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Fiscal Position of
State Governments!

Public finances of states deteriovated in 2013-14 and 2014-15 (RE). While revenue veceipts slowed in
2013-14 as overall economic activity slackened, they were shoved up in 2014-15 by grants in aid through enhanced
transfers under ‘State Plan Schemes’. Despite higher devolution of taxes, central transfers-GDP ratio is budgeted

to decline in 2015-16 due to discontinuation of many centrally sponsoved schemes (CSSs). Expenditure vationing
measures have been budgeted to arvest the evosion in state finances in 2015-16 (BE), but adverse implications for

the quality of consolidation raise concerns.

1. Introduction

3.1 Against the backdrop of some slippages
in key deficit indicators during 2013-14 and 2014-
15 (RE), most states have budgeted for reverting
back to the path of fiscal consolidation in 2015-16
(BE). This is sought to be achieved by increasing
the surplus in the revenue account and a marginal
decline in capital outlay (as a proportion to GDP)
(Table I1.1).

2. Accounts: 2013-14

3.2  The fiscal position of states deteriorated
during 2013-14, leading to re-emergence of a

revenue deficit (RD) after a gap of three years
(Table 111.1).2The reductionin consolidated revenue
expenditure was more than offset by a reduction
in revenue receipts, reflecting the slowdown in
overall economic activity. The fiscal position of both
special category (SC) and non-special category
(NSC) states deteriorated, although the SC states
continued to post a modest surplus (Table 111.2).

3.3 The consolidated revenue receipts-GDP
ratio of states declined due to reduction in both
own revenue and central transfers (Table 111.3). In
particular, revenue from stamps and registration
fees, sales tax/value added tax (VAT) and

Table Ill.1: Major Deficit Indicators of State Governments

(Amount in ¥ billion)

ltem 2011-12 2012-13 2013-14 2014-15 (BE) | 2014-15(RE) | 2015-16 (BE)
1 2 3 4 5 6 7
Revenue Deficit -239.6 -203.2 105.6 -543.0 183.4 -537.2
(-0.3) (-0.2) (0.1) (-0.4) (0.1) (-0.4)
Gross Fiscal Deficit 1,683.5 1,954.7 2,478.5 2,950.6 3,654.6 225
(1.9) (2.0) 2.2) (2.3) (2.9) (2.4)
Primary Deficit 315.4 450.0 789.5 1,018.6 1,726.0 1,141.8
(0.4) (0.5) (0.7) (0.8) (1.4) (0.8)

BE: Budget Estimates. RE: Revised Estimates.
Note: 1. Negative (-) sign indicates surplus.
2. Figures in parentheses are percentages to GDP.

3. The ratios to GDP at current market prices are based on CSQO's National Accounts 2011-12 series.

Source: Budget Documents of state governments.

' The analysis of various fiscal indicators is in proportion to GDP, unless otherwise stated. Moreover, the analysis pertains to Final Accounts
for 2013-14, Revised Estimates for 2014-15 and Budget Estimates for 2015-16.

2 Earlier, the consolidated revenue account of states was in deficit during 2009-10.
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Table 111.2: Fiscal Imbalances in Non-Special
and Special Category States

(Per cent to GSDP)
2011- | 2012- | 2013- | 2014- | 2015-
12 13 14 15 16
(RE) (BE)

1 2 3 4 5 6
Revenue Deficit
Non-Special
Category States -0.2 -0.1 0.2 0.2 -0.3
Special Category
States -2.0 -2.0 -0.9 -0.5 -2.5
All States
Consolidated* -0.3 -0.2 0.1 0.1 -0.4
Gross Fiscal
Deficit
Non-Special
Category States 2.1 2.2 2.4 3.1 2.6
Special Category
States 2.8 2.4 3.1 6.3 3.4
All States
Consolidated* 1.9 2.0 2.2 2.9 2.4
Primary Deficit
Non-Special
Category States 0.4 0.5 0.8 1.4 0.9
Special Category
States 0.4 0.0 1.0 4.1 1.1
All States
Consolidated* 0.4 0.5 0.7 1.4 0.8
Primary Revenue
Deficit
Non-Special
Category States -1.9 -1.8 -1.5 -1.5 -2.0
Special Category
States -4.4 -4.4 -3.1 2.7 -4.8
All States
Consolidated* -1.8 -1.7 -1.4 -1.4 -1.9

*: As a ratio to GDP.
Estimates.
Note: Negative (-) sign indicates surplus.
Source: Budget Documents of state governments.

BE: Budget Estimates. RE: Revised

state excise as well as shares in central taxes
decelerated in 2013-14 from a year ago (Table
[1l.4). On the other hand, debt receipts have
increased (Table I11.3).

3. Revised Estimates: 2014-15

3.4 Latest available data show an increase
in states’ consolidated capital outlay-GDP ratio
and a deterioration in the GFD-GDP ratio in
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Table Ill.3: Aggregate Receipts of

State Governments
(Amount in ¥ billion)

Item 2012-13 | 2013-14 | 2014-15 | 2015-16
(RE) (BE)
1 2 3 4 5

Aggregate Receipts 14,508.6 | 16,262.9 | 21,490.7 | 23,415.4

(1+2) (14.6)| (14.4)| (7.2)| (16.6)

1. Revenue Receipts | 12,520.2 | 13,691.9 | 18,058.3 | 20,118.9

(a+b) (12.6)| (12.1)| (14.5)| (14.3)

a. States' Own 7,718.1| 8,449.6| 9,778.6|11,190.9

Revenue (i+ii) (7.8) (7.5) (7.8) (7.9)

i. States' Own 6,545.5| 7,124.2| 8,168.7| 9,322.1

Tax (6.6) (6.3) (6.5) (6.6)

ii. States' Own 1,172.6| 1,325.4| 1,609.9| 1,868.8

Non-Tax (1.2) (1.2) (1.3) (1.3)

b. Current Transfers | 4,802.1| 5,242.3| 8,279.7| 8,928.0

(i-+i) (4.8) (4.7) (6.6) (6.3)

i. Shareable 2,915.3| 3,182.7| 3,662.2| 4,855.2

Taxes (2.9) (2.8) (2.9) (3.4)

ii. Grants-in Aid | 1,886.8| 2,059.5| 4,617.5| 4,072.8

(1.9) (1.8) (3.7) (2.9)

2. Net Capital Receipts | 1,988.4| 2,571.0| 3,432.5| 3,296.5

(a+b) (2.0) (2.3) 2.7) (2.3)

a. Non-Debt Capital 73.7 72.6 102.1 59.8

Receipts (0.1) (0.1) (0.1) (0.0)

i. Recovery of 72.6 69.0 70.4 58.5

Loans and (0.1) (0.1) (0.1) (0.0)
Advances

ii. Miscellaneous 1.0 3.6 31.7 1.3

Capital (0.0) (0.0) (0.0) (0.0)
Receipts

b. Debt Receipts 1,914.7| 2,498.5| 3,330.4| 3,236.7

(1.9) (2.2) 2.7) (2.3)

i. Market 1,462.5| 1,635.7| 2,298.2| 2,638.0

Borrowings (1.5) (1.5) (1.8) (1.9)

ii. Other Debt 4522| 862.7| 1,0822| 598.8

Receipts (0.5) (0.8) (0.8) (0.4)

BE: Budget Estimates RE: Revised Estimates.
Note: 1. Figures in parentheses are percentages to GDP.
2. Debt Receipts are on net basis.

Source: Budget Documents of state governments.

2014-15 (RE). The increase in revenue receipts
was commensurate with the increase in revenue
expenditure resulting in an unchanged revenue
deficit from 2013-14 which, however, exceeded
the budgeted level for 2014-15.
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Table 111.4: Variation in Major ltems

(Amount in  billion)

Item 2012-13 2013-14 2014-15 2015-16
Accounts | Per cent | Accounts | Per cent RE Per cent BE Per cent
Variation Variation Variation Variation
Over Over Over Over
2011-12 2012-13 2013-14 2014-15
(RE)
1 2 3] 4 5 6 7 8 9
l.  Revenue Receipts (i+ii) 12,520.2 14.0 | 13,691.9 9.4 | 18,058.3 31.9 |20,118.9 11.4
(i) Tax Revenue (a+b) 9,460.8 16.4 | 10,306.9 8.9 | 11,830.9 14.8 | 14,177.3 19.8
(@) Own Tax Revenue 6,545.5 17.4 7,124.2 8.8 | 8,168.7 14.7 | 9,322.1 14.1
of which: Sales Tax 4,038.5 17.0 4,539.4 124 | 52185 15.0 | 5,943.3 13.9
(b) Share in Central Taxes 2,915.3 141 3,182.7 9.2 3,662.2 15.1 4,855.2 32.6
(i) Non-Tax Revenue 3,059.4 71 3,385.0 106 | 6,227.4 84.0 | 5941.6 -4.6
(a) States' Own Non-Tax Revenue 1,172.6 18.3 1,325.4 13.0 | 1,609.9 215 | 1,868.8 16.1
(b) Grants from Centre 1,886.8 1.2 2,059.5 9.2 | 46175 1242 | 4,072.8 -11.8
Il. Revenue Expenditure 12,317.0 14.6 | 13,797.5 12.0 | 18,241.6 32.2 | 19,581.7 7.3
of which:
(i) Development Expenditure 7,584.1 16.6 8,455.3 11.5 | 11,897.0 40.7 | 12,438.7 4.6
of which: Education, Sports’ Art and Culture 2,454.0 13.6 2,735.3 11.5 3,489.7 27.6 3,854.7 10.5
Transport and Communication 319.1 16.6 364.9 14.4 436.7 19.7 405.4 7.2
Power 629.4 36.8 640.9 1.8 869.1 35.6 855.3 -1.6
Relief on account of Natural Calamities 109.8 -19.8 169.4 54.2 202.2 19.4 132.4 -34.5
Rural Development 443.7 19.2 487.7 9.9 1,234.5 153.1 1,232.4 -0.2
(i) Non-Development Expenditure 4,375.7 11.4 4,909.2 122 | 5,804.4 18.2 | 6,603.9 13.8
of which: Administrative Services 960.9 11.8 1,073.0 11.7 | 1,364.1 271 1,548.4 13.5
Pension 1,447.5 13.3 1,630.9 12.7 1,866.2 14.4 2,159.7 15.7
Interest Payments 1,504.7 10.0 1,689.0 122 | 1,928.6 142 | 2,191.5 13.6
lll. Net Capital Receipts # 1,988.4 1.5 | 2,571.0 29.3 | 3,4325 33.5 | 3,296.5 -4.0
of which: Non-Debt Capital Receipts 73.7 -58.4 72.6 -1.5 102.1 40.7 59.8 -41.4
IV. Capital Expenditure $ 2,231.6 6.2 | 2,445.4 9.6 | 3,573.3 46.1 | 3,930.3 10.0
of which: Capital Outlay 1,931.8 12.8 2,205.5 14.2 | 3,320.1 50.5 | 3,679.2 10.8
of which: Capital Outlay on Irrigation and Flood
Control 497.0 6.4 507.5 2.1 646.1 27.3 710.7 10.0
Capital Outlay on Energy 185.0 -5.4 228.3 23.4 358.1 56.8 360.2 0.6
Capital Outlay on Transport 452.9 19.7 566.2 25.0 740.5 30.8 826.9 1.7
Memo Item:
Revenue Deficit -203.2 -15.2 105.6 -152.0 183.4 73.6 -537.2 -393.0
Gross Fiscal Deficit 1,954.7 16.1 2,478.5 26.8 | 3,654.6 474 | 3,333.3 -8.8
Primary Deficit 450.0 42.7 789.5 7553 1,726.0 118.6 1,141.8 -33.8

BE: Budget Estimates ~ RE: Revised Estimates.
# : Itincludes items (on net basis) such as, Internal Debt, Loans and Advances from the Centre, Inter-State Settlement, Contingency Fund, Small Savings,
Provident Funds etc, Reserve Funds, Deposits and Advances, Suspense and Miscellaneous, Appropriation to Contingency Fund and Remittances.
$ : Capital Expenditure includes Capital Outlay and Loans and Advances by State Governments.
Note: 1. Negative (-) sign in deficit indicators indicates surplus.
2. Also see Notes to Appendices.
Source: Budget Documents of state governments.

The revenue accounts of 14 states deteriorated 3.5 A sharp increase in central transfers in
while the GFD-GSDP ratio worsened in 23 states. 2014-15 reflected the year-on-year increase by
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1.3 per cent of GDP in grants from the Centre for
state plan schemes. This reflected the changing
pattern of funding for CSS.3

3.6 Revenue expenditure increased
significantly during 2014-15 on account of higher
expenditure on certain social and economic
services (Table IlI.5).* Education, sports, art and
culture and rural development received higher
disbursements. Non-development revenue

expenditure also increased, primarily due to the
increase in administrative services and pensions.

Interest payments remained unchanged in
2014-15.°
3.7 Capital outlay increased significantly in

2014-15 over the previous year. Expenditure on
social services such as education, sports, art and
culture, medical and public health, water supply
and sanitation, housing and economic services

Table lll.5: Expenditure Pattern of State Governments

(Amount in ¥ billion)

ltem 2012-13 2013-14 2014-15 2015-16
(RE) (BE)

1 2 3 4 5
Aggregate Expenditure (1+2 = 3+4+5) 14,548.6 16,243.0 21,814.9 23,512.0
(14.6) (14.4) (17.5) (16.7)
1. Revenue Expenditure 12,317.0 18,797.5 18,241.6 19,581.7
of which: (12.4) (12.2) (14.6) (13.9)
Interest payments 1,504.7 1,689.0 1,928.6 2,191.5
(1.5) (1.5) (1.5) (1.6)
2. Capital Expenditure 2,231.6 2,445.4 3,573.3 3,930.3
of which: (2.2) (2.2) (2.9) (2.8)
Capital outlay 1,931.8 2,205.5 3,320.1 3,679.2
(1.9) (2.0) (2.7) (2.6)
3. Development Expenditure 9,722.6 10,764.5 15,235.3 16,078.0
(9.8) (9.5) (12.2) (11.4)
4. Non-Development Expenditure 4,468.8 5,045.5 6,039.4 6,894.8
(4.5) (4.5) (4.8) (4.9)
5. Others* 357.2 432.9 540.3 539.2
(0.4) (0.4) (0.4) (0.4)

RE: Revised Estimates BE: Budget Estimates.

*: Includes grants-in-aid and contributions (compensation and assignments to local bodies).

Note: 1. Figures in parentheses are percentages to GDP.

2. Capital Expenditure includes Capital Outlay and Loans and Advances by State Governments.

Source: Budget Documents of state governments.

3 Starting with 2014-15 (BE), the entire financial assistance to states for CSS is being routed through the consolidated funds of states under
the head ‘central assistance to state/UT plans’. As per the Union Budget 2015-16, funds for CSS which were hitherto directly transferred to
district rural development agencies (DRDA) and independent societies are now routed through the state budgets, accounting for over 60 per

cent of the total central assistance to state/ UT plans for 2014-15(BE).

4 Revenue expenditure-GDP ratio increased by 2.4 percentage points in 2014-15(RE) over the previous year.

® Interest payments has remained at 1.5 per cent of GDP for the last four years.

19



State Finances : A Study of Budgets of 2015-16

viz., food storage and warehousing and rural
development also accelerated during the year.

4. Budget Estimates: 2015-16
Key Deficit Indicators

3.8 All key deficit indicators are budgeted
to improve in 2015-16 at the aggregate level.
The consolidated revenue account of state
governments is projected to be in surplus during
2015-16, indicative of the intent to resume fiscal
consolidation. An improvement in the revenue
account and a marginal decline in capital outlay
is expected to provide the necessary fiscal
space for a reduction in the GFD-GDP ratio by
0.5 percentage point from its level a year ago. A
reduction of 0.6 percentage point in the primary
deficit is envisaged, which is conducive for long-
run sustainability of state finances.

3.9  While 20 states have budgeted for revenue
surplus, 18 have budgeted for improvements in
their revenue accounts in terms of GSDP. The
GFD and the PD are budgeted to decline in 16
and 17 states, respectively (Table 111.6).

3.10 The FC-XIV suggested a ceiling for states’
GFD at 3 per cent of GSDP for the award period.
An additional borrowing limit of 0.25 per cent each
was allowed if (i) states’ debt-GSDP is less than or
equal to 25 per cent and/or (ii) interest payment/
revenue receipts are less than or equal to 10 per
cent. These two options can be availed by a state
either separately or simultaneously if both criteria
are fulfilled. Thus, a state can effectively have a
maximum GFD-GSDP limit of 3.5 per cent in a
year. Availing additional borrowing is contingent
upon the state recording a zero revenue deficit in

the year for which the borrowing limit has to be
fixed and the immediately preceding year.

Gross Fiscal Deficit

3.11  Market borrowings would continue to
remain the major source of financing the GFD of
states, with its share set to increase significantly.
Over the years, the contribution of public account
items like ‘deposits and advances’ and ‘suspense
and miscellaneous’ in GFD financing has declined
(Table 111.7).

Revenue Receipts

3.12 The decline in consolidated central
transfers is budgeted to counterbalance the
marginal increase in states’ own revenue receipts,
resulting in a lower revenue receipts-GDP ratio.
Despite an increase in the share of tax devolution
from 32 per cent to 42 per cent of the divisible
pool on the recommendations of the FC-XIV, the
central transfers-GDP ratio is budgeted to decline
due to the sharp reduction in grants-in-aid. This
could be an outcome of discontinuation of many
CSS schemes in the Union Budget 2015-16,
resulting in a decline of funds under the state plan
scheme.® Instead of increasing the funds available
to state governments, these changes have led to
a decline in central transfers to states by 0.3 per
cent of GDP (Chart Ill.1).

Expenditure Pattern

3.13 The consolidated revenue expenditure-
GDP ratio of state governments is budgeted to
be smaller by 0.7 percentage points due to lower
growth in its developmental component (both
social and economic services). Almost all heads

8 Consequent to the higher devolution of Union Taxes to states, the FC-XIV identified over 30 CSS to be delinked from Central support. The
Central Government, however, has proposed to continue its support to schemes which represent national priorities, legal/constitutional
obligations and are meant for the benefit of disadvantaged people in society. Consequently, eight schemes have been delinked from support

of the Centre.
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Table Ill.6: Deficit Indicators of State Governments

(Per cent)

State 2013-14 2014-15 (RE) 2015-16 (BE)

RD/ GFD/ PD/ PRD/ RD/ GFD/ PD/ PRD/ RD/ GFD/ PD/ PRD/

GSDP | GSDP | GSDP | GSDP | GSDP | GSDP | GSDP | GSDP | GSDP | GSDP | GSDP | GSDP
1 2 3 4 5 6 7 8 9 10 11 12 13
I. Non-Special Category 0.2 2.4 0.8 -1.5 0.2 3.1 1.4 -1.5 -0.3 2.6 0.9 -2.0
1. Andhra Pradesh 0.0 2.1 0.6 -1.5 2.7 3.9 2.0 0.9 1.2 3.0 1.1 -0.7
2. Bihar -1.9 24 0.8 -3.5 1.1 8.2 6.5 -0.5 -2.6 3.0 1.4 -4.2
3. Chhattisgarh 0.4 2.7 2.0 -0.3 -1.1 2.7 1.9 -2.0 -1.7 2.7 1.9 -2.5
4. Goa 0.7 2.8 0.9 -1.1 -0.1 3.5 1.5 -2.0 -0.8 52 3.2 2.9
5. Guijarat -0.6 2.4 0.7 2.4 -0.7 2.1 0.4 -2.5 -0.7 2.2 0.6 2.4
6. Haryana 1.0 2.1 0.6 -0.5 2.2 3.6 1.9 0.5 1.8 3.1 1.5 0.2
7. Jharkhand -1.6 1.3 -0.2 -3.1 -1.9 25 1.1 -3.3 -2.1 2.3 0.8 -3.6
8. Karnataka -0.1 2.8 1.5 -1.3 0.0 2.7 1.4 -1.3 -0.1 2.7 1.3 -1.6
9. Kerala 2.9 4.3 2.2 0.8 2.1 3.2 1.3 0.1 1.4 3.1 1.2 -0.5
10. Madhya Pradesh -1.4 2.3 0.8 -2.8 -1.3 2.7 1.3 -2.6 -0.9 2.8 1.4 2.3
11. Maharashtra 0.3 1.7 0.3 -1.1 0.8 2.2 0.8 -0.6 0.2 1.6 0.2 -1.3
12. Odisha -1.2 1.7 0.6 -2.3 -1.1 2.9 1.6 2.4 -1.5 3.0 1.7 -2.7
13. Punjab 2.1 2.8 0.3 -0.4 1.8 3.0 0.4 -0.8 1.6 3.0 0.5 -0.9
14. Rajasthan 0.2 2.9 1.2 -1.6 0.7 4.0 2.2 -1.1 -0.1 3.2 1.3 -2.0
15. Tamil Nadu 0.2 2.4 1.0 -1.2 0.4 2.8 13 -1.2 0.4 2.9 13 -1.1
16. Telangana - - - - -0.1 4.0 2.7 -1.4 -0.1 3.3 1.8 -1.6
17. Uttar Pradesh -1.2 2.7 0.7 -3.2 -3.3 2.9 1.0 -5.2 -3.1 2.9 1.0 -5.1
18. West Bengal 2.7 3.6 0.6 -0.3 1.3 3.0 0.3 -1.4 0.0 1.7 -0.8 -2.5
Il. Special Category -0.9 351 1.0 -3.1 -0.5 6.3 4.1 -2.7 -2.5 3.4 1.1 -4.8
1. Arunachal Pradesh -0.7 11.9 9.5 -3.0 7.7 22.8 20.5 54 |-13.1 2.9 0.3 -15.7
2. Assam -0.2 24 1.0 -1.5 2.8 8.8 7.5 1.5 -2.8 24 1.0 -4
3. Himachal Pradesh 2.0 4.9 1.9 -1.0 1.6 41 1.2 -1.2 0.0 3.1 0.3 -2.8
4. Jammu and Kashmir -0.1 5.2 1.8 -3.5 -4.0 7.5 3.7 -7.9 -3.2 6.9 3.0 7.2
5. Manipur -10.9 -1.9 -5.0 -14.0 -5.9 5.7 2.9 -8.7 -3.7 3.1 0.6 -6.2
6. Meghalaya -3.3 1.7 0.0 -5.0 -4.8 2.1 0.5 -6.4 2.7 2.8 1.2 -4.3
7. Mizoram 1.5 7.3 4.5 -1.3 7.6 16.0 13.6 5.2 -7.6 0.8 -2.4 -10.8
8. Nagaland -4.2 2.6 -0.2 -7.0 2.4 4.2 1.4 -5.2 -1.0 4.9 2.1 -3.8
9. Sikkim -7.0 0.4 -1.3 -8.7 -8.7 3.0 1.4 10.4 -3.1 3.0 1.4 -4.7
10. Tripura -6.3 -0.2 -2.4 -8.5 -7.7 4.3 2.0 10.0 -9.6 5.5 34 -11.6
11. Uttarakhand -0.9 2.2 0.5 -2.6 -1.6 2.9 1.0 -3.4 0.0 2.6 0.5 2.2
All States# 0.1 2.2 0.7 -1.4 0.1 2.9 1.4 -1.4 -0.4 2.4 0.8 -1.9
Memo ltem:
1. NCT Delhi -1.4 1.0 0.3 2.2 -1.4 0.1 -0.6 -2.0 -1.6 0.1 -0.5 2.2
2. Puducherry 0.8 2.5 0.3 -1.4 -0.4 2.1 0.0 -2.5 0.0 1.9 0.3 -1.7

BE: Budget Estimate RE: Revised Estimates.
GFD: Gross Fiscal Deficit.

Note: Negative (-) sign indicates surplus .
Source: Based on Budget documents of state governments.

RD: Revenue Deficit.
GSDP: Gross State Domestic Product.
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PRD : Primary Revenue Deficit
#: Data for All States are as per cent to GDP.

PD: Primary Deficit.
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Table 111.7: Decomposition and Financing Pattern of Gross Fiscal Deficit

(Per cent to GFD)

ltem 2012-13 2013-14 2014-15 (RE) 2015-16 (BE)
1 2 3 4 5
Decomposition (1+2+3-4) 100.0 100.0 100.0 100.0
1. Revenue Deficit -10.4 4.3 5.0 -16.1
2. Capital Outlay 98.8 89.0 90.8 110.4
3. Net Lending 11.6 6.9 5.0 5.8
4. Non-debt Capital Receipts 0.1 0.1 0.9 0.0
Financing (1 to 8) 100.0 100.0 100.0 100.0
1. Market Borrowings 74.8 66.0 62.9 79.1
2. Loans from Centre 0.9 0.2 3.2 4.3
3. Special Securities issued to NSSF/Small Savings -0.1 1.0 0.3 -1.0
4. Loans from LIC, NABARD, NCDC, SBI and Other Banks 2.7 1.9 1.6 3.4
5. Small Savings, Provident Funds, etc. &2 10.7 7.8 8.1
6. Reserve Funds 4.7 4.6 0.3 1.0
7. Deposits and Advances 15.8 11.4 5.2 -0.7
8. Others -12.0 4.1 18.6 5.7

BE : Budget Estimates. RE : Revised Estimates.
Note : 1. See Notes to Appendix Table 9.

2. 'Others' include Compensation and Other Bonds, Loans from
Settlement and Contingency Fund.

Source : Budget Documents of state governments.

of development revenue expenditure under social
and economic services are budgeted to grow

Per cent to GDP

7

Chart lll.1: Trends in Central Transfer
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Includes capital outlay and loans and advances by state governments.
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Other Institutions, Appropriation to Contingency Fund, Inter-State

at a slower pace in 2015-16 than a year ago.
There has been a decline in projected (absolute
terms) revenue expenditure for important items
such as housing, urban development, soil and
water conservation, rural development, irrigation
and flood control and energy, which is a cause
for concern. On the other hand, committed
expenditure is budgeted to marginally increase in
2015-16, primarily due to rise in pension liabilities.
The increase in committed expenditure is higher
for special category states vis-a-vis the non-
special category.

3.14 Capital is budgeted to
decelerate in 2015-16. The major concern is not
only the deceleration of developmental capital
outlay on social and economic services, but an

absolute decline in capital outlay on services

expenditure’
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Chart lll.2 : Social Sector Expenditure
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like family welfare, water supply and sanitation,
housing, food storage and warehousing, industry
and minerals and science, technology and

environment.

3.15 As a consequence, social sector
expenditure (SSE), which had increased in
2014-15, is budgeted to decline in 2015-16 in as
many as 21 states (Chart Il1l.2 and Table [I1.8).
This does not augur well for the quality of human

development.
5.Outstanding Liabilities of State Governments

3.16 The outstanding liabilities of state
governments have experienced double digit
growth since 2012-13 (Table 111.9). However
the consolidated debt — GDP ratio remains
below the target recommended by FC-XIII
for states (Table I11.10). SC states continue to
confront geographical constraints which not only
impact their expenditure through higher costs
but also inhibit their revenue raising capacity,
notwithstanding higher grants from the Centre.
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Table 111.8: Composition of Expenditure on
Social Services
(Revenue and Capital Accounts)

(Per cent to expenditure on social services)

ltem 2011- | 2012- | 2013- | 2014- | 2015-
12 13 14 15 16
(RE) | (BE)

1 2 8 4 5 6
Expenditure on Social
Services (atol) 100.0( 100.0| 100.0| 100.0| 100.0
(a) Education, Sports,

Art and Culture 47.2 46.9 46.3 441 45.6
(b) Medical and Public

Health 10.5| 10.6| 105 115 11.6
(c) Family Welfare 1.6 1.8 1.7 2.2 2.2
(d) Water Supply and

Sanitation 4.6 4.5 4.7 5.8 6.0
(e) Housing 2.7 2.9 2.8 3.6 3.2
(f) Urban Development 6.5 7.0 6.4 6.9 6.3
(9) Welfare of SCs, ST

and OBCs 7.3 7.7 7.7 7.8 7.9
(h) Labour and Labour

Welfare 0.9 1.1 1.1 1.1 1.1
(i) Social Security and

Welfare 10.6| 10.6| 112 10.2| 105
() Nutrition 34 3.2 3.2 2.9 2.8
(k) Expenditure on

Natural Calamities 2.9 2.0 2.8 2.5 1.5
(I) Others 1.7 1.8 15 1.4 1.4

RE: Revised Estimates. BE: Budget Estimates.
Source : Budget Documents of state governments.

These features of SC states impart downward
rigidities to their GFD and debt ratios.

Table 111.9: Outstanding Liabilities of
State Governments

Year Amount Annual Growth | Debt /GDP
(end-March)  billion) E—

1 2 3 &
2012 19,939.2 9.0 22.8
2013 22,102.5 10.8 22.2
2014 24,712.6 11.8 21.9
2015 (RE) 27,853.4 12.7 22.3
2016 (BE) 31,043.8 11.5 22.0

RE: Revised Estimates. BE: Budget Estimates.
Source : 1. Budget Documents of state governments.

2. Combined Finance and Revenue Accounts of the Union
and the State Governments in India, Comptroller and
Auditor General of India.

Ministry of Finance, Government of India.

Reserve Bank records.

Finance Accounts of the Union Government, Government
of India.
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Table 111.10: State-wise Debt-GSDP Position

(Per cent)

State 2012-13 2013-14 2014-15 (RE) 2015-16 (BE)

1 2 3 4 5

I. Non-Special Category States

1. Andhra Pradesh 23.0 22.9 24.0 24.0
(28.9) (28.2) (27.6)

2. Bihar 26.4 25.8 25.2 25.3
(44.6) (43.0) (41.6)

3. Chhattisgarh 13.0 14.0 15.2 15.5
(23.0) (28.5) (23.9)

4. Goa 26.5 27.2 28.9 30.6
(30.8) (29.9) (29.1)

5. Gujarat 25.7 24.6 24.2 23.3
(28.1) (27.6) (27.1)

6. Haryana 19.8 20.5 21.5 21.3
(22.7) (22.8) (22.9)

7. Jharkhand 23.1 21.9 21.2 20.9
(27.8) (27.3) (26.9)

8. Karnataka 21.6 22.6 22.5 24.1
(25.7) (25.4) (25.2)

9. Kerala 31.6 31.7 28.5 28.1
(31.7) (30.7) (29.8)

10. Madhya Pradesh 24.8 22.2 21.5 20.3
(36.8) (36.0) (35.3)

11. Maharashtra 21.3 20.5 20.5 20.1
(25.8) (25.5) (25.3)

12. Odisha 19.6 18.5 19.1 18.8
(30.2) (29.8) (29.5)

13. Punjab 32.4 32.2 32.4 31.4
(41.0) (39.8) (38.7)

14. Rajasthan 25.2 24.8 25.8 26.0
(38.3) (37.3) (36.5)

15. Tamil Nadu 20.5 21.0 21.0 21.2
(24.8) (25.0) (25.2)

16. Uttar Pradesh 31.3 30.9 30.5 30.1
(45.1) (43.4) (41.9)

17. West Bengal 39.1 36.7 35.5 32.9
(37.7) (35.9) (34.3)

Il. Special Category States

1. Arunachal Pradesh 36.1 34.8 39.1 4.3
(55.2) (52.5) (50.1)

2. Assam 21.4 19.4 19.3 20.1
(28.4) (28.4) (28.5)

3. Himachal Pradesh 39.9 41.0 40.3 38.8
(44.4) (42.1) (40.1)

4. Jammu and Kashmir 52.7 51.2 54.0 52.3
(53.6) (51.6) (49.3)

5. Manipur 53.7 49.5 44.6 41.9
(60.1) (57.0) (54.3)

6. Meghalaya 27.7 30.0 29.6 28.5
(32.3) (32.0) (31.7)

7. Mizoram 66.1 60.4 51.4 48.3
(82.9) (79.2) (74.8)

8. Nagaland 47.5 471 41.5 34.7
(54.9) (53.5) (52.3)

9. Sikkim 28.5 27.0 25.6 24.7
(62.1) (58.8) (55.9)

10. Tripura 33.8 32.6 30.0 29.6
(44.6) (44.2) (43.8)

11. Uttarakhand 24.8 24.7 24.5 24.4
(40.0) (38.5) (37.2)

All States # 22.2 21.9 22.3 22.0
(25.5) (24.8) (24.3)

Memo ltem:

1. NCT Delhi 8.7 8.3 7.5 6.3

2. Puducherry 30.8 31.5 27.3 24.2

#: Expressed as percentages to GDP.

Note: Figures in the parentheses indicate FC-XIII recommended targets for the respective states. Also see ‘Explanatory Note on Data Sources and Methodology’.

Source: Same as that for Table 111.9.
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3.17 Despite the budgeted reduction in GFD-
GDP ratio in 2015-16, outstanding liabilities would
increase on account of the phased takeover
of bonds issued by power discoms under the
Financial Restructuring Plan (FRP). As the
participating states in the FRP would have to
progressively take over the entire bond liabilities of
the discoms by extending guarantees by 2017-18,
their liabilities would increase in the coming years.
In this regard, the new initiative of the Government
to financially turnaround discoms — Ujjwal Discom
Assurance Yojana (UDAY) — may likely alleviate
the non-performing asset (NPA) problem of banks,
but would increase the liabilities of participating
states (See Box IV.1 in Chapter V).

Composition of Debt

3.18 Outstanding liabilities of states’ reveal the
steady increase in market borrowings in recent
years (Tables 1ll.11). A steady decline in net
collections under NSSF combined with increasing
repayment obligations has resulted in a decline in

fresh investments by NSSF in state government
special securities. Similarly, states’ dependence
on loans from the Centre continued to decline.

3.19 The weighted average interest rate on
state government securities moderated to 8.28
per cent in 2015-16 from 8.58 per cent in 2014-
15. The interest rate spreads over the benchmark
10-year central government security were in the
range of 21-109 basis points in 2015-16 vis-a-
vis 20-57 basis points in 2014-15. The weighted
average spread at 50 basis points in 2015-16
was higher than that in 2014-15 (38 basis points).
Among the states, Odisha and Himachal Pradesh
issued securities of less than 10 years maturity
while Gujarat issued security for 15 years in 2015-
16.

Maturity Profile of State Government Securities

3.20 At the end of March 2015 around 68.5
per cent of state development loans (SDLs) were
in the maturity bucket of five years and above®

Table Ill.11: Composition of Outstanding Liabilities of State Governments
(As at end-March)

(Per cent)
ltem 2011 2012 2013 2014 2015 RE 2016 BE
1 2 3 4 D) 6 7
Total Liabilities (1 to 4) 100.0 100.0 100.0 100.0 100.0 100.0
1. Internal Debt 65.4 66.3 65.9 66.2 67.9 69.8

of which: (i) Market Loans 33.0 37.2 39.6 42.5 45.6 49.4

(il) Special Securities Issued to NSSF 27.0 24.4 22.0 19.8 18.4 16.4

(ii) Loans from Banks and Fis 4.5 4.2 3.9 3.6 3.7 3.9

2. Loans and Advances from the Centre 7.9 7.2 6.6 5.9 5.7 5.5
3. Public Account (i to iii) 26.5 26.3 27.4 27.7 26.3 24.5
(i) State PF, etc. 12.5 12.7 12.6 12.4 12.0 11.6

(ii) Reserve Funds 5.6 4.6 6.0 6.0 5.4 5.0

(iii) Deposits & Advances 8.4 9.0 8.8 9.3 8.9 7.9

4. Contingency Fund 0.2 0.2 0.2 0.1 0.1 0.1

RE: Revised Estimate BE: Budget Estimate
Source: Same as that for Table I11.9.

8 Effective from October 6, 2015, a separate limit for investment by foreign portfolio investors (FPIs) in the SDLs (besides the limits for FPI
investment in the Central Government securities) have been introduced. Through a phased increase, it is expected to reach 2 per cent of
outstanding stock amounting to an additional limit of about ¥500 billion by March 2018.
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(Table 111.12). The increase in market borrowings
of state governments since 2008-09 entails large
repayment obligations from 2017-18 onwards.

Table 11.12: Maturity Profile of Outstanding
State Government Securities
(As at end-March 2015)

State Per cent of Total
Amount Outstanding

0-1 1-3 3-5 5-7 | Above
years | years | years | years 7

years
1 2 3 4 5 6
I. Non-Special Category
1. Andhra Pradesh 2.0 7.2 19.6 | 20.4 | 50.8
2. Bihar 318 5.2 16.9 | 174 | 57.2
3. Chhattisgarh 1.9 3.1 71 0.0 | 88.0
4. Goa 3.1 | 10.3 | 20.7 | 16.0 | 49.8
5. Guijarat 1.6 9.1 18.0 | 28.8 | 425
6. Haryana 1.8 2.4 13.9 | 205 | 61.5
7. Jharkhand 3.2 8.6 17.7 9.3 | 61.2
8. Karnataka 2.1 1.6 21.8 | 154 | 59.2
9. Kerala 2.9 9.6 15.2 | 20.0 | 52.2
10. Madhya Pradesh 4.0 79 | 239 | 183 | 459
11. Maharashtra 2.3 82 | 226 | 220 | 449
12. Odisha 19.9 | 144 | 4338 0.0 | 21.9
13. Punjab 2.8 9.6 | 238 | 227 | 411
14. Rajasthan 3.2 93 | 226 | 17.4 | 475
15. Tamil Nadu 1.8 6.0 195 | 213 | 51.4
16. Telengana 2.0 7.2 19.4 | 20.3 | 511
17. Uttar Pradesh 4.6 83 | 259 | 27.1 | 341
18. West Bengal 21 | 104 | 204 | 223 | 447

Il. Special Category

1. Arunachal Pradesh 55 | 27.7 8.3 26 | 55.9
2. Assam 10.0 | 17.6 37.8 6.8 | 27.8
3. Himachal Pradesh 55 | 16.1 241 13.9 | 404
4. Jammu and Kashmir| 2.3 | 17.0 156 | 34.3 | 30.7
5. Manipur 9.2 | 184 | 271 13.7 | 36.6
6. Meghalaya 7.3 | 159 178 | 16.7 | 423
7. Mizoram 7.0 | 158 15.5 | 28.2 | 33.6
8. Nagaland 7.3 | 14.9 22.0 | 18.1 | 37.7
9. Sikkim 6.5 | 22.8 33.8 22 | 3438
10. Tripura 7.6 8.2 175 | 20.2 | 46.5
11. Uttarakhand 9.0 9.2 124 | 184 | 511
All States 2.8 8.2 205 | 21.2 | 47.3

Source: Reserve Bank records.

Liquidity Position and Cash Management

3.21 Several state governments have been
accumulating sizeable cash surpluses in recent
years. Liquidity pressures during 2015-16 were
thus confined to only a few states. While states’
intermediate treasury bills (ITB) balance was
higher at ¥1492.42 billion as on March 31, 2016
(provisional data) as against ¥841.85 billion a year
ago, balances on auction treasury bills (ATB) were
lower at ¥383.28 billion as against ¥394.26 billion.

3.22 The magnitude of availment of ways
and means advances (WMA) and overdrafts
(ODs) was marginally higher in 2015-16 than in
the previous year notwithstanding intermittent
fluctuations (Chart II1.3). The WMA scheme
has been periodically reviewed, keeping in view
states’ requirements, evolving fiscal, financial and
institutional developments as well as the objectives
of monetary andfiscal management. In this context,
an Advisory Committee (Chairman: Shri Sumit
Bose) reviewed the existing WMA scheme for state
governments, particularly the formula for fixation
of limits, and submitted its report on November
20, 2015. Based on the recommendations of the

Chart II1.3: Utilisation of WMA and Overdraft by States
(Avearge Monthly Outstanding)
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Committee, the aggregate WMA limit for all state
governments were increased from I153.60 billion
to ¥322.25 billion effective February 1, 2016.
These limits would continue for two years.

6. Conclusion

3.23 The fiscal health of states deteriorated
in 2013-14 with their consolidated revenue
account turning into a deficit after a gap of three
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years. States’ fiscal situation further weakened
in 2014-15 (RE) as GFD and PD increased as
proportions to GDP. The overall fiscal performance
of states is expected to improve with the revenue
account turning back to surplus thus enabling a
reduction in GFD-GDP ratio during 2015-16. Such
improvement, if sustained, would reduce the debt
burden of states and facilitate their progress on
the path of fiscal consolidation.
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