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Fiscal Position of the

1. Introduction

2.1 The fiscal health of the Staies bounced
back in 2021-22 from a sharp pandemic-induced
deterioration in the preceding year. Prudent fiscal
management has continued into 2022-23 as
reflected in budget estimates (BE).

2.2 This chapter analyses the fiscal
performance of States in 2020-21 and 2021-22 as
a backdrop to an evaluation of their BE for 2022-
23. The rest of this chapter is divided into seven
sections, Section 2 presents key fiscal indicators
of the State governments. Section 3 and Section
4 analyse revenue and expenditure patterns,
respectively. Sectian 5 throws light on actual fiscal
outcomes during 2022-23 so far and the outlock for
the remaining part of the year. Section 6 describes

the financing pattern of the consolidated fiscal
deficit of the States. Section 7 profiles their debt
position, including contingent liabilities. Section 8
sets out some concluding observations.

2. Key Fiscal Indicators

2.3 In 2020-21, States’ consolidaied gross
fiscal deficit (GFD) rose to 4.1 per cen! of gross
domestic product (GDP), the highest level since
2004-05 (Chart li.1). The spike, howeaver, was
short-lived and a reversion to consolidation was
crafted in 2021-22 (PA)! taking the GFD down to
2.8 per cent of GDP, as against the BE of 3.5
per cent and RE of 3.7 per cent for that year.
This correction was brought about by higher-
than-expected growth in both tax and non-tax
revenues.

Per cent of GDP
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Chart II.1: Key Fiscal Indicators
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' Provisional Accounts (PA) are compiled using data from Comptroller and Auditor General (CAG).
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Table I 1 ‘Major Deficit Indicators - All States and Union Territories with Legislature

(% lakh crore}

tem 2007-12| 2012417| 201819, 201920, 202021| 202122 202122 2021.22] 2022.28
(Average) | (Average) = {BE) (RE) (PA) (BE)

1 i 2 3 4 5 6 Z 8 g 10

Gross Fiscal Deficit 148 347 4.83 5.25 8.05 829 883 66" 8.83

(Per cent of GDP)- (2:2) 27 (2.5) (2.6 (4.1} (3.5) (3.7 (2.8 (3.4)

Revanue Deficit 016 0.10 0.18 121 3.7 1.28 216 1.01 | 0.84

{Per cent of GDP) (-0.3) (0.1) (0.1) (0.6)| (1.9) (0.5) - (0.9) (0.4) (0.3)

Primary Deficit 030 148 1.44 1.73 418 380|450 2,53 4.12

{Per cent of GDP) (0.4) 1) (0.8} (0.9) @N - ael s (1.9 (1.1 {1.6)

BE: Budget Estimates. RE: Revised Estimates. PA: Provisional Accounts.

Notes:1. Negative (-} sign indicates surplus.

2. GDP at current market prices is based on the National Statistical Office (NBO)'s National Accounts 2011-12 series.
Source: Budget documents of State gavernments,
2.4 A similar improvement was recorded collections increased due to an increase in

in their revenue and primary deficits (Table I1.1;
Annex [).

25 For 2022-23, the States have budgeted a
consolidated GFD of 3.4 per cent of GDP, which
is within the indicative target of 4 per cent? set
by the Centre, albeit, with substantial inter-State
variations® (Table 11.2).

3. Receipts

2.6 States’ revenue collections declined in
2020-21 on account of the pandemic-induced
slump in own tax revenue, non-tax revenue and
tax devolution from the Centre (Table 11.3). Within
own tax revenue, the decline was prominent
in the case of States’ goods and services tax

(SGST) and vehicle tax. In contrast, their excise

reforms by States.
* The Fiscal Responsibility Legisiation (FRL) limit is 3 per cent.

e

As perthe Union'Budgat 2022-23.

duties on alcohol. Non-tax revenue plunmeted in
2020-21,
general services*. Under central transfers, lower
tax devolution was broad-based, except for
income tax. This was, however, more than offset

mainly reflecting lower earnings from

by a 49 per cent jump in Finance Commission
grants® during the year.

2.7 For 2021-22, States budgeted a sharp rise
in revenue receipts led by own tax and non-tax
revenues and grants from the Centre. In the RE,
however, revenues outperformed BE, with a broad-
based recovery in own tax and non-tax revenue,
supported by higher tax devolution and grants
from the Centre. Yet, unaudited data released by
the CAG indicate lower revenue collecticns than in

the revised estimates. In terms of these provisional

= The borrowing space of 0.5 per cerit of gross state domestic produet (GSDP) out of the total net borrowmg -ceiling is-tied to [ ower sector

General 's':ervices include unelaimed deposits, sale of land and property, quarantae fees and the like.
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2021. As on December 31, 2022, the outstanding
investments of States in ITBs stood at ¥1,76,208
crore, while their outstanding investments in
ATBs stood at ¥1,12,420 crore.

States’ Reserve Funds

2.29 ltis desirable for States to keep adequate
buffers to minimise the fiscal stress arising
from redemption pressures and unforeseen
liabilities. For this purpose, the States maintain
a Consolidated Sinking Fund (CSF) and a
Guarantee Redemption Fund (GRF) with the
Reserve Bank. The States can also avail SDF at
a discounted rate from the Reserve Bank against
incremental funds invested in CSF and GRF. So
far, twenty-four States and one Union Territory,
i.e., Puducherry, have set up CSF. Currently,
nineteen States are members of the GRF (Table
1.7).

7. Outstanding Liabilities

2.30 States’ debt to GDP ratio increased
sharply at end-March 2021 to meet pandemic
related expenditure (Table [1.8). This ratio is
estimated to decline slightly by end-March
2022 but is budgeted higher at 29.5 per cent
by end-March 2023. At a disaggregated level,
the ratio is expected to be higher than 25 per
cent'” for 26 States and UTs at end-March 2023
(Statement 20).

7 Average of debt-GDP ratio from 2015-16 10 2019-20.

18

Table I1.7: Investment in CSF/GRF by States

and UTs (As on March 31, 2022)

(% crore)

State CSF GRF | CSF as per cent
~of Jutstanding
Liabilities

Andhta Pradesh - 9,360 922} iz
Arunachal Pradesh 2027 3 14.0
Assam 2,886 71 28
Bihar 6,299 24
Chhattisgarh 5,678 = 52
Goa 712 350 i 2.5
Gujarat 7,033 539 18
Haryana 1,363|  1.364 05
‘Himachal Pradesh - 5 =
Jammu & Kashmir UT e -
Jharkhand 506 0.4
Karnataka 10,393 o] 2.2
Kerala 2425 - 0.7
Magdhya Pradesh - 1,035 =
Maharashtra 52,608 929 .88
Manipur 174 113 : 12
Meghalaya 882 62, 56
Mizoram 440 =53 38
Nagaland 1,863 38| 12.4
Odisha 14682| 1,646 114
Puducherry 381 34
Punjab 3.027 0 14
Rajasthan i 5
Tamil Nadu 7,492 i 1.1
Telangana 6,380 1,397 20
Tripura 684 | 15 3.0
Uttar Pradesh 3,018 - 0.5
Uttarakhand 3,889 154 49
West Bengal . 10,145 708 R L
Total 1,54,255| 9,399 : 2.6

L' - indicates no fund is maintained.

Source: RBI.
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_ | BE:Budget Estimates,
Budget documents of Stale governments.
ed finance and revenue accounts of the Union
‘State governments in India, Comptroller and
eral (CAG) of India. i =

2.31  The debt service ratio - measured in terms
of interest payment to revenue receipts (IP-RR)
ratio — which increased sharply in 2020-21, has
moderated in 2021-22 and 2022-23, mainly on
account of robust revenue receipts (Chart 11.10).

Composition of Debt

2.32 As stated earlier, rise in States’ debt levels
was primarily led by higher market borrowings
and higher borrowings from the Centre. On the
other hand, the shares of special securities issued
to National Small Saving Funds (NSSF), loans
from banks and financial institutions and public
accounts declined in 2020-21 (Table 11.9). The
share of market borrowings in total outstanding
liabilities of the State governments is budgeted
to increase in 2022-23. Similarly, loans irom the
Centre are also expected to increase in view of the
50-year interest-free loans being provided by the
Centre under the scheme of Special Assistance to
the States for Capital Investment.

~ ChartIL.10: Debt and Interest Burden

2021-22 (RE)
202223 (BE)
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Table 11.9: Composition of Outstanding Liabilities of State Governments anc UTs
(As at end- March) 5

_ ! (Per cent)
Item 2017 2018 2019 | 2020 ‘2021 2072 RE | 2023 BE
1 2 3 4 Bl 6 7 8
Total Liabilities (1 to 4) 100.0 100.0| 1000 100.0 100.0 100.0 100.0
1. Internal Debt : 733 Terl 2R 785 740 ; 738) 55
of which: : e - '
(i) Market Loans 48.8 51.4 5851 57.21 60.5 624 64.7
(i) Special Securmes issued to NSSF 13.3 11.1 9.2 = e 8.1 5.1 41
{iii) Loans from Banks and Financial Institutions 52 4.9 4.8 48| - 4.2 4.3 4.8
2. Loans and Advances from the Cenlre 4.0 3.8 a6 30 51 g7 6d
3. Public Account (i toiil) 226 235 24.1 234 208 19.4 177
(i) State PF, efc. DT 103 102 98, 88 8.5 8.1
(iy Reserve Funds 3.2 4.1 4.2 38 34 =30 26
(i), Deposits & Advances 87 9.1 87 i 86| 7.9 7.0
4. Contingency Fund 0.1 01 0.4 0.1y iy g el o 04
RE: Revised Estimates. ~  BE: Budget Estimates.

Source: Budget documents of State governments.

Contingent Liabilities of States

233 State government guarantees increased
sharply by end-March 2021, which has implications
for their debt sustainability (Table 11.10).

Table 11.10; Guarantees issued by State

Governments

Year Guarantees Outstanding
(End-March)

 lakh crore Per cent of GDP
1 2 3
2014 i 379 B4
2015 428 3.4
2016 3.64 28
2017 = 312 2.0
2018 : 430 25
2019 538 28
2020 5.94 2.9
2021 740 3.7

Note: Outstanding guarantees for 21 States and UTs was 2.1 per
cant of GDP by end-March 2022 as against 2.0 per cent in'the end-
March 2021.

. Source: State g;we:mman!s.

8.Conclusion

234 While the first two waves of the pandemic
posed a major fiscal managerment challenge
for States following revenue shortfalls and
the compelling need for higher spending, the
subsequent waves had a relatively miider impact
on their finances. Accordingly, the States could
bring down their gross fiscal deficit below the
Fiscal Responsibility Legislation (FRL) target of
3 per cent of GDP in 2021-22. In 2022-23, the
budgeted GFD of 3.4 per cent of GDP is higher
but within the target of 4 per centset by the
Centre. The budgeted debt-GDF ratio of States,
however, continues to reman significantly
higher than 20 per cent recommended by the
FRBM Review Committee, 2018 (Chairman: N.
K. Singh).

235 The fiscal outlook for States remains
favourable for the rest of the year and capital
expenditure is expected to gain momentum inithe
second half.
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2.36  While the outstanding liabilities of States

warrants urgent attention and a glide path needs
have moderated from their pandemic time peaks,

to be set, keeping in view the need for ‘ebuilding
debt consolidation at the individual State ievel fiscal space to deal with future shocks.

2
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