011 1,277.05 1,394.53 93129 1,377.13 1477.06 1,801.51 1,928.41
21 Sikkim 2548 2484 2791 42.89 64.4 56.97 71.33 80.03 90.99 93.63 99.89  112.89 154.9 151.8
22 Tamil Nadu 295.89 318.9 40029 598.5 617.12  619.99 72912 102869 1,014.85 121233 1,567.11 1,763.57 1,905.12 1,994.52
23 Tripura 60,13 5135 68.63 89.22 10942 12652 15206 18717 26246 263.43 271.97 284.45 308.8 389.9
24 Uuar Pradesh 777.96 889.65 1,028.57 1,348.6 1,879.21 1,856.07 1,65443 2,274.03 2907.69 3,097.48 425846 4,777.81 51357 56909
25 West Bengal 44543 74995 5153 75549 78747 74347 97073 1,02267 1,23539  1,356.5  1,971.8 1,804.06 21924 24883

All States 5,.879.91 6,970.87 6,847.87 9825.73 11,941.02 13,904.65 14,779.37 17,704.75 20,8562 21,009.87 26,6354 29,350.12 32447.78 35,526.23
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BOOK REVIEWS

Saving and Investment in a Global Economy, by Barry P.
Bosworth, The Brookings Institution, Washington, D.C., 1993, Pp.
xi + 188, Price : not stated '

The cmergence during the 1980s of large trade imbalances among
major industrial economics causcd a lot of public discussion. While much
of the public discussion has cmphasized microcconomic causes - specially,
what Amcricans perceive as the unfair trade practices of other countries,
Barry Bosworth’s analysis shows that the imbalances can be traced to
macrocconomic changes in saving and investment in the major industrial
cconomics. The expericnce of a large number of industrial cconomics,
treating cach as a scparate sample is cxamined.

The basic theme of the book is that the conventional model of inter-
national macrocconomics works surprisingly wecll in cxplaining cconomic
developments through the 1980s. The major principle that cmerges from
the cmpirical analysis is that cxchange rate changes arc an cffcclive
means of altering trade [lows. While variations in rcal cxchange ralcs arc
found to have powerful cffccts on trade flows, these results do not sug-
gest an integration of international markets in goods and scrvices suffi-
cicntly cnough to support a fixed cxchange ratc regime.. Without the abil-
ity to vary cxchange ratcs, the rcalignment of the trade balance to shifis
in saving - investment balances would be highly disruptive domestically,
requiring large variations in rclative rates of domestic inflation and cm-
ployment.

Much of the controversy over the causcs of cxternal current account
imbalances and their implications for cconomic policy has ariscn because
there are altermative ways of viewing the current account itself. If it is
defined as the difference between receipts (exports) and payments (im-
ports) o forcigners, for example, attention is drawn to factors that have
a dircct cffcct on trade flows, such as trade policics, rclative prices, and
domestic and forcign income growth.

The external current account can also be defined as the difference
between a nation’s saving and its domestic investment, which Icads to a
completely different set of concerns about the causes of changes in do-
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mestic saving and investment. This definition underlics the so-called twin
deficits vicw, according to which the swelling U.S. budget deficit of the
1980s and the reduction of national saving were the primary causces of
the current account deficit.

Still a third definition sces the current account as a change in a
country’s nct forcign asscts. Within the overall balance of payments, any
surplus or deficit on the current account must be matched by an equiva-
lent and offsciting financial flow on the capital side of the accounts.
Therefore, disturbances in the current account balance could be viewed as
the product of changes within capital markets. A definition that empha-
sizes the capital side of the balance of payments focuses on factors such
as differences in the levels of national interest rates, financial deregulation
and capital flight—all of which Iead investors to alter their allocations of
investments as between domestic and forcign asscts.

All the three  concepts are cqually rclevant measurcs of the current
account. Each focusses on particular aspects of a system in which
cvents in both the domestic and international cconomics intcract and influ-
ence the current account.

The Mundcll-Fleming modcl is widcly uscd as a basic analytical
framework for illustrating the role of macrocconomic policies in a global
system of interrclaled cconomics.: This indecd was outlined in the sccond
chapters of the book, which -has, besides the introduction, four chapters in
all. The Mundell-Fleming model is a dircet cxtension of IS - LM analysis
popularized by J.R. Hicks to cxaminc the delermination of aggregate de-
mand in a closcd cconomy. The two major additions to the IS - LM
type of approach arc the introduction of the real exchange raic as a de-
terminant of nct cxports and the usc of accounting requirement for bal-
ance of payments cquilibrium as a framework for inclusion of forces
that detcrmine the exchange rate.

Chapter 3 (International Trends in Saving and Investment) highlights
recent changes in the pattemn of domestic saving and investment in the
industrial countrics. It also cxamines the intemational consistency of a
varicty of explanations that have been put forth 1o explain the decline in
the raes of saving and investment. In summary there arc some regulari-
tics in the behaviour of private saving and investment that should have
strong implications for the current account balance. In particular, cpisodcs
of high output growth should be reflected in external current account
deficits, and surpluses should cmcrge during  periods of low growth,
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Such a pattern docs not cmerge on a rcgular basis, however, because of
offscuing actions of govermments to alier the public scctor saving balance.
It remains unclear whether the actions of govemments are a predictable
responsce Lo slow growth and rising unemployment in the domestic ccono-

my, or a reflection of a desire to maintain current account balance at
near zcro position.

The cffort in Chapter 4 (Exchange Rate Mcchanics : Some Empirical
Tests) has been 1o account for obscrved changes in exchange rates : this,
however, yiclded mixed results. Despite the emphasis in the current lilera-
ture on the failurc of PPP to hold in its most rigid form, differences in
the rate of domestic price inflation have a marked cffect on nominal cx-
change rate. Price level differentials had consistently significant cocffi-
cients in the cquations cxplaining the nominal cxchange rate. On the other
hand, it proved more difficult to verify the cffect of interest rate differ-
cntials on the cxchange ratc. However, the United States stood out as
providing the strongest support for orthodox cxplanations of changes in
cxchange rates. It was possible to account for a large proportion of the
variation in the US dollar’s valuc over the 1970s and 1980s, although
the sharp currency appreciation of laic 1984 and carly 1985 is not fully
explained. Many recent explanations for the difficulties cncountered in
cmpirical studics of cxchange ratcs have cmphasized the role of cvents
that alter investors’ judgement of the long run equilibrium rate. An cx-
ample is provided by the sharp variations in oil prices.

The argument in this volume is that variations in rcal exchange raics
arc an intcgral part of the process by which the external balance is re-
aligned with changed domestic balance of saving and investment. The
procéss by which changes in the domestic balance arc reflected in the
external balance, namcly, through changes in incomes and relative prices,
is cxamined in  Chapter 5 (Income and Price Elasticitics in Intcrnational
Tradc). During the ’80s it became fashionable to be an “clasticity pessi-
-mist”,. which meant providing rcasons to expect trade flows to be unre-
sponsive to changes in the relative prices of domestic vis-a-vis forcign
goods. This pessimism arose in response to the small initial adjustment in
the U.S. current account that occurred after 1985 in the face of what
was perceived to be large changes in the value of the dollar. Some,
thercfore, advocated a managed trade policy, on the ground that the
existing adjustment process was not working in view of the inscnsitivity
of exports and imports of somc countrics, such as Japan, to exchange
ratc changes. The cxpors and imports of these cconomics, it was alleged, |
arc controlled by stralcgic goals of trade policy rather than prices in the
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market. However, the final chapter provides that it is possible to account
for a large proportion of the varation in the exports of the industrial
countrics by mcans of simple regressions that emphasize changes in for-
eign demand and real cxchange ratcs. The cstimates of the price clastici-
tics arc ncarly always statistically significant; but, with long-run clasticitics
in the range of 0.5 to 1.0, they fall far short of the expected implication
that domestic and forcign-produced goods are perfect substitutes. Income
elasticitics for both exports and imports differ substantially among the
countrics under investigation. The differcnce was most pronounced on the
export side. The income elasticitics of imports arc generally above 2.0
when the activity variable is GDP. A large cocfficient is consistent with
the fact that imports have also grown more rapidly than GDP in the long
run. - However, it may be arguced that GDP which includes both tradables
and non-tradables, systematically understates the variation in the demand
for the market basket of tradables of which imporls is a component. As
an altemative, industrial production is substitutcd for GDP in the import
demand equations. With industrial production substituted for GDP, the
income elasticities are much lower.

It may not be out of place to stress that growth of any country’s
imports largely reficcts the strength of its domestic demand. Several stud-
ics confirm that the most important factor cxplaining swings in extemal
trade balances in reccnt years has not been cexchange rates, but relative
rates of growth in domestic demand. However, Bosworth has done a
good job of integratling the two perspectives on external balance, namely,
the saving-investment and price-spending approaches. The theorctical dis-
cussion along with the empirical work make this volume worthy of con-
sidcration by both academics and policy makers.

T.K. Chakrabarty*

* Dr. TK. Chakrabarty is Dircctor in the Department of Economic Analysis and
Policy.
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Indian Banking Industry : Growth and Trends in Produc-

tivity, by Jagwant Singh, Deep & Deep Publications 1993, New
Delhi 110 027, Pp. xiv + 233, Price Rs. 225

Commcrcial banking in India is undergoing a rapid transformation in
rccent ycars, cspecially following the far rcaching policy mecasurcs that
were taken after the relcase of the Narasimham commitice report. In fact,
the balance sheets have been made more transparent and banks are en-
couraged 1o improve, now than cver before, their overall efficiency, pro-
ductivity and profitability. The book under review appcaring as it docs in
these contextual circumstances would prima facie carry some inhcrent
wcakness but, spcaking objectively, the author could not have had the
current information and facts at the time of its complction. As the book’s
focus was on the period 1969 1o 1985, the author’s judgecments were
esscntially tempered by the policy ambicence of this period.

Although a substantial progress. has becen made in the understanding
and application of the concept of productivity in banking and the mea-
surcment of it in developed countrics, similar progress is conspicuously
missing in Indian banking, There were however, a few attempts in the
- past to mcasurc productivity in Indian banking. As carly as 1972 the
Banking Commission provided perhaps the first view on the subject. This
was followed by the Productivity, Efficiecncy and Profitability (PEP) Com-
mittce in 1977. It is against this backdrop, the attempt to study the pro-
ductivity aspect of Indian banking provides important clues to an un-
derstanding of the problem, notwithstanding the fact that the book under
review focuscs on this aspcct only for the period 1969-1985. The book
decals uscfully with the cross sectional and inter temporal analysis of the
public scctor banks i.c., State bank group and the 14 natdonaliscd banks

cven though it docs not cover the six banks that were nationalised in
1980.

The book uscs seventecn indicators (ratios) broadly grouped under
lIabour productivity, branch productivity and financial performance. The
ratios used were per employee and per branch deposits, credit, total eam-
ings, total cxpenditures ctc., besides, business to total expenditure, busi-
ness 1o. establishment expenditure, to mention a few. Though at times
mention was made on the total productivity, the book does not explicitly
script out as to what constitutes total productivity. The special fcature of
the book is that it mcasures productivity in rcal terms by deflating the
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current prices by developing a deflator index based on average consumer
pricc index in contrast 10 the general proclivity among scholars to use
current prices in this arca: Further, it also uscs the. T-Scale, bascd on T-
Scorcs with the following formula to skcich out the relative position
(ranking) of a particular bank among the rest of the banks at a glance.

. 10 _
T Scores = 50 '+]—'—G-- X -X)

Where o s the standard deviation of the raw scores, X is the spe-
cific score of the particular bank and X is thc mcan score.

The book comes out with interesting and revealing results. In respect
of growth, the UCO bank has bcen mentioned as the poorest performer
from all the indicators. The Bank of Maharashtra, the Allahabad Bank
and the Dena Bank have also shown poor performance. Among the good
performers, the Indian Bank and the Indian Overscas Bank had distinctly
performed well in terms of growth in productivity. Also, banks likc the
Canara Bank, the Union Bank of India, thc State Bank of India, the
Statc Bank of Hyderabad and the Syndicate Bank have shown better per-
formance. | '

The labour productivity for thc nationalised banks have been found
‘to be higher as compared with the State Bank group, both during the
time of nationalisation and in 1985. However, the difference has narrowed
down over the "years. Although the level of branch productivity for the
nationalised banks was higher in 1969, the Statc Bank group showed a
faster growth over the years. The author concludes that there was rcason-
ably good growth in terms of labour productivity and a marginal decline
in terms of branch productivity at the industry lcvel.

With the use of the T-scale, ranking of the relative position of banks
have been computed for the two points of time i.e., at the time of
nationalisation and in 1985. On this basis, thc author concludes that the
banks which made all round improvement in their productivity were the
Indian Bank, the Indian Overscas Bank, the Canara Bank and the Statc
Bank of Hydecrabad. In terms of cmployce productivity the Bank of
Baroda stood first with the Bank of India occupying the sccond position.
In terms of total productivity the Bank of Baroda and the Bank of India
maintained their first and sccond positions. In the State Bank group it
was only the State Bank of India which showed good performance.
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The onc factor which was repeatedly stated as one causing increase
or growth in income and cxpenditure was the change in lending and de-
posit ralcs by the Reserve Bank of India.  While this is an important
point, it sounds too simplistic. Considering that notwithstanding the admin-
istered interest rate regime somc banks have performed betier than the
others. The changes in the administered interest rates have wider implica-
tions for the cconomy and affect some banks more than others. This
would imply that there are also other factors, both internal and extemnal,
that influence a bank’s financial position. The bchavioural responscs of
the banks to the movements in administered interest rates arc worth
studying. This is where the author should have focused some attention to
‘gain an insight into the differing performances of banks over time and
also at different periods of time.

Though there are differences of opinion dmong the rescarchers and
practical bankers as far as the concepts of input and output in banking
~are concemed, it would have been more appropriate, if instcad of taking

busincss as output and total expenditure as input, the total camings has
been used as output to mcasurc the productivity, as such a usage is
common in the litcrature. Besides, there arc some stalcments in the book
~which appecar contradictory. The author, for cxample, while analysing the
growth in the per ecmployce ratio of cstablishment expenscs in the casc of
Statc Bank of India, says that “..there is nothing in the analysis to sug-
gest that increasc in wages neceessarily improves productivity”. In the fol-
lowing paragraph whilc analysing the ratio of ‘busincss to cstablishment
cxpenses, he argues that ...t indicalcs positive growth in the cm-
ployce productivity”. But as wages and salarics will be  part of cstablish-
ment expenscs, (it would be possible to arguc that the wages and salarics
- per se would have somc impact on productivity - whether labour or total
productivity. To the cxtent that there is no cvidence 10- show the contribu-
tion of non-labour faclors to productivity, it is possible to infer that iden-
tificd factors in so far as labour productivity is concemed and changes in
the ratio will give some clucs about the movement in the labour produc-
tivity itsclf. Again, while analysing the United Bank of India the decline
in the ratio of business to total cxpenditure was regarded by the author
as decline in productivity, but he dismisscs it as not a scrious problem
since this decline was said to have occured duc 1o incrcase in the inter-
cst rates on deposits. This howcver, cannot be a typical situation in re-
spect of United Bank of India alonc since the interest rate structure is
applicable to all banks.
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There. arc also some important omissions in the book. For instance
the priority scctor lending by the public scclor banks which is one of the
crucial aspects that influcnces banks® profitability and productivity ad-
versely has not been touched at all.

These limitations in the book as pointed out above do not dctract the
fact that it is important 10 measurc the recal productivily aspects of Indian
banking. The author has made an honest attempt in this dircction. It is
neeesary for rescarchers 10 improve analytical tools in this arca and come
out with detailed empirical studics at both macro and micro levels of the
Indian banking industry.

A.Karunagaran*

* Sh(? IA’Karunq,ar‘m is Rescarch Officer in the Department of Eumomnc Analysis
and Policy,
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