Report
On

State Finances of Maharashtra

Submitted to the 15" Finance Commission

Gopal Krishna Gokhale

Gokhale Institute of Politics and Economics, Pune



TABLE OF CONTENTS

Chapter Title Page
No. No.
0 Introduction 1
1 Socio- Economic Profile of Maharashtra 4
2 Trends in Tax Revenue 24
3 Trends in Non-Tax Revenue 42
4 Total Expenditure: Trend and Pattern 57
5 Analysis of Fiscal and Revenue Deficits 81
6 The Level of Debt 90
7 Implementation of the FRMB Act 113
8 Finances of Local Bodies 120
9 Impact of PSU Finances on State Finance 138
10 Impact of the Power Sector Reforms on the Fiscal Health 153

of the State
11 Analysis of Contingent Liabilities 181
12 Analysis of State Government Subsidies 192
13 Outcome Evaluation of State Finances 203
14 Determination of A Sustainable Debt Roadmap 209
15 Priority Projctects for Special Grants 226
from the Finance Commission
16 Conclusions 235
References 241




LIST OF TABLES

Table Title Page
No. No.
1.1 | Maharashtra Fact Sheet 5
1.2 | Sub Sectoral Growth Rate 2011-12to 2016-17 (2011-12 Constant Prices) 11
1.3 | Sectoral Distribution of the Workforce in Maharashtra (UPSS) (in per 14

cent)
1.4 | Population Size, Growth Rate, Sex Ratio and Density of Population in 16

Maharashtra
1.5 | State wise HDI 2011 19
1.6 | Region-wise Suicides per lakh hectare GCA and per lakh hectare NSA 22
2.1 | Total Receipts and its Major Components (Rs. Crores) 24
2.2 | Total Receipts and Components as Percentage of GSDP 26
23 | Total Receipts and Major Components: Growth rate 26
2.4 | Total Receipts and Major Components: Elasticity 27
2.5 | Revenue Receipts and its Components 27
2.6 | Revenue Receipts as a Percentage of GSDP 29
2.7 | State’s Own Tax Revenue 32
2.8 | Share of various taxes on State’s Own Tax Revenue 32
2.9 | State’s own Tax revenue as percentage of GSDP 33

2.10 | State’s Own Tax Revenue: Growth Rate 34
2.11 | Tax Buoyancy 36
2.12 | Budget Effort of Sales Tax/VAT in Maharashtra 37
2.13 | C-efficiency of Sales Tax/ VAT in Maharashtra 38
2.14 | Trends in Central Devolution of Taxes and Grants to Maharashtra 39
2.15 | Central Devolution of Taxes and Grants to Maharashtra as Percentage of 40

GSDP
3.1 | Gross Non-Tax Revenue: Summary Statistics (Rs. Crores) 42
3.2 | Percentage Share of Various Components of Non-Tax Revenue 45
3.3 | Percentage Share of Various Components of Non-Tax Revenue 46
3.4 | Growth rate of Various Components of Non- Tax Revenue 47
3.5 | CostRecovery (Per cent) 48
3.6 | Toll Receipts (Rs. Crore) 49
3.7 | Dividends from PSUs and other Investments (Rs. Cr) 50




3.8 | Total Investment at the end of year in Public Sector Undertakings (Rs. 51
Crores)

3.9 | Dividend/ Interest Received During the Year fromPSUs (in Cr) 53

3.10 | Departmentally Managed Commercial Undertakings 55

4.1 | Total Expenditure and its Components: Long term trend 58
(Rs. Crores)

4.2 | Growth rate of Expenditure 59

4.3 | Composition of Revenue Expenditure (Per Cent) 60

4.4 | Composition of Capital Expenditure (Per Cent) 61

4.5 | Committed Expenditure of Government of Maharashtra (Rs. Crores) 62

4.6 | Committed Expenditure as a Percentage of Revenue Receipts 63

4.7 | Growth rate of Expenditure 64

4.8 | Development and Non Development Expenditure (Rs. Crores) 66

4.9 | Growth rate of Development and Non Development Expenditure 67

4.10 | Social Expenditure (Rs. crores), Summary Statistics, Trend Growth Rate, 68
Elasticity and Proportion to Dev Expenditure, Total Expenditure and
GSDP

4.11 | Social Expenditure (In Rs. Crore) and Share in Revenue and Capital 70
Account

4.12 | Trend Growth Rate of Social Sector Spending within Revenue and Capital 71
Account

4.13 | Elasticity of Social Sector Spending within Revenue and Capital Account 72

4.14 | Share of Expenditure on different components within the Total Social 73
Sector Expenditure

4.15 | Percentage of expenditure on social sector components to GSDP 74

4.16 | Trend Growth Rate of social sector components 74

4.17 | Elasticity of expenditures of various components of social sector with respect to 75
GSDP

4.18 | Fiscal Priority of Maharashtra State 77

4.19 | Efficiency of expenditure use in selected social and economic services 79
(in per cent)

5.1 | Revenue Deficit and Fiscal Deficit!from 2006-07 to 2018-19 (Rs. Cr.) 81

5.2 | Revenue Deficits (Rs. Cr.) and % to GSDP arranged by FCs 83

5.3 | Post-devolution Revenue Deficit (-) or Surplus (+) as estimated by 12, 85
13t and 141" FCs, Grants given to Maharashtra to cover RD, Actual
Revenue Account of the State (Rs. Cr.)

5.4 | Fiscal Deficits (Rs. Cr.) and Percentage to GSDP arranged by FC 88




6.1 | Total Debt Stock and Components (Rs. crores) from 2006-07 to 2018-19 93

6.2 | Total Debt Stock and Components by FCs (Rs. Cr.) 94

6.3 | Composition of Public Debt 95

6.4 | Composition of Public Debt by FC 96

6.5 | Loans from Market and from Agencies from 2006-07 to 2016-17 (Rs. 97
Cr.)

6.6 | WAY on SDLs for all States (2008-09 to 2018-19) 98

6.7 | Rates of Interest for various loan components 99

6.8 | Share of Components (%) within Debt from Public Accounts 101

6.9 | Interest payments as a percentage of Revenue Expenditure 102

6.10 | Interest Payments as a Percentage of Revenue Expenditure (Arranged by 103
FC)

6.11 | Average rate of interest on Government borrowings (%) 103

6.12 | Debt Stock and Components as a percentage to GSDP (2006-07 to 2018- 105
19) by FCs

6.13 | Elasticities of Debt Stock and Components with respect to GSDP (2006- 106
07 to 2018-19) by FCs

6.14 | Capital Expenditure as a percentage of Capital Receipts 107

6.15 | Fiscal Sustainability Indicators for Maharashtra (2006-07 to 2018-19) 109

6.16 | Number of breaches in the sustainability indicators from 2006-07 to 110
2018-19

6.17 | Indicators and frequency of observed breaches 110

7.1 | Budget Estimates vs. Actual Figures (2007-08 to 2015-16) 115

7.2 | MTFPS Targets vs. Actual Figures (2007-08 to 2015-16) 117

8.1 | Number of local bodies in Maharashtra 120

8.2 | Comparison of Recommended Amounts to the Actual Amounts allocated 124
to LBs

8.3 | Average percentage of Allocation to LBs to the Total Revenue of State 125
Government and to GSDP

8.4 | Allocations to LBs as a percentage of GDP in Developed, Developing 126
and Emerging Economies

8.5 | Total Receipts (Rs. crores), Expenditures (Rs. crores) and Deficit/ 127
Surplus Position of PRIs (Rs. Cr) from 2006-07 to 2014-15

8.6 | Revenue Composition of Zilla Parishads 127

8.7 | Revenue Composition of Gram Panchayats 128

8.8 | Revenue Expenditure, Capital Expenditure and Total Expenditure of ZPs 130
and PSs

8.9 | Revenue Expenditure, Capital Expenditure and Total Expenditure of GPs 130




8.10 | Components of Revenue and Capital Expenditures (Rs. crores) within PRIs 131
8.11 | Components of Revenue and Capital Expenditures (%) within PRIs 132
8.12 | Average percentage of expenditure on components 133
8.13 | Total Receipts (Rs. crores) including loans and Total Expenditures (Rs. 134
crores) of ULBs
8.14 | Revenue Composition of ULBs 134
9.1 | Total number of PSUs 140
9.2 | Total Investments in PSUs (Rs. Crores) 141
9.3 | Annual incremental investment ( Rs. Crores) 142
9.4 | Sector wise investment in PSUs 142
9.5 | Budgetary Implications of PSUs 145
9.6 | Accumulated Loss of PSUs ( Rs. Crores) 147
9.7 | Key Parameters of State Public Sector Units 148
9.8 | Dividends from PSUs and other Investments (Rs. Cr) 148
9.9 | Posttion relating to finalization of accounts of working PSUs 150
10.1 | Source-wise installed capacity (in MW) 158
10.2 | Source-wise electricity generated (in MU) 159
10.3 | Source-wise electricity consumption (in MU) 160
10.4 | Potential and Installed capacity of renewable resources (in MW) 161
105 | Distribution Companies in Maharashtra 161
10.6 | Consumer Categories and Consumption (MUSs) 162
10.7 | Comparative Distribution Losses of Four companies: 164
10.8 | Shortfall of Power Supply at Average Peak Demand (in MW) 165
10.9 | Cost Structure of MSEDCL (Percentages) 167
10.10 | Details of Long Term Loans 167
10.11 | Profit after Tax for Power Sector in Maharashtra 169
10.12 | Debt Equity Ratio 171
10.13 | Subsidy released for MSEDCL 172
10.14 | Percentage of Cross Subsidy across Sectors 174
10.15 | Avrrears to be realised as on March 2016 175
11.1 | Outstanding liabilities (Rs. Cr.) and ratio to Revenue Receipts 184
11.2 | Debt to SGDP, Outstanding Guarantees to SGDP and Extended Debt to 185
SGDP
11.3 | Guarantee fees received and receivable (Rs. Cr.) 187




11.4 | Sector-wise Share in Total Guarantees (Percent) 188

11.5 | Guarantees given to specific institutions/ sectors (Rs. Cr.) 190

12.1 | Subsidies (Rs. Cr.), Ratio of Subsidies to Revenue Receipts, Revenue 193
Expenditure, Total Expenditure and GSDP

12.2 | Subsidies as a percentage of Revenue Expenditure and Total Expenditure 195
by FCs

12.3 | Subsidies given by different Departments from 2009-10to 2015-16 (Rs. 196
Cr.)

12.4 | Summary Statistics for Department-wise Subsidies from 2009-10 to 2015-16 197
(Rs.Cr.)

12.5 | CAGR of Subsidies given for General Services, Economic Services and 200
Social Sector

12.6 | CAGR of Subsidies given for General Services, Economic Services and 201
Social Sector (Rs. Cr.)

13.1 | Transfers received by Maharashtra under 13" FC 204

13.2 | Transfers received by Maharashtra under 14" FC 205

13.3 | Comparison of the Recommendations of the 14™ FC for PRIs to field realities in | 206
Maharashtra

13.4 | Comparison of the Recommendations of the 14" FC for ULBs to field realities 207

| in Maharashtra

14.1 | Revenue Deficits under FO 211

14.2 | Fiscal Deficits under FO 211

14.3 | Revenue Deficits under F1 214

14.4 | Fiscal Deficits under F1 214

14.5 | Sensitivity Analysis for Revenue Deficits 216

14.6 | Sensitivity Analysis for Fiscal Deficits 216

14.7 | Debt/GSDP ratio under each of the forecast scenarios 217

14.8 | Interest payments to Revenue Expenditure from 2020-25 under each of 218
the forecast scenarios

14.9 | Interest Payments (Rs.crores) from 2020-2025 under each of the forecast 219
scenarios

14.10 | Primary Revenue Balance (Rs.crores) from 2020-2025 under each of the 219
forecast scenarios

14.11 | Interest Payments less PRB (Rs. crores) from 2020-15 under each of the 220
forecast scenarios

14.12 | Sustainability indicators from 2020-25 under the best forecast scenario 220

14.13 | Debt to GSDP projections if Fiscal Deficit grows at 3 per cent of GSDP 221

14.14 | Debt to GSDP projections if Fiscal Deficit grows at 2.3 per cent of 222

GSDP

Vi



15.1 | Annual Investment in the Irrigation Sector ( Rs. Crores) 227

15.2 | Age Profile of On-going Projects under Water Resource Department 229

15.3 | Actual Expenditure and Estimated Cost in respect of all on-going 230
projects (Rs, Crores)- March 2017

15.4 | Ongoing Projects under Sagarmala 233

vii




LIST OF FIGURES

Fig. | Title Page
No. No.
1.1 | Comparison of Maharashtra’s GSDP growth with India’s GDP growth 6
rate (2011-12 prices)
1.2 | Share of Maharashtra GSDP in India’s GDP 7
1.3 | Per capita Income Maharashtra and All India (2011-12 Prices) 7
1.4 | Maharashtra Per capita Income as percentage of all India 8
1.5 | Growth rate of agriculture and allied sectors GVA (2011-12 prices) 8
1.6 | Growth rate of Industrial Sector GVA (2011-12 prices) 9
1.7 | Growth rate of Service Sector GVA (2011-12 prices) 10
1.8 | Sectoral Composition of GSVA, Maharashtra 2016-17 12
1.9 | Sectoral Composition of GSVA, All India 2016-17 12
1.10 | Structural Composition of Maharashtra GSVA 13
1.11 | Per capita Gross District Value Added at Current Prices (Rs.) 15
1.12 | Trends in Children’s Nutritional Status (percentage of children under five 18
years)
1.13 | District wise Human Development Index for Maharashtra- 2011 20
1.14 | District wise Human Development Index for Maharashtra- 2011 20
2.1 | Revenue Receipts and its major components 28
2.2 | Total Revenue Receipts as percentage of GSDP 30
2.3 | Tax/GSDP Ratio of Maharashtra 31
2.4 | Own Tax Revenue Growth Rate 35
2.5 | VAT and Sales Tax Growth rate 35
3.1 | Gross Own Non Tax Revenue as % of Total Revenue Receipts 43
3.2 | Gross Non-Tax Revenue as percentage of GSDP 44
3.3 | Average Share of Various Components of Non- Tax Revenue (2006-07 to 45
2017-18(RE)
3.4 | Cost Recovery of Services (percent) 47
3.5 | Toll receipt (Rs. Crore) 49
3.6 | Dividends from PSU & Other Investment (Rs. Cr.) 51
3.7 | Investment at the End of the Year in PSUs (in Cr) 52
Dividend/ Interest Received During the Year from PSUs ( Cr) 53
4.1 | Government Expenditure as a percent of GSDP 59

viii



4.2 | Developmental and Non-Developmental Expenditure (Rs.Crores) 67
5.1 | RD, FD (% of GSDP) from 2006-07 to 2018-19 83
6.1 | Components of the Total Debt Stock of Government of Maharashtra 92
6.2 go;nponents of Total Debt Stock of GoM from 2005-06 to 2018-19 (Rs. 94
r.
6.3 | Debt to GSDP ratio (2006-07 to 2018-19) 105
8.1 | LB allocations in Maharashtra as a percentage of State Total Revenues 125
and comparison to Recommended Transfers
8.2 | Sources of Revenues as percentage of Total Revenue Receipts in Zilla 128
Parishads
8.3 | Sources of Revenues as percentage of Total Revenue Receipts in Gram 129
Panchayats
8.4 | Components of Expenditures (%) within PRIs 132
8.5 | Revenue Composition (%) of ULBs 135
9.1 | Structure of PSUs in Maharashtra 139
9.2 | Total nvestments in PSU’s (Rs. Crores) 141
9.3 | Sector wise nvestments in PSU’s ( Rs. Crores) 143
9.4 | Budgetary outgo towards State PSUs 144
9.5 | Grants/ Subsidy received by State PSUs 144
9.6 | Turnover of PSU’s as percentage of GSDP 146
9.7 | Accumulated Loss of PSUs ( Rs. Crore) 147
9.8 | Dividends from PSU & Other Investment (Rs. Cr.) 149
10.1 | Transmission, Distribution and AT &C Losses 164
10.2 | Shortfall of Power Supply at Average Peak Demand 165
10.3 | Revenue Gap ( Rs/lkWh) 166
10.4 | Interest Payments of MSEDCL 168
10.5 | Profits/loss of the power Sector ( Rs. Crores) 169
10.6 | Return of Capital Employed 170
10.7 | Subsidy released for MSEDCL 172
11.1 | Debt to SGDP, Outstanding Guarantees to SGDP and Extended Debt to 185
SGDP
11.2 | Sector-wise Share in Total Guarantees (Percent) 188
12.1 | Subsidies from 2006-07 to 2015-16(Rs. Cr,) 194
12.2 | Ratio of Subsidies to Revenue Expenditure and Total Expenditure 194
12.3 | Subsidies given by different Departments (Rs. Cr.) 198
14.1 | Revenue Deficit and Fiscal Deficit as percentage of GSDP under FO 213




14.2 | Revenue Deficit and Fiscal Deficit as percentage of GSDP under F1 215
14.3 | Debt/GSDP ratio under each of the forecast scenarios 217
15.1 | Annual Expenditure on Irrigation (Rs. Crores) 228
15.2 | Capital Outlay on Irrgation sector as a percent of Aggregate Capital 228

Outlay




ACKNOWLEDGEMENTS

The 15t Finance Commission was constituted in November 2017 under the Chairmanship of
Shri N. K. Singh. It has been given the task of recommending the vertical devolution of taxes
as well as the formula for inter-se allocation of the shared taxes. Italso will recommend grants-
in-aid to States. In order to do so, the Finance Commission has to carry out an in-depth analysis
of the finances within each state of the country.

Gokhale Institute of Politics and Economics was given the task of analyzing the state of
finances for Maharashtra. 1 am glad to state that our team has come out with a fairly insightful
report based on in-depth analysis of the state finances of Maharashtra.

At the outset itself, 1 would like to thank Shri N. K. Singh and the entire team of the 15" Finance
Commission for having entrusted Gokhale Institute of Politics and Economics with such a
prestigious and relevant task.

The data requirements for the project were huge. In the course of the past 4 months, our team
met with a number of officials from different departments of the Government of Maharashtra.
I would like to thank the following officials, experts and economists with whom we held
meetings and telephonic consultations regarding data requirements.

1. Shri Vijay Kelkar, Chairman, 13" Finance Commission

2. Shri V. Giriraj, Chairman, 5t State Finance Commission of Maharashtra

3. Shri. U.P.S. Madan, Principal Secretary, Finance Department, Government of
Maharashtra

4. Shri. Rajgopal Devra, Principal Secretary, Reforms, Finance Department, Governme nt
of Maharashtra

5. Shri. Rajiv Mittal, Secretary, Expenditure, Finance Department, Government of
Maharashtra

6. Shri. Anant Kishore Behera, Accountant General, Maharashtra

7. Shri S. P. Upasani, Chairman, Maharashtra Board for Restructuring of Public Sector
Enterprises

8. Prof. Abhay Pethe, University of Mumbai

9. Prof. Mala Lalvani, University of Mumbai

10. Shri. V.K. Patil, Joint Secretary, Finance Department Government of Maharashtra.

11. Shri Bhosale, Retd. Joint Secretary, Finance Department, Government of Maharashtra.

12. Shri Vaibhav Rajeghatge, Dy. Secretary, Finance Department, Government of
Maharashtra

13. Smt. Vidya Waghmare, Under Secretary, Finance Department, Government of
Maharashtra.

14. Shri Prithviraj Zalte, Desk Officer, Finance Department

15. Smt. More, Desk Officer, Finance Department

16. Shri Sunil Aiglikar, Under Secretary, Finance Department

17. Shri Ravindra Sawant, Chief Accounts Officer, MIDC

18. Shri Vijay Mandke MAFCO Ltd

19. Shri Sanjay Shah, Finance Controller, MHADA

20. Smt. Nilima Pardhi, MHADA

21. Shri Akhilesh Shukla, Manager-Accounts & IT, MTDC

22. Shri. Sanjay Koli, Account Officer, CIDCO

Xi



23. Shri. Rajendra Gotaphode, Joint Project Director (Finance), MMRDA
24. Shri. Sreehari and Smt. Ashwini Chitnis, Prayaas Pune

| would also like to thank Shri Bhatia and Shri Ravi Kota, Jt. Secretaries, 15t Finance
Commission, Shri. Mahesh Kumar, Assistant Director, 15" Finance Commission, for their
support.

The entire team at GIPE worked extremely hard to get the project completed on time. A special
word of thanks is due to Dr. K.S. Hari and Smt. Manasi V. Phadke for having cheerfully
prepared successive drafts of this report! Thanks to Dr. Naresh Bodkhe for preparing drafts
and helping us to get much needed data from various departments of Maharashtra government.
| thank Dr. Pradeep Apte for sharing his insights on Public Finance so generously with us. |
would also like to thank our young Research Assistants Shri Vishal Gaikwad, Ms. Saishwari
Patil and Shri Kuljeet Singh Nimbalkar for having tirelessly worked on this project. Thanks to
Shri Vilas M. Mankar for taking up the editing and formatting work of the project
professionally.

| am sure that the insights presented in this report will serve as a useful input into the decisions
of the 15" Finance Commission.

Rajas Parchure
Officiating Director
315 August, Pune.

Xii



STUDY ON STATE FINANCES OF MAHARASHTRA

Executive Summary

Maharashtra is a high income State of the Indian Union. It is a leading industrial State and also
one of the most urbanized States in India. It is also known as the host State to several leading
educational institutions in the country. Maharashtra contributes around 15 per cent of the Gross
Domestic Product of India. Service sector contributes 57 per cent of the state income, followed
by industrial sector with 33 percent and remaining 9 per cent originates in the agriculture and
allied sectors. However, high inter regional disparity has been a characteristic feature of the
State since its inception in 1960. The state seems to have faltered in translating its high
economic growth into commensurate human development.

Given this broad macroeconomic background, the present study gives an analysis of the State
Finances of Maharashtra during the ten year period from 2006-07 to 2015-16. The specific

objectives of the study are:

(1) Estimation of revenue capacity of the state.

(2) Analysis of states own non-tax revenues

(3) Analysis of expenditure pattern and trends separately for revenue and capital accounts.
(4) Analysis of Deficits- Fiscal and Revenue

(5) Study of the level of Debt and its sustainability

(6) Review of Implementation of FRBM Act

(7) Analysis of the States transfers to Urban and Rural Local Bodies.

(8) Study on the impact of State Public Enterprises on fiscal health of the state.

(9) Impact of Power Sector reforms on State’s Fiscal Health.

(10) Analysis of contingent liabilities of the state.

(11) Analysis of Subsidies given by the State Government, its targeting and evaluation
(12) Outcome evaluation of State Finances based on 14t FC recommendations

(13) Determination of a sustainable debt roadmap for 2020-25.

Data Sources

The study is based on the data collected from the following secondary databases:

(1) Estimation of State Domestic Product, Central Statistical Organisation, Government of
India.

(2) Finance Accounts, Government of Maharashtra, Comptroller and Auditor General of
India, Various years.
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(3) Budget Documents, Government of Maharashtra, Department of Finance, Various Years.

(4) State Finances: A Study of Budgets, Reserve Bank of India, Various Years.

(5) Report of the Comptroller and Auditor General of India on State Finances, Government
of Maharashtra, Various Years.

(6) Report of the Comptroller and Auditor General of India on State Public Sector
Enterprises in Maharashtra, Various Years.

(7) Report of the Comptroller and Auditor General of India on Local Bodies in Maharashtra,
Various Years.

(8) Report on the Performance of State Power Utilities, Power Finance Corporation,
Various Years.

(9) Annual Report of  Maharashtra State Electricity Distribution Company Ltd.,
Maharashtra State Electricity Transmission Company Ltd and Maharashtra State Power
Generation Company Ltd. for Various Years.

Methodology

The study has made use of trend and ratio analysis to understand the temporal movement of
various indicators. The trend growth rates have been estimated for analysing the growth
performance of different variables. The elasticity coefficients and buoyancy indicators were
estimated to understand the responses of tax collection in the state to its GSDP growth. Budget
effort and the C efficiency were estimated in order to understand performance of the state in tax
collection. The methodology used by Balbir Kaur et.al. (2014) has been used for analyzing the
debt sustainability. In this framework, various indicators of sustainability such as ratio of
interest payments to revenue expenditure, primary revenue balance to GSDP, primary revenue
balance to interest payments etc. have been computed. Any deviation from the glide path in each
of the indicators shows breach in the debt sustainability of the State. The debt sustainability
roadmap for the state indicates how the State debt levels would behave under a Business As
Usual (BAU) scenario as well as under scenarios wherein the values of revenue and expenditure
items change. Sensitivity analysis is undertaken for understanding the trend in a dynamic
framework. Sensitivity to indicators such as change in the growth rate of GST, change in revenue

expenditure and capital expenditure, change in non-tax receipts etc. has been analyzed.
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Major Findings of the Study

The State is a front runner in terms of better fiscal management in the country since the
enactment of state FRBM Act in 2006. The fiscal deficit of the state continues to be well within
the limit of 3 per cent of GSD. The debt stock to GSDP ratio is also well within the 17.5 per cent
limit set by the Maharashtra Fiscal Responsibility and Budgetary Management Rules (MFRBM,
2011). The State seems to have made a conscious effort to change the composition of debt from

high-cost debt towards lower cost borrowings in the past 10 years.

And yet, a revenue deficit of 0.5 per cent of GSDP continues to be a worrisome factor for
Maharashtra; the revenue deficit to GSDP ratio has increased even as the fiscal deficit to GSDP
ratio has fallen. This indicates that debt is being used for revenue expenditures. Revenue
expenditures show rigidities due to the presence of high levels of salary and interest payments.
Good debt management has led to a lower ratio of interest payments to GSDP, but interest
payments continue to be higher than the Primary Revenue Balance. This indicates that while
debt has been managed well, more stringent steps would be required to achieve complete
sustainability. Complete sustainability would require a huge increment in the revenue generation
capacity of the State. The tax to GSDP ratio for the State stands at about 6.24, which is far lesser
than other comparable, large-sized developed States. It is also worrisome to note that the
targeted Budget Estimate of the tax-GSDP ratio shows a secular decline over the past decade.
Non-tax revenues are less than 1 per cent of the GSDP. Creative solutions at the policy level are
required for generating higher tax and non-tax collections. Debt sustainability should be
addressed through higher revenue generation rather than through expenditure contraction.
Given the rigidities in the revenue expenditure, expenditure contraction will occur only at the

cost of capital expenditure, which is not healthy for the State.

The pace of decentralization needs to be increased. As of March 2015, only 14 functions out of

the indicated 29 functions have been fully transferred to the local bodies. The State Government
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allocates about 20 per cent of its revenues to local bodies; within the allocated funds, there is a
heavy bias towards Panchayat Raj Institutions which receive 78 per cent of the allocated funds.
The ratio of funds allocated to Urban Local Bodies is far lesser than the ratio of population
residing within the urban areas in Maharashtra. PRIs show extremely high level of dependence
on grants received from upper tiers of the Government. PRI budgets show higher levels of
expenditure on the revenue account; however the Capex spending by PRIs has increased in the
award period of the 13" FC. Education as well as health and sanitation are the primary
expenditure items on PRI budgets. The utilization rates of the FC grants are very good. Urban
bodies show high level of reliance on own sources of revenues, which is an encouraging trend.
Outcome evaluation of the local bodies reveals that there are constraints in terms of
maintenance of accounts in specified formats leading to audit arrears. Going ahead, financial
capacity building within local bodies for ensuring compliance with the accounts formats, timely
issuance of Utilization Certificates etc. will have to be strengthened on an urgent basis. Paucity
of data continues to be the major challenge in the analysis of local bodies.

Public Sector Enterprises have been largely loss-making, thereby affecting the non-tax revenues
of the State. Given that PSEs are set up with social objectives, monetary profits or losses may not
be the correct way to assess the contribution of the company to the State economy. However,
policy level deliberations are needed to improve the service delivery and to enhance the reach of

the PSEs to beneficiaries.

On the positive side, the State has consciously reduced contingent liabilities. The contingent
liabilities to GSDP ratio shows a secular fall in the past decade and stands at only 0.4 per cent
of GSDP in 2015-16. Co-operative Institutions continue to have dominant shares in the receipt
of guarantees. Within the co-operative sector, guarantees given to sugar and cotton co-
operatives are the highest. The State needs to ensure systematic assessment or rating of the

project before giving guarantees.

Subsidies show a rising trend in the past decade and account for around 6 per cent of the State

budget in 2015-16. Actual subsidies given by the State exceed the budgeted estimates by nearly
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58 per cent. 64.30 per cent of the total subsidies are given by the Department of Industries,
Energy and Labour Department alone in the form of power subsidies to agriculture and the
textile sector. Subsidies show an inverted structure in that highest proportions of subsidies are
given by Departments catering to economic services. In contrast, Departments in charge of

catering to social expenditure programs give extremely low level of subsidies.

Going ahead, the debt roadmap seems to be sustainable even under the Business As Usual
(BAU) scenario. Under the BAU scenario, fiscal deficit and revenue deficit as a percentage of
GSDP stand at 1.69 per cent and 0.63 per cent respectively in 2025. However, GST could well
be a game- changer in this respect. With introduction of GST, fiscal deficit and revenue deficit as

a percentage of GSDP would stand at 1.4 per cent and 0.34 per cent respectively in 2025.

Normative assessments of state finances by successive Finance Commissions have led to
Maharashtra being projected as a revenue surplus State. Hence, Maharashtra has not received
grants to cover post-devolution revenue deficits. It is to be noted that even with GST collections,
there are issues within the state finances that could well lead to occurrence of revenue deficits in
the run-up to 2025.

Overall, Maharashtra exhibits “fiscal sustainability”. However, the underlying pattern is one of
low revenue collections, lower expenditures and limited debts, which lead the State towards
fiscal sustainability. The State perhaps needs to re-set its thinking on such a pattern of
sustainability. There is a need to aggressively re-orient the revenue collection policy, which

could make higher social sector spending and higher capital expenditure sustainable.
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Chapter - 0

Introduction

The 15" Finance Commission was constituted in November 2017 under the Chairmanship of

Shri N. K. Singh. The Terms of Reference given to the 15" Finance Commission include giving

recommendations for:

(1)

(ii)

(ii)

The distribution between the Union and the States of the net proceeds of taxes which
are to be, or may be, divided between them under Chapter I, Part XIl of the
Constitution and the allocation between the States of the respective shares of such
proceeds;

The principles which should govern the grants-in-aid of the revenues of the States out
of the Consolidated Fund of India and the sums to be paid to the States by way of
grants-in-aid of their revenues under Article 275 of the Constitution for purposes
other than those specified in the provisos to clause (1) of that article; and

The measures needed to augment the Consolidated Fund of a State to supplement the
resources of the Panchayats and Municipalities in the State on the basis of the

recommendations made by the Finance Commission of the State.

The 15" Finance Commission needs to review the state of finances in each of the States, the tax

and fiscal consolidation efforts by the States, the potential impact on own revenues of the State

due to implementation of the GST, the expenditure patterns within the States, management of

subsidies and contingent liabilities by the States etc. The task of analyzing the State of Finances

for Maharashtra was given to Gokhale Institute of Politics and Economics, Pune by the 15t

Finance Commission.

Objectives of the Study

The broad objective of the study is an in-depth analysis of the State Finances of Maharashtra

since 2006-07. The specific objectives of the study are:

1. Estimation of revenue capacity of the state.

2. Analysis of states own non-tax revenues

3. Analysis of expenditure pattern and trends separately for revenue and capital accounts.
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Analysis of Fiscal and Revenue Deficits

Study of the level of Debt and its sustainability

Review of Implementation of FRBM Act

Analysis of the States transfers to Urban and Rural Local Bodies.

Study on the impact of State Public Enterprises on fiscal health of the state.

Impact of Power Sector reforms on State’s Fiscal Health.

10. Analysis of contingent liabilities of the state.

11. Analysis of Subsidies given by the State Government, its targeting and evaluation

12. Outcome evaluation of State Finances based on 14th FC recommendations

13. Determination of a sustainable debt roadmap for 2020-25.

Data Sources

The study is based on the data collected from the following secondary databases:

1.

Estimation of State Domestic Product, Central Statistical Organisation, Government of
India.

Finance Accounts, Government of Maharashtra, Comptroller and Auditor General of
India, Various years

Budget Documents, Government of Maharashtra, Department of Finance, Various Years.
State Finances: A Study of Budgets, Reserve Bank of India, Various Years.

Report of the Comptroller and Auditor General of India on State Finances, Government
of Maharashtra, Various Years.

Report of the Comptroller and Auditor General of India on State Public Sector
Enterprises in Maharashtra, Various Years.

Report of the Comptroller and Auditor General of India on Local Bodies in Maharashtra,
Various Years.

Report on the Performance of State Power Utilities, Power Finance Corporation, Various
Years.

Annual Report of Maharashtra State Electricity Distribution Company Ltd., Maharashtra
State Electricity Transmission Company Ltd and Maharashtra State Power Generation

Company Ltd. for Various Years.



Methodology

The study has made use of trend and ratio analysis to understand the temporal movement of
various indicators. The trend growth rates have been estimated for analysing the growth
performance of different variables. The elasticity coefficients and buoyancy indicators were
estimated to understand the responses of tax collection in the state to its GSDP growth. Budget
effort and the C efficiency were estimated in order to understand performance of the state in tax
collection. The methodology used by Balbir Kaur et.al. (2014) has been used for analyzing the
debt sustainability. In this framework, various indicators of sustainability such as ratio of interest
payments to revenue expenditure, primary revenue balance to GSDP, primary revenue balance to
interest payments etc. have been computed. Any deviation from the glide path in each of the
indicators shows breach in the debt sustainability of the State. The debt sustainability roadmap
for the state indicates how the State debt levels would behave under a Business As Usual (BAU)
scenario as well as under scenarios wherein the values of revenue and expenditure items change.
Sensitivity analysis is undertaken for understanding the trend in a dynamic framework.
Sensitivity to indicators such as change in the growth rate of GST, change in revenue
expenditure and capital expenditure, change in non-tax receipts etc. has been analyzed. Details of

the methodology are given in the respective chapters.
Chapter Scheme

The macroeconomic background of Maharashtra state is discussed in chapter 1. In Chapter 2-14,
detailed study of each specific 13 objectives listed in the previous section is done. Chapter 14
gives some of the priorities areas that require special grants from the Finance Commission.

Chapter 15 gives the conclusions of the study.



CHAPTER -1

SOCIO- ECONOMIC PROFILE OF MAHARASHTRA

1.1. Introduction

Maharashtra occupies the western and central
part of India and has a long coastline stretching
nearly 720 kilometers along the Arabian Sea.
Maharashtra’s total geographical area is 3.08
lakh sq. km and it has a forest cover of 61,358
sq.km which is over 20 per cent of its
geographical area. The Western Ghats zone
which is 12.2 per cent of state’s geographical
area comprises of the Malabar Plains and the
Western Ghat mountains.  The state receives
moderate rainfall and has a large drought prone
rain shadow area. Substantial geographical area
of the state continues to depend on monsoons

for rain fed agriculture.
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Maharashtra, comprising 9.4 per cent of India’s geographical area, is its second largest state in

terms of area and with a population of 11.24 crore (9.3 per cent of total population of India) is

also the second largest state in terms of population. It is highly urbanized with 45.2 per cent

people residing in urban areas. Mumbai, the capital of Maharashtra, is the financial capital of

India. It houses the headquarters of most of the major corporate & financial institutions. India's

main stock exchanges & capital market and commodity exchanges are located in Mumbai.

Maharashtra is one of the most industrialized states of India and has been a pioneer in chemical,

automobile & textile industries. The basic fact sheet for the state is given in Table 1.1.
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Table 1.1: Maharashtra Fact Sheet

Variable Value
No. of Districts 36
GSDP 2016-17 (Current Prices 2011-12 series)
Crores 22,67,788
Percapita Income 2016-17 (Current Prices 2011-
12 series) Rs. 1,88,896
Population, total (crore) ( 2011) 11,23,74,333
Population growth (decennial %) (2011) 15.99
Rural Population (54.8%) ( 2011) 61,556,074
Urban Population (45.2%) ( 2011) 50,818,259
Scheduled Caste persons (11.8%) ( 2011) 1,32,75,898
Scheduled Tribes persons (9.4%) ( 2011) 1,05,10,213
Literacy rate ( 2011) 82.34
Density (per sq.Km) (2011) 365
Sex Ratio (2011) 929
Education: Primary Schools (2017) 1,04,971
Enrollment in 000 15,986
Secondary Schools incl. higher secondary 25,737
Enrollment in 000 6,615
Health: Hospitals (2016) 1,402
Dispensaries 3,087
Beds per lakh population 108
Birth rate 15.9
Death rate 59
Infant Mortality Rate 19
Total Road length km (2016) 3,03,359
motor vehicles in 000 29,186
Local Self Gowvt. Institutions (2017-18)
Zilla Parishads 34
Gram Panchayats 27,855
Panchayat Samitees 351
Municipal councils 236
Municipal Corporation 27
Nagar Panchayat 124
Cantonment Boards 7

Source: MaharashtraEconomic Survey 2017, Government of Maharashtra



1.2.  Status of the Economy- Composition and Trends

Maharashtra belongs to a high income state of the Indian Union. The Gross State Domestic
Product (GSDP) of the have recorded marginally higher growth rate compared to all India
average during the period 2011-12 to 2016-17%. The average growth rate for the state GSDP was
6.94 per cent compared to the all India average of 6.78 per cent. Except 2014-15, all other years
the state has recorded a higher growth rate than that of all India average growth (Figure 1.1.).
The lower growth rate in 2014-15 is due to a negative growth in the agriculture and allied sectors
due to drought in the state. As a result of the successive years of better growth performance the
state produce 14.89 per cent of the total domestic product of the country (Figure 1.2.)

Figure 1.1: Comparison of Maharashtra’'s GSDP growth with India’s GDP growth rate
(2011-12 prices)
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Source: Estimated using CSO Estimates of State Domestic Product

1 The Central Statistical Organization have revised the state GSDP and India’s GDP numbers with base year 2011 -
12 onwards with the new methodology. The back series for the state GSDP with 2011-12 prices are not available
and hence our analysis is restricted for the period 2011-12 to 2016-17.



Figure 1.2: Share of Maharashtra GSDP in India's GDP
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The high GSDP growth along with a lower population growth rate in Maharashtra compared to
the all India average helped the state to retain a better position for the state in terms of percapita
Income. The state percapita income has historically been higher compared to the all India
average. The trend continued during the period 2011-12 to 2016-17 as well. The percapita
income of the state is currently 84 per cent more than the percapita income at the all India level.
(Figure 1.3 and Figure 1.4).

Figure 1.3: Percapita Income Maharashtra and All India (2011-12 Prices)
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Figure 1.4: Maharashtra Percapita Income as percentage of all India
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1.3.  Growth Rates of Various Sectors
Agriculture and Allied Sectors

The growth rate of value added in the agriculture and allied sector for Maharashtra have been
lower than all India average during the period 2011-12 to 2016-17. While the all India average
was 2.74 per cent the Maharashtra’s state average was only 0.17 per cent. Maharashtra shows
huge fluctuations in its agricultural sector value added as shown in Figure 1.8. This is mainly due
to fluctuations in monsoon in the state. The consecutive drought year of 2014-15 and 2015-16

had resulted in a negative growth of this sector’s value added.

Figure 1.5: Growth rate of agriculture and allied sectors GVA (2011-12 prices)
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Industrial Sector

Maharashtra, historically one of the most industrialised state in the country has recorded a slower
growth compared to all India average during the period 2011-12 to 2016-17( Figure 1.9). The
growth rate picked up from 2.81 percent during 2012-13 to reach 6.71 per cent during 2016-17,
but surprisingly it is lower than the national average of 7.11 per cent. This will have an

implication on the total revenue generation in the state.

Figure 1.6: Growth rate of Industrial Sector GVA (2011-12 prices)
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Service Sector

Service sector of Maharashtra had grown at 9.43 per cent compared to the all India average of
8.57 per cent. Except during 2014-15 the state have recorded higher growth in service sector
compared to all India. The growth rate increased from 8.11 per cent in 2012-13 to 10.83 per cent
during 2016-17. The higher growth rate of service sector is likely to provide more tax revenue to

the state since the introduction of Goods and Services Tax.



Figure 1.7: Growth rate of Service Sector GVA (2011-12 prices)
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Growth rate of Subsectors

The aggregate GSDP growth rate of Maharashtra at 6.94 per cent for the period 2011-12 to
2016-17 is marginally higher than the all India growth rate of 6.80 per cent. This is reflected in
the higher per capita income growth of the state too. The primary sector of Maharashtra has
fared poorly compared to the all India growth rates. While the crop sector recorded a negative
growth rate, all other sub sectors within agriculture and allied activities have recorded a slower
growth pace than the all India growth rates. On the other hand, manufacturing sector and major
subs sectors of the service sector have a slightly better growth rate in Maharashtra compared to
the all India growth rate. The construction sector, Electricity, gas and water supply and trade,
repair, hotels and restaurants in Maharashtra have recorded a slower growth pace. Public
administration is another sector within the service sector that recorded slower growth pace.
Higher growth in Communication and services related to broadcasting, Financial services and
Real estate, ownership of dwelling and professional services helped the state to achieve a growth
rate slightly ahead of all India growth rate.
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Table 1.2: Sub Sectoral Growth Rate 2011-12 to 2016-17 (2011-12 Constant Prices)

S. No. | Sector Maharashtra | All India
1 Agriculture, forestry and fishing 0.17 2.40
11 Crops -1.26 0.45
1.2 Livestock 4.02 6.44
1.3 Forestry and logging 1.02 2.42
1.4 Fishing and aquaculture 1.60 7.16
2 Mining and quarrying 1.86 7.20
3 Manufacturing 7.97 7.65
4 Electricity, gas, water supply & other utility services 4.14 5.43
5 Construction 1.23 2.76
6 Trade, repair, hotels and restaurants 4.24 8.67
Transport, storage, communication & services related
7 to broadcasting 10.47 7.69
7.1 Railways 5.44 6.70
7.2 | Storage 10.39 2.65
7.3 | Communication & services related to broadcasting 12.95 11.39
8 Financial services 8.26 7.32
Real estate, ownership of dwelling & professional
9 services 11.54 10.62
10 Public administration 3.85 4.92
11 Other services 10.36 7.51
12 TOTAL GSVA at basic prices 6.90 6.64
13 GSDP/GDP 6.94 6.80
14 Per Capita GSDP/GDP 5.76 5.54

Source: Estimated using CSO data

1.4, Structural Composition of Gross State Value Added

Service sector contributes more than half of the gross value added of the Maharashtra Economy.
This is followed by more than 30 per cent contribution from the Industrial Sector. The
agriculture and allied Sectors contributes less than 10 per cent to the state value added. The state
IS more service oriented compared to the national average during the year 2016-17(Figure 1.8
and 1.9)

11



Figure 1.8: Sectoral Composition of GSVA, Maharashtra 2016-17
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Figure 1.9: Sectoral Composition of GSVA, All India 2016-17
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During the period 2011-12 to 2016-17 the share of agriculture sector declined from 12.94 percent
to 9.75 percent of the gross value added of the state. The industrial sector also recorded a decline
from 35.79 per cent to 33.47 per cent. This was compensated by a higher contribution from the
service sector. The service sector share increased from 51.27 per cent to 56.78 per cent (Figure

1.10)
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Figure 1.10: Structural Composition of Maharashtra GSVA
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1.5. The Case of Delayed Structural Transformation

Economic growth leads to a shift in the structure of production from agriculture to industry and
then to services. The Maharashtra economy had undergone a theoretical sectoral shift in the
income dimension but failed to translate this into transformation in the more important
employment dimension. Theoretically the structural shift in income should be followed by a shift
in employment for a complete structural change to happen. The manufacturing sector, which
constituted the major share in the secondary sector NSDP, is expected to absorb more labour
from the agricultural sector. How far this sector has been successful in absorbing labour force
from agriculture becomes a relevant question. The NSSO surveys give the Industrial distribution
of the workers among various sub sectors of the economy over a period of time through its

Quinquennial surveys.

When one looks at the Maharashtra figures, the speed at which this transformation happening is

very slow (Table 1.3.). Although nearly half the workers are depending on the agricultural sector
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for their livelihood, their contribution to output or the sectoral product has been very low as we
observed in the previous section. The secondary sector failed to absorb the workers and the
additional workers were mainly absorbed in the tertiary activities. The sub-sectoral distribution
of the workforce indicates that agriculture and allied activities provide the maximum
employment opportunities in the regional economy. Public administration is the second leading
subsector followed by manufacturing sector. Maharashtra thus gives a classic case of delayed

structural transformation in employment.

Table 1.3. Sectoral Distribution of the Workforce in Maharashtra (UPSS) (in per cent)

Sector 2004-05 2009-10 2011-12

Agriculture and Allied (5?55875‘; (551013; ( 42991()(;
Manufacturing 11.78 11.62 12.17

(11.73) (11.56) (12.6)
Electricity, Gas, 0.28 0.43 0.46
Water Supply (0.27) (0.31) (0.52)
Construction 487 035 0.28

(5.57) (9.62) (10.6)
Industry 17.34 17.70 19.05

(18.14) (22.09) (24.26)
Trade, hotels and 10.80 11.80 11.25
Restaurants (10.24) (11.34) (10.96)
Transport, Storage and 451 5.29 6.14
Communication (3.83) (4.50) (4.83)
Finance, Insurance and 2.80 4.45 2.08
Real Estate (1.55) (2.29) (1.10)
Public Administration and 8.81 10.34 12.37
Other Services (7.74) (8.58) (9.95)
Service Sector 26.92 31.88 31.85

(23.36) (26.72) (26.84)

Note: Figures in parenthesis are all India

Source: NSSO Quinquennial Survey on Employment and Unemployment various rounds.

1.6 Inter District Disparities

Though the state has a high GSDP, the per capita Gross District Value Added (at Current prices)

shows large inter district disparities in the state. Maharashtra’s per capita income at current
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prices for 2016-17 was estimated at Rs. 1, 65,491 as compared to the national per capita income
of Rs. 103870. The highest per capita gross district value added was registered for Mumbai (city
and suburb) at Rs. 2,79, 965 compared to Rs. 78,531 for Nandurbar district. Mumbai, the capital
city of the state is having a per capita income three and half times higher than the tribal district of
Nandurbar. Only five districts of the state, namely, Mumbai, Pune, Nagpur, Raigad and Thane
have higher than the state average. Ten districts fall below the national average also in terms of
per capita income. This clearly shows the higher degree of inter-regional inequality in
Maharashtra. The problem of regional disparity in economic development has been a
characteristic feature of Maharashtra and its origins date back to the time of formation of the
state. The state of Maharashtra was formed in 1960 by merging the contiguous Marathi speaking
areas of the then Bombay, Madhya Pradesh and Hyderabad regions. Among these, Bombay
region was better developed even during colonial times, whereas Hyderabad and Madhya
Pradesh regions were relatively backward.

Figure 1.11: Per Capita Gross District Value Added at Current Prices (Rs.)
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1.7. Social Sector Development in the state

Having examined the high economic growth in Maharashtra and regional inequality we seek to
examine the more important dimension of human development in Maharashtra. Here also studies

had identified wide inter-regional disparities in the levels of achievement.

1.7.1. Demographic and Health Indicators

In 50 years after the formation of the state, Maharashtra’s population increased from 39.6 million
in 1961 to 112.3 million in 2011. The demographic details of the state are given in Table 1.4.
The first three decades actually witnessed the population doubling itself. The state recorded
above replacement level growth rate of population till the last decade. It has now come down to
below 2 per cent level. The density of population in the state is relatively low given the vast area
of the land available in the rural areas. The Sex ratio in Maharashtra is not favorable to women
and the ratio is slightly decreasing over the years. Maharashtra is the second most populated

state after Uttar Pradesh in India.

Table 1.4: Population Size, Growth Rate, Sex Ratio and Density of Population in

Maharashtra
Year Population Growth Rate Sex Density
(million) (%) Ratio (Per sg.km)
1961 39.6 - 936 129
1971 50.4 2.44 930 164
1981 62.8 2.22 937 204
1991 78.9 2.29 934 257
2001 96.8 2.04 922 314
2011 112.3 1.50 925 365

Source: Census of India, Various Years

Urbanisation

Maharashtra, the second most urbanised state in India with 42.4 per cent of the population living
in towns and cities and metropolis like Mumbai. The huge urban population accounts for 14.4

per cent of India’s entire urban population. Till 1991, Maharashtra was the most urbanised state,
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and now Tamil Nadu is the most urbanised state with 43.9 per cent of its population in urban
areas. The percentage of urban population can be considered as important developmental
indicator influencing the demographic transition. Across Maharashtra, there are sharp variations
in the levels of urbanisation, in terms of both numbers of cities and towns as well as populations
contained therein. The Konkan region is the most urbanised region in Maharashtra with two
districts, Mumbai and Mumbai suburban, being 100 per cent urban and Thane district having 73
per cent urban population. Marthwada is the least urbanised and Western Maharashtra is more
urbanised than Vidharbha.

Longevity

The life expectancy level in the state increased from 69.9 years in 2006-10 to 71.6 years in 2010-
14. This level was higher than 67.9 years recorded for All-India. Female life expectancy in
Maharashtra was 73.6 years, higher than the level of 69.6 years for all India.

Infant Mortality

In terms of infant mortality rate (IMR), the reduction has been from 35 per thousand live births
in 2006 to 21 per thousand live births in 2015, compared to an all India reduction from 57 to 37

per thousand live births.
Nutritional Level

The nutritional indicator of the state, especially of Children has fared slightly better than the all
India average as given in Figure 1.12. The proportion of children having low weight for height
(Wasted) have increased in the state over a period of ten years. The underweight children are at
par with the all India level. Only significant improvement happened in the proportion of children
below five who are stunted. Being one of the richest state in India, the progress made by the

state is not encouraging on nutritional indicators.
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Figure 1.12: Trends in Children's Nutritional Status (percentage of children under five
years)
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1.7.2. Human Development Index

A major proportion of the total expenditure of the state government in India is going to the social
sectors like education and health care since the improvement of educational and health outcome
is the fundamental responsibility of the state government. Maharashtra has attained a better
human development outcome compared to the all India average as per the India Human
Development Report 2011 data given in Table 1.5. But failed to translate itself to the top
performer in human development in India. The state ranks fourth in the human development.
But this aggregate achievement in average human development conceals the inter regional issues

of human development in Maharashtra.
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Table 1.5: State wise HDI 2011

il'o_ State HDI ia[’)“l‘
1| Andhra Pradesh 0.485 11
2 | Assam 0.474 12
3| Bihar 0.447 18
4| Chhattisgarh 0.449 17
5| Gujarat 0.514 8
6 | Haryana 0.545 5
7 | Himachal Pradesh 0.558 3
8 | Jharkhand 0.464 15
9| Karnataka 0.508 10
10 | Kerala 0.625 1
11| Madhya Pradesh 0.451 16
12 | Maharashtra 0.549 4
13| Orissa 0.442 19
14 | Punjab 0.569 2
15| Rajasthan 0.468 13
16 | Tamil Nadu 0.544 6
17 | Uttar Pradesh 0.468 14
18 | Uttarakhand 0.515 7
19 | West Bengal 0.509 9
20 | India 0.504

Source: India Human Development Report, 2011

From Figure 1.13 and Figure 1.14. We can see the large inter regional disparity across the state

in terms of human development index.
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Figure 1.13: District wise Human Development Index for Maharashtra- 2011

0.9

0.8

0.7

0.6

0.5

0.4

HDI Values

0.3

0.2

0.1

0

Bee
Bhandara I
Dh U]
Jaln o | ——
Latur .

Mumbai
Thane
Wardha /———————

Akola
Amravati

Aurang aba | |1 —
Gondia
jalgaon —_———
N an Cle C] 1 —
Parbih o | —
S0l ap Ur |
WV as i 1 —

Hingoli
Pune
Raigad

Nashik
Ratnagiri

Buldhana |
Gadchiro! i
Nagpur
Nan durba - |
Osmanabad | —

Ahmednagar
Chan drapu - | ——
Kolhapur
Sindhudurg
Yavatmal

District

e laharashtra State

Figure 1.14: District wise Human Development Index for Maharashtra- 2011
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1.8. Agrarian Distress in Maharashtra:

The agrarian distress has been the important issue in Maharashtra economy especially in the

Vidarbha and Marathwada regions. As far as the farmer’s suicides are concerned, the state has
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highest number of suicides. The incidence is concentrated in the wulnerable regions of Vidarbha
and Marathwada. While the number of suicides per lakh hectare of net sown area is 26.35 in
Vidarbha and Marathwada, the corresponding figure for the rest of Maharashtra is 7.25. Primary
data collected from these two regions indicated that soyabean and cotton were the major crops of
sample households and together constituted 62.78 per cent of their gross cropped area (Shroff et
al 2018). Looking across all crops, the net returns to farmers were negative indicating that
farming is an unviable economic activity. Crop failures due to droughts year after year coupled
with low prices make farmers defaulters in the credit market and a vicious cycle is perpetuated.
Farmers’ suicides in Maharashtra have increased many folds. The number of farmers committed
suicides were only 62 in 2001 which has increased to 2376 in 2006 and further it rose to as high
as 3228 in 2015, the highest in India. The incidence of suicides was more on Vidarbha region of
the state. The share of Vidarbha in total suicides which was 83.87 per cent in 2001 which has
declined to 39.12 in 2016 majorly due to the distress started spreading to other regions of
Maharashtra and their shares increased accordingly. Since 2014 the share of Marathwada in total
suicides was less than 16 per cent and it reached 34.74 per cent in 2016, while that of Vidarbha
was 39.12 per cent. Thus, Vidarbha and Marathwada together accounted for 73.86 per cent of
suicides among farmers in 2016.

In the Table 1.6, Region-wise suicides per lakh hectare of gross cropped area (GCA) and per
lakh hectare of net sown area (NSA) are indicated. It can be observed that suicides are
concentrated in Vidarbha and Marathwada as compared with the rest of Maharashtra. In fact,
they are more than thrice higher as compared with the rest of Maharashtra. This indicates that
distress is more localized in selected regions and not uniform in the entire state. The suicides in
Vidarbha and Marathwada regions were 0.49 per lakh hectare (GCA) whereas rest of Maharastra
was only 0.09 per lakh hectare (GCA) which increased to 18.08 and 5.82 per lakh (GCA),
respectively in Vidarbha-Marathwada and Rest of Maharashtra. Almost a similar observation is

noted in case of suicides per lakh hectare of Net Sown Area (NSA).
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Table 1.6: Region-wise Suicides per lakh hectare GCA and per lakh hectare NSA

Vidharbha and Rest of
Maharashtra
Marathwada Maharashtra
o Suicide o o o
Years . Suicide Suicide | Suicide | Suicide
Suicide per lakh per
per lakh per lakh | per lakh | per lakh
ha GCA lakh ha
ha NSA ha NSA | ha GCA | ha NSA
GCA

2001 0.49 0.64 0.09 0.10 0.28 0.35
2002 1.05 1.42 0.08 0.09 0.54 0.69
2003 1.50 2.01 0.16 0.19 0.80 1.02
2004 4.68 6.77 0.51 1.04 2.88 3.67
2005 4.73 6.29 0.83 1.12 2.61 3.48
2006 17.18 22.84 4.31 5.78 10.17 13.58
2007 14.80 19.68 3.94 5.29 8.88 11.87
2008 12.98 17.92 4.61 5.61 8.69 11.24
2009 11.17 15.47 3.21 3.93 7.10 9.21
2010 12.39 17.18 3.22 3.95 7.70 10.01
2011 10.19 14.65 2.99 3.71 6.55 8.72
2012 9.93 14.41 2.81 3.44 6.37 8.47
2013 8.75 12.71 2.46 3.03 5.61 7.47
2014 13.10 19.29 3.81 4.72 8.47 11.41
2015 21.43 31.22 6.39 7.95 13.87 18.61
2016 18.08 26.35 5.82 7.25 12.18 16.34

Source: Shorff, Kajale and Bansode (2018), ‘Agrarian distress in Maharashtra’, Arthvijnana.

Many studies have observed that the Western Vidarbha and Marathwada are water stressed

regions with many districts receiving even less than half the normal rainfall of Maharashtra,

especially in Marathwada. Therefore, top priority must be given to the completion of

incomplete

promotion of water saving technologies.

irrigation  projects and watershed management strategies along with the
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1.9. Conclusion

This chapter tried to give an overview of the economic growth at the aggregate and sectoral level
at Maharashtra in a comparative perspective with all India. We found that the growth rates of
Maharashtra economy during the period 2011-12 to 2016-17 was marginally ahead of India’s
growth rate. On percapita income Maharashtra is way ahead of all India average. But
interregional income inequality is a major characteristic feature of the state. Similar inequality is
clearly visible in the human development indicators as well. Even though the state has performed
better than the national average on many social indicators, the state failed to translate its higher

economic growth into higher human development and be in a virtuous growth path.

Major Findings

e Maharashtra is a leading state of India in terms of per capita income, industrialization,
urbanization and the share of services in Gross Domestic Product (GSDP).

e However, Maharashtra exhibits an extreme pattern on lopsided growth:
Urban/Metropolitan Maharashtra and Western Maharashtra enjoy very high income
and human development indices, whereas large areas of north, north eastern and
eastern Maharashtra have virtually stagnated.

e The state failed to translate the high income transformation to employment
transformation. 49.10 per cent of the workers are still depending on agriculture for
livelihood.

e Maharashtra is the third most drought prone state in India having only 18 per cent of

irrigated land. It is the state with highest number of farmer’s suicide in India.
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Chapter - 2

TRENDS IN TAX REVENUE

2.1. Total Receipts and Major Components:

Total receipts of the state government are broadly categorised into Revenue receipts and Capital

receipts. Revenue receipts comprise of tax revenue, non-tax revenue, share in central government

taxes and grants-in-aid from the centre. Capital receipts comprise of public debt, loans from

central government, recovery of loans by state government and public account. The temporal
analysis is carried out for the period 2006-07 to 2017-18(RE) and for the sub periods as 12t
Finance Commission (2006-07 to 2009-10), 13" Finance Commission (2010-11 to 2014-15) and
14t Finance Commission (2015-16 to 2017-18(RE)). The trend in the total receipts and its
component is given in Table 2.1.

Table 2.1: Total Receipts and its Major Components (Rs. Crores)

Total Revenue Capital
Period Year Total Revenue | Capital | Receipts as | Receipts as | Receipts as
Receipts | Receipts | Receipts | percentage | percentage | percentage
of GSDP of GSDP of GSDP
62195 15086
2006 - 2007 77281 (80.48) (19.5) 13.22 10.64 2.58
79583 3508
2007 - 2008 83091 (95.78) (4.22) 12.13 11.62 0.51
12t FC i 81271 26776
2008 - 2009 | 108046 (75.22) (24.78) 14.33 10.78 3.55
86910 30383
2009 - 2010 | 117293 (74.10) (25.90) 13.71 10.16 3.55
Average 96428 77490 18938 13.35 10.80 2.55
105868 23739
2010 - 2011 129607 (81.68) (18.32) 12.35 10.09 2.26
121286 28336
2011 - 2012 | 149623 (81.06) (18.94) 11.69 9.47 2.21
137FC 142947 21842
2012 - 2013 | 164789 (86.75) (13.25) 11.29 9.79 1.50
149822 38928
2013 - 2014 | 188749 (79.38) (20.62) 11.44 9.08 2.36
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Total Revenue Capital
Pe riod Year Total Revenue | Capital | Receipts as | Receipts as | Receipts as
Receipts | Receipts | Receipts | percentage | percentage | percentage
of GSDP of GSDP of GSDP
165415 45939
2014 - 2015 211354 (78.26) (21.74) 11.87 9.29 2.58
13" FC
Average 168824 137068 31757 11.73 9.55 2.18
185036 38233
2015 - 16 223268 (82.89) (17.12) 11.24 9.31 1.92
2016-17 204693 52300 11.39 9.07 2.32
256993 (79.65) (20.35)
14" FC
221E7'18 12.97 10.32 2.65
(RE) 323702 | 257605 | 66097
Average 11.86 9.57 2.30
267988 215778 52210
2006-07 to 2017-18 169483 136886 32597 12.24 9.94 2.33
Average (80.77) (19.23)

Note: Figures in parenthesis are as a proportion of total receipts
Source: Government of Maharashtra, Budget in Brief, Various Years

From Table 2.1, it is clear that the total receipts as a percentage of GSDP is showing a declining
trend during the period 2006-07 to 2017-18 (RE). The total receipts have improved from 13.22
percent of GSDP in 2006-07 to 14.33 percent in 2008-09 and have shown a trend reversal
henceforth. It declined to 11.24 in 2015-16 and is showing a slight improvement in the last two
years. This decline in the total receipts are mainly due to the decline in the revenue receipts of
the state. As a proportion of GSDP the revenue receipts have declined from 10.64 in 2006-07 to
9.07 percent in 2016-17. This clearly indicates that the revenue receipts of the state failed to keep
pace with the GSDP growth. The declining trends in the revenue receipts affect the overall fiscal
health of the state.

The capital receipts as a percentage of GSDP, which constitute the borrowings of the
government, had shown a fluctuating trend, but are keeping pace with the GSDP growth. The
proportion of the revenue and capital receipts remained around 80:20. This is a good indication
that only one fifth of the total receipts are from capital account or the borrowing of the

government, while a major proportion comes from revenue receipts.
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The sub period analysis gives a clear picture on the declining trends in various receipts of the
state government. Table 2.2. Indicates that all the receipts have shown a down ward trend during
the 13t FC period compared to the 12t" FC. The revenue receipts of the state remained stagnant
at 9.5 percent during the13th and 14th FC period and this lead to a decline in the overall receipts
of the state government during the last three years. From the component wise analysis one can
conclude that the decline in the capital receipts is a positive trend, but the decline in the revenue

receipts is a worrisome trend for the state exchequer.

Table 2.2: Total Receipts and Components as Percentage of GSDP

Period 2006-07 to 2017-18(RE) | 12th FC 13th FC 14th FC
Total Receipts 12.24 13.55 11.73 11.86
Revenue Receipts 9.94 10.80 9.55 9.94
Capital Receipts 2.33 2.55 2.18 2.30

The analysis of the growth rate of various components explains the story more clearly. The total
receipts had recorded a growth rate of only 12.14 percent for the entire period, less than the
GSDP growth of 13.51 percent. The revenue receipts had a growth rate of 11.89 percent the
capital receipts had recorded a growth rate of 16.62 per cent. The decline in the growth rate of
revenue receipts have pulled down the growth rate of total receipts below the growth rate of
GSDP, which lead to a scenario where the government’s income is growing less than

proportionately with the growth of state income.

Table 2.3: Total Receipts and Major Components: Growth rate

Period 2006-07 to 2017-18 (RE) | 12th FC 13th FC | 14th FC
Total Receipts 12.14 13.55 11.73 11.24
Revenue Receipts 11.89 10.80 9.55 9.57
Capital Receipts 16.62 2.55 2.18 1.92
GSDP 13.51 13.59 15.92 12.10
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Our final indicator to track the progress in the receipts is the coefficient of income elasticity.
This gives the percentage change in tax receipts that accompanies a one percentage change in
income. Table 2.4 gives this elasticity component for major components of receipts. The total
receipts and revenue receipts gives an expected elasticity of less than one, indicating the slow
growth rate of those two variables in relation to GSDP. This slow growth rate of revenue receipts

needs to be analyzed in detail and that is attempted in the next section.

Table 2.4: Total Receipts and Major Components: Elasticity

Item 2006-07 to 2017-18(RE) | 12th FC 13th FC
Total Receipts 0.85*** 1.18*** 0.90***
Revenue Receipts 0.84*** 0.85*** 0.84***
Capital Receipts 1.12** 2.81 1.15

Revenue Receipts

In this section we try to have a disaggregate analysis of the revenue receipts of the government
of Maharashtra. The revenue receipts of the state government comprises of own tax revenue,

non-tax revenue, share in central taxes and grant in aid from central government.

Table 2.5: Revenue Receipts and its Components

. Total Revenue | Own Tax | Own Non Tax Share in Grants
Period Year Receipts Revenue Revenue Central From
P Taxes Centre

40099 7518 6023 8555

2006 - 07 62195 (64.47) (12.09) (9.68) (13.76)

47528 16948 7597 7510

2007 - 08 79583 (59.72) (21.30) (9.55) (9.44)

" _ 52030 9790 8018 11432
12 FC 2008 -09 81271 (64.02) (12.05) (9.87) (14.07)
59106 8353 8248 11203

2009 - 10 86910 (68.01) 9.61) (9.49) (12.89)

75027 8225 11420 11196

2010-11 105868 (70.87) (7.77) (10.79) (10.58)

87608 8168 13343 12167

S, 2011 -12 121286 (72.23) (6.73) (11.00) (10.03)
2012 - 13 142947 103449 9984 15192 14322
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Share in Grants

Period Year Tot;L(I?;(aivsSnue OR\QCeIS;( Omgeyeonnugax Central From
P Taxes Centre

7237 ©6.98) 10.63) @0.02)

108598 11352 16630 13241

2013 -14 149822 (72.48) (7.58) (11.10) (8.84)

115064 12581 17630 20141

2014 -15 165415 (69.56) (7.61) (10.66) (12.18)

126628 13473 78086 16899

2015-16 185036 (68.43) (7.25) (15.18) 9.13)

136616 12709 33715 21653

14t pc | 2016-17 204693 (66.74) (6.21) (16.47) (10.58)
2017-18 S 164979 21671 37203 33752

(RE) (64.04) (8.41) (14.44) (13.10)

Source: Government of Maharashtra, Budget in Brief, Various Years

Figure 2.1: Revenue Receipts and its major components
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From Table 2.5 and Figure 2.1 we can infer that the major component of the revenue receipt of

the state is the own tax revenue. It constitutes around 67.75 percent of the total revenue receipts
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of the state during the period 2006-07 to 2017-18(RE). This was followed by share in central
taxes at 11.57 percent, grants from the Centre at 11.22 percent and own non-tax revenue at 9.47
percent respectively. The proportion of own tax revenue in the total revenue receipts have
increased from 64.06 percent during the 12t FC period to 71.50 percent during the 13t FC
period and reverted back to 66.41 percent during the first three years of the 14t FC period. The
real decline in the own tax revenue of the state is due to the decline in the non- tax revenue. The
proportion of the same almost halved from 13.76 percent during the 12t" FC period to 7.33
percent during 13t FC period and remained stagnant at 7.29 percent during the first three years
of the 14t FC period. The Central devolution of taxes on the other hand had shown an increasing
trend. The share of central taxes increased from 9.65 percent during the 12t" FC period to 10.83
percent during the 13" FC period and increased further to reach 15.36 percent during 14th FC
period. Central grants had declined from 12.54 percent to 10.33 percent and increased slightly to
reach 10.94 during the award period of the last three finance commissions.

The above analysis seems to suggest that there is a decline in the effort of the state government
to improve its tax revenue as well as the non- revenue. The huge decline in the non-tax revenue
is a worrisome factor for the state. A detailed analysis of the same will be done in the next
chapter. The share in Central taxes in total revenue receipts shows an increasing trend and this
gives more untied funds available to the state government. The decline in the own tax effort of
the state government is to a great extend getting balanced by the increased availability of the tax

share from the union government.

Table 2.6: Revenue Receipts as a Percentage of GSDP

ltem 2(2)23?1_%;?5) féh 13th FC | 14th FC
Total Revenue Receipts 9.97 10.80 9.55 9.57
Own Tax Revenue 6.73 6.90 6.83 6.35
Own Non Tax Revenue 0.97 1.51 0.70 0.70
Share in Central Taxes 1.14 1.04 1.03 1.47
Grants From Centre 1.12 1.35 0.99 1.05
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As a proportion of GSDP the total revenue receipts of the constitute 9.97 percent, with own tax
revenue being 6.73 percent, share in central taxes at 1.14 percent , grants from Centre at 1.12
percent and own non- tax revenue at 0.97 percent respectively. The decline in the own tax
revenue and non-tax revenue across the three previous finance commission periods are clearly
visible from the Table 2.6. The own tax revenue declined from 6.90 percent to 6.83 percent and
further down to 6.35 percent of GSDP during the last 12 years. The own non- tax revenue of the
state as a percentage of GSDP halved from 1.51 percent during the 12t FC period to 0.70 percent
during the 13the FC period and remained stagnant at 0.70 percent during the first three years of
the 14t FC period. Thus the major that pull down the total revenue receipts is the decline in the
own non- tax revenue. The increasing devolution of central taxes and grants has acted as shock

absorbers for the state exchequer.

Figure 2.2: Total Revenue Receipts as percentage of GSDP
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Own Tax Revenues

A substantial component of Own Revenue Receipts of the state is Own Tax Revenue, hence in
this section we analyse the own tax revenue of the government of Maharashtra for the period
2006-07 to 2017-18(RE). The declining trend in the tax/GSDP ratio of the state is clear from
Figure 2.2. Tax/ GSDP ratio of the state remained less than 7 percent (the proportion for the
major states of India), which is a worrisome trend for the state of Maharashtra.

Figure 2.3: Tax/GSDP Ratio of Maharashtra

7.40 A

7.20 A

7.00 -

-
v rn/l

%36

6.80 -
6.60 - 6.61
6.40 -

6.20 -

6.00 -

5.80 A

5.60 -

5,40 T T T T T T T T T T T 1
2006 - 2007- 2008- 2009- 2010- 2011- 2012- 2013- 2014- 2015- 2016-172017-18
07 08 09 10 11 12 13 14 15 16 (RE)

=¢==Tax/GSDP Ratio

The summary statistics on the states own tax revenue receipts reiterates the slow growth recorded
in the own tax revenue of the state (Table 2.7.). Like most of the state of India, taxes on
commodities and services constitute the major component of revenue for the state. Around 80
percent of the own revenue receipts comes from this head. This is followed by 18 percent
revenue from taxes on property and transactions. Taxes on Income and Expenditure (mainly
professional tax) constitute a meager 2 percent of the total own tax revenue of the state (Table

2.8). Among the individual taxes, the sales tax/VVAT on average constitute around 58.19 percent
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of the total own tax revenue of the state. The category of stamp duties and registration fees is a

distant second at 16.72 per cent followed by state excise and motor vehicle taxes.

Table 2.7: State’s Own Tax Revenue

( Rs. Crores)

32

2006-07 to
ﬁl.o ltern 2017-18(RE) 12th FC 13th FC 14th FC
' Mean CVv Mean | CV | Mean | CV | Mean CVv
States Own Tax Revenue 93061 0.42 49691 | 0.16 | 97949 | 0.17 | 142741 | 0.14
1 | Texes on Income and 1835 | 018 | 1477 |o0.11| 1963 |0.11| 2101 | 0.13
Expenditure
o | Taxes on Property and 16542 | 039 | 9070 |0.21| 17920 | 0.16| 24208 | 0.07
Transactions
2.1 | Land Revenue 1208 0.63 561 0.18 1098 0.1 2249 0.37
2.2 | Stamp and Registration Fee 15334 0.38 8506 |0.21| 16821 [ 0.16| 21959 | 0.04
3 gg’rffce‘;” Commodities and 747683 | 0.44 | 39143 |0.16 | 78065 | 0.17| 116431 | 0.16
3.1 | Sales Tax 54551 0.46 28560 | 0.13| 56631 | 0.17| 85741 | 0.22
3.2 | State Excise 8281 0.43 4188 [ 0.14 | 9072 |0.22| 12419 0
3.3 | Taxes on Vehicles 4349 0.43 2221 |0.16| 4639 |0.17| 6702 0.09
3.4 | Taxes on Goods and Passengers 960 0.59 620 | 0.59 738 |0.38| 1786 0.09
3.5 | Taxes and duties on Electricity 4959 0.46 2487 (0.28| 5178 |0.15| 7891 0.13
3.6 | Entertainment Tax 504 0.47 416 0.16 589 0.22 480 1
3.7 | Other Taxes and Duties 1075 0.58 648 0.19| 1216 | 0.39 1410 0.73
Table 2.8: Share of various taxes on State’s Own Tax Revenue
Sr. 2006-07 to 12th
No. | 1tem 2017-18(RE) Fc | 13thFC | 14thFC
Taxes on Income and
1 Expenditure 2.22 2.99 2.02 1.51
Taxes on Property and
2 Transactions 17.96 18.17 18.33 17.07
2.1 | Land Revenue 1.24 1.14 1.14 1.55
2.2 | Stamp and Registration Fee 16.72 17.04 17.19 15.52
Taxes on Commodities and
3 Services 79.82 78.84 79.64 81.43
3.1 | Sales Tax/VAT 58.19 57.68 57.73 59.64
3.2 | State Excise 8.84 8.41 9.19 8.81
3.3 | Taxeson Vehicles 4.66 4.48 474 471
3.4 | Taxeson Goods and Passengers 1.01 1.19 0.75 1.26




3.5 | Taxesand duties on Electricity 5.30 4.94 5.38 5.58
3.6 | Entertainment Tax 0.68 0.84 0.61 0.36
3.7 | Other Taxes and Duties 1.31 1.31 1.23 1.06

The states own tax revenue as a percentage of GSDP given in Table 2.9. It points to the

stagnation in the own tax revenue collection of the state. Over the last three Finance Commission

periods there was no significant improvement in any of the component of the own tax revenue of

the state.

This clearly suggest that either no significant effort has been made on the part of the

state government to boost its performance or that there is no further scope for improvement

given the existing provisions.

Table 2.9: State’s own Tax revenue as percentage of GSDP

2006-07 to
2017-18(RE) 12th FC | 13th FC | 14th FC

State’s Own Tax Revenue 6.73 6.90 6.83 6.35

1 Ei;‘;f] do.rt”ur'gcome and 0.15 0.21 0.14 0.09

2 ﬁﬁ;st?ozgoperty and 1.21 1.25 1.25 1.08

2.1 | Land Revenue 0.08 0.08 0.08 0.10

2.2 | Stamp and Registration Fee 1.13 1.18 1.17 0.98

3 Taxe_s on Commodities and 537 5.44 5.43 517
Services

3.1 | Sales Tax 3.92 3.98 3.94 3.79

3.2 | State Excise 0.59 0.58 0.63 0.56

3.3 | Taxes on Vehicles 0.31 0.31 0.32 0.30

3.4 | Taxes on Goods and Passengers 0.07 0.08 0.05 0.08

3.5 | Taxes and duties on Electricity 0.36 0.34 0.37 0.35

3.6 | Entertainment Tax 0.04 0.06 0.04 0.02

3.7 | Other Taxes and Duties 0.04 0.09 0.08 0.07
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Table 2.10: State’s Own Tax Revenue: Growth Rate

2006-07 to Loth 14th
2017- FC 13th FC FC
18(RE)
States Own Tax Revenue 12.55 12.54 10.7 14.32
1 E%ii on Income and 4.44 819 | 677 | -835
2 ?’;‘:ﬁ;&?oflg"pe”y and 1190 | 1503 | 998 | 6.5
2.1 | Land Revenue 15.10 12.29 4.21 40.38
2.2 | Stamp and Registration Fee 11.6 15.24 10.39 3.24
3 Taxe.s on Commodities and 12.90 1212 10.96 16.62
Services
3.1 | Sales Tax/VAT/ GST 12.93 10.46 11.36 23.79
3.2 | State Excise 13.21 13.91 14.56 0.13
3.3 | Taxes on Vehicles 13.05 11.64 10.58 10.53
3.4 | Taxes on Goods and Passengers 14.51 52.42 11.09 9.93
3.5 | Taxes and duties on Electricity 13.26 20.89 0.63 2.93
3.6 | Entertainment Tax 6.19 12.76 -3.44 0.17
3.7 | Other Taxes and Duties 4.97 11.54 14.72 -52.77

The growth rate of own tax revenue showed huge fluctuations as clear from Figure 2.4 and
Figure 2.5. For the entire period own tax revenue recorded a growth rate of 12.55 percent.
Among the various taxes, the land revenue recorded the highest growth with 15.10 percent
followed by taxes on goods and passengers. But the bases of these taxes are relatively low. The
major contributor of the tax revenue, sales tax/VVAT recorded a growth rate of 12.93 percent
only, lower than the growth rate of GSDP. The introductions of GST during the financial year
2017-18 have pushed the revenue from this category. This has resulted in a higher growth rate of
own tax revenue also during the 14t FC period compared to the previous FC periods. 20.76
percent growth in the own tax revenue during the year 2017-18 (RE) is mainly due to a huge
spike on taxes on Commodities and Services as a result of introducing Goods and Services Tax

in the state.
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Figure 2.4: Own Tax Revenue Growth Rate
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In order to understand the responsiveness of the own tax revenue with that of the domestic
income growth, we have estimated the tax buoyancy for the aggregate taxes as well as the
individual taxes for our study period. The results are given in Table 2.11. Buoyancy of aggregate
own tax revenue is 0.93 with a maximum of 1.13 recorded during the first three years of the 14t
FC award period. 13t" FC award period recorded the lowest tax buoyancy in the state. Among the
sub items, except land revenue and taxes on goods and passengers all other taxes recorded
buoyancy less than one, indicating the failure of the revenue to keep pace with the income
growth of the state. Taxes on income and expenditure that mainly consist of professional tax
recorded the lowest buoyancy and had shown a negative trend in recent years. Sales tax/ VAT
the major contributor to state exchequer improved its buoyancy over the FC periods. It improved
from 0.83 during the 12t FC to 1.82 during the 14" FC period, mainly due to higher receipts
from Goods and Services Tax. The additional revenue mobilization requires the state to focus on
the specific taxes like professional tax, entertainment tax and other taxes and duties that record

very low and falling tax buoyancy.

Table 2.11: Tax Buoyancy

S | e 0000 | 2th | 13th | 14th

No. 18(RE) FC FC FC

States Own Tax Revenue 0.93 1.01 0.82 1.13

1 | Texes on Income and 0.33 068 | 052 | -081
Expenditure

2 | Jaxes on Property and 0.89 124 | 075 0.46
Transactions

2.1 | Land Revenue 1.09 0.97 0.25 2.54

2.2 | Stamp and Registration Fee 0.87 0.97 0.78 0.23

3 Taxe.s on Commodities and 0.96 0.97 0.85 131

Services

3.1 | Sales Tax 0.96 0.83 0.87 1.82

3.2 | State Excise 0.99 1.12 1.13 1.00

3.3 | Taxes on Vehicles 0.97 0.94 0.82 0.87

3.4 | Taxes on Goods and Passengers 1.03 4.17 0.64 0.83

3.5 | Taxes and duties on Electricity 0.99 1.75 0.13 -0.08

3.6 | Entertainment Tax 0.46 1.04 -0.1 5.44

3.7 | Other Taxes and Duties 0.41 0.94 0.99 -9.33
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The analysis so far reveals that the revenue account of the budget has witnessed slippage due to

slow down of own tax revenue growth since 2011-12, when revenue expenditure growth rose.

Before we proceed to estimate the potential for commodity tax, there are two palpable indicators,

which gives a basic idea about the states own tax effort.

A. Budget Effort

Budget Effort measures the ratio of actual collections of sales tax/ VAT to budget estimates. If
the ratio is above 100, the budget effort is efficient and if it is below 100, the budget effort is

ineffective. From Table 2.12, one can conclude that majority of years the budget effort of the

state is efficient. The last three years recorded a slight dip in the budget effort that will be

corrected once the GST is in full pace.

Table 2.12: Budget Effort of Sales Tax/VAT in Maharashtra

Item/Year Actual (A) Budget (B) Bl(Jg?éilEofg)m
2006-07 24131 26314 91.70
2007-08 26753 27485 97.34
2008-09 30681 29039 105.65
2009-10 32676 27006 121.00
2010-11 42483 35986 118.05
2011-12 50596 46000 109.99
2012-13 60080 53361 112.59
2013-14 62530 62422 100.17
2014-15 67466 69089 97.65
2015-16 69661 74616 93.36
2016-17 81174 81437 99.68
B. C-Efficiency

C-efficiency, estimates the owverall gap, that is enforcement gap and policy gap together. In the

foregoing paragraph, we measured the enforcement effort only given the rates and exemptions
(See Committee Report of GST, Government of India 2015).
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C-efficiency = Actual Collections

Standard Rate X Tax Base

The standard rate of VAT in Maharashtra has been 12.5 percent for different financial years
under consideration. We use the GSDP at current prices as the tax base as time series of annual

Consumption Expenditure is not available.

Table 2.13: C-efficiency of Sales Tax/ VAT in Maharashtra

Year Sales Tax GSDP | C- efficiency
2006-07 24131 584498 0.33
2007-08 26753 684817 0.31
2008-09 30681 753969 0.32
2009-10 32676 855751 0.30
2010-11 42483 1049150 0.32
2011-12 50596 1280369 0.31
2012-13 60080 1459628 0.32
2013-14 62530 1649695 0.30
2014-15 67466 1780721 0.30
2015-16 69661 1986721 0.28
2016-17 81174 2257032 0.28

The C-efficiency has been on an average 0.31 for Maharashtra during the period 2006-07 to
2016-17 (we have excluded 2017-18 due to introduction of GST, which is a structural change).
The average C- efficiency is about 0.6 for high income countries and 0.57 for emerging market
economies and 0.31 for low income countries (GOl 2015). Surprisingly, Maharashtra, the richest
state in India, with an average C-efficiency of 0.31 during 2006-07 to 2017-18(RE) falls in the
low income country category in terms of C- efficiency. This implies that greater efforts for
compliance is called for at the enforcement level, as in the post GST, harmonized tax rate and
exemption scenario, scope for policy efforts should be limited. Maharashtra should attempt to
reach the C- efficiency at least above that of emerging market economies, being the richest state
of India.
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Devolution of Central Taxes and Grants

The detailed trends of central devolutions are given in Table 2.14 and Table 2.15. The central
devolution has remained slightly above 2 percent of GSDP during the last 12 years. Total
devotion has declined from 2.39 percent during 12t FC to 2.02 percent 13" FC due to a decline
both in the share of central taxes as well as the decline in the grants. During the 14t FC period,
due to higher devolution of the taxes, the overall devolution has also improved to 2.52 per cent
of GSDP. Maharashtra, being a high per capita income state, a higher share in tax devolution
from the Centre cannot be expected in future, as a major portion of taxes from the divisible pool
is distributed based on distance of percapita income of a state from that of average of highest
three percapita income states. With the changing pattern of financing of the Centrally Sponsored
schemes, the grant disbursement in the near future is uncertain to predict. In the proximate
future, the rise in the share of taxes, after the award of 14t FC is likely to be accompanied by a
decline in share of grants and a reasonable expectation will be 2.5 percent of GSDP, as Central

devolution.

Table 2.14: Trends in Central Devolution of Taxes and Grants to Maharashtra

Ce r?t?:IreTg‘xes Central Grants Total Central
Year as a Proportion as proportion of Devolution as
of GSDP GSDP Percentage of GSDP
2006 - 07 1.03 1.46 2.49
12" Finance [ 007 - 08 1.11 1.10 221
Commission
Period 2008 - 09 1.06 1.52 2.58
2009 - 10 0.96 1.31 2.27
2010-11 1.09 1.07 2.16
13th Finance 2011 -12 1.04 0.95 1.99
Commission | 2012 - 13 1.04 0.98 2.02
Period 2013 -14 1.01 0.80 1.81
2014 - 15 0.99 1.13 2.12
14th Finance 2015-16 1.41 0.85 2.26
Commission | 2016-17 1.49 0.96 2.45
Period 2017-18 (RE) 1.49 1.35 2.84
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Table 2.15: Central Devolution of Taxes and Grants to Maharashtra as Percentage of

GSDP
2006-07 to 2017- | 12th | 13th | 14th
18(RE) FC FC | FC
Share in Central Taxes as a Proportion of 114 104 | 1.03 | 1.47
GSDP
Central Grants as proportion of GSDP 1.12 1.35 | 0.99 | 1.05
Total Central Devolution 2.27 2.39 | 2.02 | 2.52

Reform Initiatives and the suggestions for improving revenue productivity

A major policy reform during the last five years was the implementation of Goods and
Services Tax (GST) from 1%t July 2017. Before the implantation of GST, State followed
incremental approach in revenue targeting and no major policy reform was introduced for
increased revenue mobilisation. This has led to a scenario where one of the richest state
in India, ended up having own tax revenue/GSDP ratio less than all states average. The
implementation of GST is likely to change this scenario. Maharashtra being a state with
service sector dominance and Mumbai being the financial capital of the country will be
able to mobilise more GST. Maharashtra has a tax base of 16 per cent of GST (Economic
Survey 2017-18, Government of India). The increased collection of

Computerization and online payment system is being implemented in most of the
departments in Maharashtra as part of the reform process. But still major effort required
for digitalisation of land records, that will make more transparency on the title deeds,
property transfer, better realisation of land revenue. The land lease rates need periodic
revision for better realisation of revenue.

The professional tax collection in the state is very low. The administration of this tax has
been with the commercial taxes department unlike many other states. There is an urgent
need for transferring this tax to local bodies for better administration. The rate of tax may
be periodically revised.

The commercial tax department has introduced an Amnesty scheme since 2015-16. This
is only partially success, and still huge arrear payments are pending. Immediate attention

of the state government is required for realisation of these arrears.
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Major Findings

Tax revenue as a percentage of GSDP has shown a declining trend for a decade from
2006-2016. This could be due to the industrial recession post 2010. This is true also
for revenue receipts and capital receipts. Buoyancy of revenue receipts and total
receipts has also declined. This may to a great extent will reverse post Goods and
Services Tax (GST) implementation in Maharashtra.

Share in Central Taxes as a proportion of GSDP showed a significant increase during the 14

Finance Commission award period but the state’s share in the central grants continues to

remain low.
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Chapter - 3
TRENDS IN OWN NON- TAX REVENUE

Non- tax revenue of the state governments in India include (a) revenue from assets- common
property resources for which government the government acts as a custodian and charges fees,
renewable natural resources from where the government receives royalties and assets created
from earlier investments like Public Sector Undertakings, irrigation, roads and loans given by the
state government, from where the government receives dividends and interest. (b) Revenue from
the sale of goods and services provided directly by the government which yields revenue in the
form of user charges and (c) revenue from sale of licenses and permits for regulated activities

such as permits for vehicles, etc.

Table 3.1 indicates that the mean non-tax revenue have recorded an absolute decline even on
nominal terms during the 13" FC period compared to the 12t" FC period, mainly because of the
decline on revenue from General Services. There is a trend reversal during the first three years of
the 14th FC period.

Table 3.1: Gross Non-Tax Revenue: Summary Statistics (Rs. Crores)

2006-07 to 2017- 12th 13th 14th

Item 18(RE) FC FC FC
Mean Ccv Mean | CV | Mean| CV | Mean | CV
;rr‘]tgrgsrgﬁfce'pts’ Dividends 2463 | 045 | 1578 |0.40| 2540 | 0.45| 3515 |0.14
General services 2770 1.09 5010 | 0.96| 1359 [ 0.20| 2134 |0.25
Social Services 2117 0.95 794 | 0.30| 1817 | 0.48| 4381 | 0.69
Economic Services 4377 0.27 3270 | 0.23| 4347 | 0.04| 5904 |0.16
Non Tax Revenue 11727 0.36 | 10652 |0.40| 10062 | 0.19 | 15934 | 0.31

Source: Government of Maharashtra, Budget documents, Various Years

A major caveat needs to be noted down here is that the non-tax revenue of the State increased by
(Rs 9,430 crore) 125 per cent over the previous year from Rs 7,518 crore in 2006-07 to Rs
16,948 crore in 2007-08, mainly due to sharp increase in receipts booked under Major Head

‘Miscellaneous General Services’ (Rs 9,909 crore). Owing to the fact that surplus amount lying
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in various statutory reserve funds in Public Account which cannot be utilised for any other
purposes mentioned in Acts under which these funds are maintained, State Government through
Resolutions dated 10 and 15 March 2008 issued in pursuance to Maharashtra Ordinance No. Il of
2008 dated 22 February 2008 and ratified vide Maharashtra Act No. V of 2008 dated 19 March
2008 and cabinet decision dated 3 May 2007 respectively, transferred Rs 10,868 crore from 18
such funds to Consolidated Fund of the State under the above mentioned Major Head as non-tax
receipts during the year. Besides, a credit entry of Rs 467.54 crore (debt relief of Rs 339.97 crore
for 2007-08 and Rs 108.23 crore for 2006-07, interest relief of Rs 19.34 crore for 2006-07) was
also booked under Major Head ‘Miscellaneous General Services’ on account of debt waiver
received from Government of India under DCRF. As a result, non-tax receipts of the State

recorded an impressive increase of 125 per cent during 2007-08 over the previous year

From Figure 3.1, we can infer the long term declining trends in the own- non tax revenue as a
percentage of total revenue receipts. As explained in the previous paragraph there was a sharp
upturn in the non- tax revenue through book adjustment in 2007-08 and henceforth the trend is
that of a decline. It declined from 21.30 percent of total revenue receipts in 2007-08 to a meager
6.2 per cent in 2016-17. A slight improvement to 8.41 percent is noticed during the 2017-18
(RE).

Figure 3.1: Gross Own Non Tax Revenue as % of Total Revenue Receipts
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Gross non-tax revenue as a percentage of GSDP in Figure 3.2 shows a similar picture of decline
in Non- Tax Revenue. As a percentage of GSDP it has declined form 1.29 percent to hardly 0.56
percent during the 12 year period from 2006-07 to 2017-18. We can conclude from this figure
that like the tax revenue discussed in the previous chapter, the non- tax revenue receipts of the
government of Maharashtra failed to keep pace with that of its GSDP growth. Details of the
same are explored in the following sections.

Figure 3.2: Gross Non-Tax Revenue as percentage of GSDP
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The non- tax revenue of the government mainly accrue from four categories, Interest Receipts,
Dividends and Profits, General Services, Economic Services and Social Services. From Table
3.2 and Figure 3.3, we can infer that over the past 12 years, Economic Services (Irrigation, Crop
and Animal Husbandry, Dairy, Rural Development, Industries, Indian Railways, Tourism etc.)
have contributed the maximum share towards non tax revenue in Maharashtra. This is followed

by General services.
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Table 3.2: Percentage Share of Various Components of Non-Tax Revenue

Interest Receipts, Dividends and | General | Social | Economic

Profits services | Services | Services
2006-07 33.39 26.98 7.29 32.35
2007-08 7.62 70.49 3.86 18.03
2008-09 11.11 45.31 9.15 34.41
2009-10 17.04 19.52 12.89 50.55
2010-11 17.83 20.93 10.76 50.48
2011-12 17.01 15.49 14.82 52.68
2012-13 25.15 11.18 20.93 42.73
2013-14 34.83 9.81 15.67 39.69
2014-15 26.86 12.54 24.78 35.81
2015-16 23.37 13.93 22.03 40.66
2016-17 26.17 13.99 18.40 41.43
(22;)7-18 18.84 12.71 36.21 32.25

Source: Government of Maharashtra, Budget documents, Various Years

Figure 3.3: Average Share of Various Components of Non- Tax Revenue (2006-07 to 2017-

18(RE)

A
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The proportional contribution of various components has performed differently over the Ilast
three Finance Commission award periods. The share of social services has picked up the
maximum pace and has increased from 8.30 percent to 25.55 per cent. General services on the
other hand had a decline of its contribution from 40.57 per cent during the 12" FC period to
13.54 percent during the first three years of the 14t FC award period. Economic Services had
shown some fluctuations. Its share had increased from 33.83 percent during 12th FC period to
44.28 percent during 13" FC period but declined to 38.12 percent during the last three years, 14t
FC period (Table 3.3).

Table 3.3: Percentage Share of Various Components of Non-Tax Revenue

2006-07 to 12th 13th 14th

Item 2017-18(RE) | FC FC FC
Interest Receipts, Dividends

and Profits 21.60 17.29 24.34 22.79
General services 22.74 40.57 13.99 13.54
Social Services 16.40 8.30 17.39 25.55
Economic Services 39.26 33.83 44.28 38.12

Source: Government of Maharashtra, Budget documents, Various Years

The gross non- tax revenue of the state have recorded a meager growth of 5.06 percent on
nominal terms during the period 2006-07 to 2017-18(RE), when the GSDP of the state was
growing at 13.51 percent (Table 3.4). This is mainly due to the huge fluctuations in the non-tax
revenue during the 12" FC period due to book adjustment by the state. This has resulted in a
negative growth in the non- tax revenue during the 12" FC. The growth rate picked up
momentum during the 13™" FC and kept pace at 23.95 percent during the 14t FC period. The
General Services recorded a negative growth rate. The highest growth rate was recorded in the

social services.
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Table 3.4: Growth rate of Various Components of Non- Tax Revenue

Growth rate 2006-07 to 12th 13th 14th
2017-18(RE) FC FC FC
Interest Receipts, Dividends
o] Profic P 10.19 1875 | 27.15 | 13.17
General services -7.48 -16.44 -3 19.34
Social Services 19.95 23.39 29.03 48.78
Economic Services 7.15 17.52 2.09 12.35
Non Tax revenue 5.06 -0.23 11.79 23.95

Cost Recovery

Own non-tax revenues from social and economic services can be treated as recoveries by the

government for the services provided. Under revenue expenditure, the Government makes

outlays in the form of current expenditure for provision of these services. Comparing the

recoveries with these outlays, the recovery rates can be computed to indicate the extent of

subsidization of these services by the government. The recovery rates for economic and social

services are generally low for almost all states in India. Maharashtra’s case is not different from

all India pattern. As clear from Table 3.5. and Figure 3.4 the recovery rate of the services in

Maharashtra is very low and kept declining over the period of last three Finance Commission

award periods. Marginal improvements were recorded in the social services but the economic

and general services recorded a continuous fall in recovery rates.

Figure 3.4: Cost Recovery of Services (percent)

20.00 -
15.00 -
10.00

Cost recovery

5.00 -

0.00

=== General Services

== Sqcial Services

Economic Services

47



Table 3.5: Cost Recovery (Per cent)

Item zﬁggigﬁﬁ) 12 FC 13 FC 14 FC
General 2.36 7.33 1.01 1.10
Social 1.17 1.06 1.24 2.03
Economic 2.71 4.39 3.18 2.49

The recovery rates reported here have an upward bias because of exclusion of costs from the
calculations. In some cases, such as irrigation, where investment requirements are considerable,
the bias would be significant. In order to arrive at a better estimate of the extent of cost recovery,
the same needs to be estimated separately for merit goods and non-merit categories. Merit goods
and services are those goods and services that have strong externalities associated with their
provision. Non-merit ones are the others. While low recoveries may have some justification in
case of merit goods and services, it is hard to defend very low recovery rates for non- merit
categories.

Given the aggregate picture on own-non tax revenue and its major components, we will now
proceed to analyse some of the individual items on own- non tax revenue that have implication
on the state budget. Toll Receipts and dividends and profits from the Public Sector Undertakings
are two such items.

Toll Receipts

Toll charges or toll taxes are user charges are levied by the state governments for recovering the
cost of construction of roads and bridges upholding the concept of the “user-pays”. Tolls are
paid only when a particular facility is used and tolls paid cover operating and maintenance costs
as well as debt retirement of the facility. The toll receipts for the period 2006-07 to 2017-18(RE)
are given in the Table 3.6 and Figure 3.5. From the table it is clear that the volume of receipts
under toll is very minimal in Maharashtra. The trend indicates a long run upward movement with
fluctuations. But the amount of revenue realised through tolls are no way near the operations

and maintenance cost of roads and bridges in the state.
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Table 3.6: Toll Receipts (Rs. Crore)

Year Toll Receipts
2006-07 9.33
2007-08 2.07
2008-09 11.57
2009-10 26.95
2010-11 10.72
2011-12 8.09
2012-13 23.09
2013-14 62.07
2014-15 22.13
2015-16 21.51
2016-17 51.80

Source: CAG Finance account

Figure 3.5: Toll receipt (Rs. Crore)
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Dividends from Public Sector Undertakings

The State Public Sector Undertakings (PSU’s) consist of State Government Companies and
Statutory Corporations. The State PSUs are established to carry out activities of commercial
nature while keeping in view, the welfare of the people. In the State of Maharashtra, PSUs are
mainly in the sectors like power and infrastructure. Dividends from PSUs are very nominal
indicating the poor performance of the PSUs over the years. Majority of the PSUs in the state are
loose making. The results of the same are given in Table 3.7 and Figure 3.6. 2007-08 onwards
majority of the PSU’s are on loss, but due to political economy factors the government kept on
increasing the investment on such loss making entities and currently they are make huge revenue

loss to the state exchequer.

Table 3.7: Dividends from PSUs and other Investments (Rs. Cr)

Year Dividends
2006-07 6.16
2007-08 122.00
2008-09 71.16
2009-10 80.88
2010-11 44.82
2011-12 30.20
2012-13 46.99
2013-14 19.68
2014-15 28.14
2015-16 57.27
2016-17 66.81

Source: CAG Finance account

50



Figure 3.6: Dividends from PSU & Other Investment (Rs. Cr.)
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The long term trends on the state investments in Public Sector Undertakings are given in Table

3.8. Even when these firms generate a very meager dividends and profits, the investment kept on

increasing in these firms. A major portion of the investments are in the Statutory corporations

many of them are loss making entities. Figure 3.7 clearly depicts that investment in statutory

corporations has shown a steady increase and have more than tripled during the period of our

analysis. The government companies also recorded a similar increase while the pace of growth in

co-operative banks and societies and local bodies are relatively low.

Table 3.8: Total Investment at the end of year in Public Sector Undertakings (Rs. Crores)

Co-operative

Statutory Government -

! . Banks/Societies and Total
Corporations Companies Local Bodies

2006-07 33428.32 1509.00 2577.80 37531.49

2007-08 39897.66 1627.86 2714.37 44256.26
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Corporations Companies Local Bodies
2008-09 51235.57 2124.68 2979.92 56368.38
2009-10 58601.71 2361.92 3202.58 64192.68
2010-11 67531.34 3444.26 3379.47 74391.39
2011-12 75358.66 4139.52 3471.50 83016.00
2012-13 82535.77 4486.93 3608.82 90677.84
2013-14 93265.06 4796.44 3755.23 101867.20
2014-15 101429.24 5034.85 4157.13 110671.69
2015-16 110582.23 5357.46 4320.81 120310.97
2016-17 119172.06 6440.86 4320.40 129983.79
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Figure 3.7: Investment at the End of the Year in PSUs (in Cr)
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The disaggregate analysis of dividends and profits indicate a trend of declining dividends in all
categories of public sector undertakings in the state. Major reforms are required on the state
Public Sector Undertakings, otherwise they will remain as while elephants eating the public

money. A detailed analysis of the working of the PSUs are undertaken in the forthcoming

chapters.
Table 3.9: Dividend/ Interest Received During the Year from PSUs (in Cr)
Year Statuto_ry Gove rmment Co-operative Banks/_Societies Total
Corporations | Companies and Local Bodies
2006-07 0 4.29 0.03 4,34
2007-08 119.25 0.55 0.03 119.86
2008-09 59.95 0 0.01 71.16
2009-10 66.70 14.15 0.02 80.88
2010-11 0 10.14 34.36 44.52
2011-12 16.08 11.33 0.76 28.19
2012-13 22.52 5.71 18.73 47.00
2013-14 7.00 2.40 0 9.43
2014-15 2.32 8.11 10.00 20.43
2015-16 37.87 9.12 10.25 57.27
2016-17 0.25 0 19.45 27.91
Figure 3.8: Dividend/ Interest Received During the Year from PSUs ( Cr)
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Departmentally managed commercial undertakings

Activities of quasi-commercial nature are performed by the departmental undertakings of certain
government departments. Table 3.10 gives the details of such units. The maximum numbers of
units are in the agriculture, animal husbandry, diary development and fisheries department.
These undertakings continue to be largely loss making. The amounts of loss have started coming
down from 2012-13 onwards but the quantum of loss is still huge for this enterprise. The
undertakings in Food and Civil Supplied too recorded losses in all the years. Only the

undertakings in the revenue and forest department could make a profit.
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Table 3.10: Departmentally Managed Commercial Undertakings

AGRICULTURE, ANIMAL HUSBANDRY, DAIRY DEVELOPMENT & FISHERIES

Year | 10| No.of Profit Making nits | GO Camfal (Mean) | Turnower (in | Net proft fLoss (in
2006-07 46 5 31934.45 61232.2 -12461.45
2007-08 46 4 32359.79 60225.5 -12286.96
2008-09 46 5 34824.81 52664.9 -13451.23
2009-10 46 5 57721.22 42520.1 -17882.44
2010-11 46 3 43875.44 41498.1 -20472.34
2011-12 46 5 44841.22 31461.8 -35892.7
2012-13 46 3 2611.87 4413.74 -1581.91
2013-14 46 4 3465.57 3291.95 -2064.97
2014-15 46 5 3838.17 4247.46 -2306.42
2015-16 46 5 3964.5 3798.75 -1825.32
REVENUE AND FORESTS DEPARTMENT

Year LOJSI No. of Profit Making Units Govt C?gﬁ (Mean) Turlrjg\liehr) (in Net pr(I)_f;k/rI]_)oss (in
2006-07 1 1 1857.85 826.24 383.32
2007-08 1 1 1857.85 826.24 383.32
2008-09 1 1 1857.85 826.24 383.32
2009-10 1 1 1857.85 826.24 383.32
2010-11 1 1 1857.85 826.24 383.32
2011-12 1 1 1857.85 826.24 383.32
2012-13 1 1 1857.85 826.24 383.32
2013-14 1 1 1857.85 826.24 383.32
2014-15 1 1 1857.85 826.24 383.32
2015-16 1 1 1857.85 826.24 383.32
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FOOD, CIVIL SUPPLIES AND CONSUMER PROTECTION DEPARTMENT

Year "I:loggl No. of Profit Making Units Govt Ciﬂiﬂ (Mean) TurEZ\Ifhr) (in Net pr(I)_f;k/rI]_)oss (in
2006-07 2 1 81347.05 114571 -646.06
2007-08 2 1 88187.45 116408 -6617.81
2008-09 2 1 47103.41 99799.2 -4317.83
2009-10 2 1 96969.72 154060 -6538.53
2010-11 2 1 127564.92 154060 -16422.46
2011-12 2 0 146635.78 128775 -12035.16
2012-13 2 1 146635.78 253217 -12035.16
2013-14 2 1 146635.78 253216.73 -12035.16
2014-15 2 1 146635.78 253216.73 -12035.16
2015-16 2 1 183975.51 248559.41 -6765.77

Major Findings

e Huge decline in the non-tax revenue as a percentage of GSDP.

e The Cost Recovery rate of the services in the state is very low and kept declining over
a period of time. Marginal improvements were recorded in the social services but the
economic and general services recorded a continuous fall in recovery rates.

e Majority of the Public Sector Units are under loss and the amount of dividends and
profits realised is very low. Statutory corporations lead the list of loss making entities.
But the government kept on increasing its investment in PSU’s.




Chapter - 4
TOTAL EXPENDITURE: TREND AND PATTERN

4.1: Total Expenditure: Pattern and Trend

The Total Expenditure of the government of Maharashtra indicates the size of the budget. In the
standard classification of budget, the total expenditure is classified into revenue expenditure and
capital expenditure. Another classification, that is relevant for a developing economy like India,
is the classification of expenditure into Development Expenditure and Non- Development
Expenditure. We first analyze the total expenditure and its trends for the period 2006-07 to 2015-
16. Details are given Table 4.1 and Figure 4.1. Total Expenditure as a percentage of GSDP has
shown a declining trend over a period of time in Maharashtra. This indicates that the government
expenditure has recorded a slow pace compared to the income growth of the state. The state’s
average total expenditure stands at 12.25 percent of GSDP during the 2006-07 to 2017-18 (RE).
The share has declined from 13.11 percent during the 12t FC period to 11.82 per cent during the
13t FC period and further declined to 11.34 per cent of GSDP during the 14" FC period. Major
proportion (more than 80 per cent) of the government expenditure is revenue expenditure.
Government spends hardly less than 20 percent of its expenditure as capital outlay. Figure 4.1
clearly indicates the trend decline in total expenditure as a percent of GSDP and the
corresponding decline in revenue and capital expenditure. The degree of decline is more severe
on capital expenditure compared to revenue expenditure. This will have serious implications on

the future development of the state.
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Table 4.1. Total Expenditure and its Components: Long term trend ( Rs. Crores)

Total
Year Revenue Capital Total Expenditure
Expenditure | Expenditure | Expenditure | as Percent
of GSDP
61,385 17,121 13.43
2006-07 (78.19) (21.81) 78,506
64,780 17,414 12.00
2007-08 (78.81) (21.19) 82,194
12th 75,694 24,278 13.26
FC 2008-09 (75.71) (24.29) 99,972
94,916 22,865 13.76
2009-10 (80.59) (19.41) 117,781
74,194 20,419 13.11
Average (78.33) (21.67) 94,613
106,459 24,546 12.49
2010-11 (81.26) (18.74) 131,005
123,554 25,674 11.66
2011-12 (82.80) (17.20) 149,228
138,736 26,733 11.34
13th | 20113 (83.84) (16.16) 165,469
FC 154,902 33,080 11.39
2013-14 (82.40) (17.60) 187,982
177,553 40,195 12.23
2014-15 (81.54) (18.46) 217,748
140,241 30,046 11.82
Average (82.99) (17.01) 170,287
190,374 34,913 11.34
2015-16 (84.50) (15.50) 225,287
213,229 43,693 11.38
1ath | 201617 (82.99) (17.01) 256,922
FC 272,448 52,149 12.77
2017-18 (RE) (84.18) (16.11) 323,652
225,350 43,585 11.34
Average (83.89) (16.21) 268,620
2006-07 to 2017-18(RE) 1(22283 ?108;26222) 169,646 12.25

Note: Figures in parenthesis are as a percent of Total Expenditure

Source: Government of Maharashtra, Budget documents.
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Figure 4.1. Government Expenditure as a percent of GSDP
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The declining trend is a result of the slow growth rate of government expenditure compared to

the GSDP growth as visible from Table 4.2. The government expenditure recorded an average

growth rate of only 12.51 percent compared to GSDP growth rate of 13.51 per cent during the
period 2006-07 to 2017-18 (RE). While revenue expenditure recorded a growth rate of 13.27

percent, the capital expenditure could grow only at 10.45 percent. The decline in the growth rate

of capital expenditure during the first year of the 14t FC period has resulted in a decline of the

overall expenditure to 10.45 per cent.

Table 4.2. Growth rate of Expenditure

Revenue Capital Total
Year Expenditure | Expenditure | Expenditure | GSDP
12th FC 15.92 11.77 14.71 13.59
13th FC 13.36 12.26 13.09 15.92
14th FC 15.67 9.38 14.49 12.50
2006-07 to 2017-18 (RE) 13.27 10.45 12.51 13.51
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4.2. Composition of Expenditure

Having analyzed the aggregate expenditure in the previous section, we will look into the
disaggregate components of revenue and capital expenditure in order to have a broader
understanding of the composition of state expenditure. In terms of the composition, within
revenue expenditure, the share of general services has come down over a period of time,
economic services remained stagnant, while that of social services have increased. The decline
in the general services expenditure is mainly due to the decline in the interest payments. The
expenditure on the head Pension has increased while the proportion of salary after showing an
increase till 2013-14 has come down during the last two years. Among the Social Services, the
shares of education and health care have shown marginal improvement over the period of time.
The expenditure on irrigation, diary and power has come down drastically, but there was an

increase on transport expenses, that kept the expenditure on economic services constant.

Table 4.3. Composition of Revenue Expenditure (Per Cent)

2006- | 2007- | 2008- | 2009- | 2010- | 2011- | 2012- | 2013- | 2014- | 2015- | 2016-

07 08 09 10 11 12 13 14 15 16 17
General Services 40.90 | 36.81| 35.12| 33.79 | 35.42 | 34.68| 34.36| 34.85| 34.07| 35.93 | 35.98
Salary 32.39| 35.32| 32.34| 36.31| 39.21 | 36.80| 38.41| 38.56| 34.99| 35.96 | 33.80
Interest 1899 18.84| 16.25| 14.87 | 14.70 | 14.17 | 13.75| 13.69| 13.50| 13.77 | 13.23
Pension 5.77 6.47| 6.81| 6.46| 8.34| 850 8.27 8.38| 8.03| 8.66 8.94
Social Services 38.38| 41.33| 41.02| 43.20 | 45.35 | 44.36 | 44.72| 45.76| 43.34| 48.88 | 46.10
Education 20.06 | 21.06| 21.73| 23.40 | 25.31 | 24.18 | 24.40| 24.69| 22.36| 24.02 | 22.84
Health 3.22 3.70| 3.64| 3.46| 3.74| 3.63 3.86 400 4.43| 544 4.24
Economic
Services 19.06 | 20.43| 22.21| 21.46 | 18.12 | 20.13 | 19.86| 18.07| 21.23| 21.27 | 19.19
Irrigation 2.47 254 256| 246| 237| 219 1.86 1.77| 140 1.48 151
Dairy 1.17 092| 090| 0.61| 048 | 0.43 0.45 0.41| 0.21| 0.26 0.18
Power 4.24 527 | 3.71| 4.36| 3.40| 4.47 3.94 3.70| 6.13| 4.92 2.70
Transport 1.13 3.48| 356| 3.40| 3.21| 3.40 3.04 3.05| 3.13| 3.25 2.47

Source: Government of Maharashtra, Budget documents.

Economic services claim bulk of the capital expenditure in the government’s budget. Irrigation
sector still dominates the capital expenditure of Maharashtra. But its share has come down from
31.09 percent to 24.58 over the period 2006-07 to 2016-17. The share of power sector after

showing an increase till 2012-13 has recorded a decline since then. Transport sector on the other

60




hand has shown an increase from 8.62 per cent to 11.63 per cent with wide fluctuations. The
share of Social Services has doubled over the period of 2006-07 to 2016-17. But even with this
increase, the capital expenditure on social services is hardly 11.18 per cent of the overall capital
expenditure. The general services expenditure also increased over the corresponding period to
reach 5.70 per cent from 1.42 percent.

Table 4.4. Composition of Capital Expenditure (Per Cent)

2006- | 2007- | 2008- | 2009- | 2010- | 2011- | 2012- | 2013-| 2014- | 2015- | 2016-
07 08 09 10 11 12 13 14 15 16 17
General
Services 142 196| 1.89 3.11| 2.21| 3.10 337| 314 215| 570| 4.32
Social Services 509| 4.26| 8.50 6.47| 5.05| 8.17 6.82| 687 4.87|11.18 | 10.74
Education 066| 0.86| 1.59 0.77| 057 | 0.60 062| 031 024| 081]| 0.33
Health 0.45 0.51 1.40 0.94| 0.74 1.58 1.72 1.67| 1.17 2.57 1.40
Economic
Services 5244 | 59.75| 67.34 | 66.64 | 65.92 | 58.37 | 54.88 | 50.51 | 41.55 | 64.54 | 55.90
Irrigation 31.09| 38.15| 46.41 | 35.06| 37.20 | 31.28 | 27.03| 23.82| 17.44 | 2458 | 19.35
Power 467 | 4.62| 3.70 747| 858 | 7.25 723 501| 334 442 274
Transport 8.62| 876| 8.89| 14.25| 10.22 | 10.96 | 11.67| 13.87| 9.20 | 15.03 | 11.63

Source: Government of Maharashtra, Budget documents.

4.3 Committed Expenditure

The committed expenditure of the state government on revenue account mainly consists of
interest payments, expenditure on salaries and wages and pensions. These are the expenditure
government have the compulsion to make provision every year. From Table 4.5. we can infer
that around 60 percent of the revenue expenditure of the state is going as committed expenditure.
35.15 per cent are on salaries, 9.20 percent on pensions and interest payments take away 14.22
percent of the revenue expenditure. The committed expenditure has increased from 59.58 percent
during the 12t FC period to 61.16 per cent during the 13" FC period mainly due to increase in
the salary and pension expenses. A major positive development during the period of 14th FC
period is the decline in salary expenses. This is mainly due to the ban on government of

Maharashtra recruitment since 2015. Expenses on pension remained stagnant during this period.
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Interest payments as a proportion of revenue expenditure have also shown a positive scenario. It

has come down from 18.08 percent to 12.99 percent of the total revenue expenditure

Table 4.5: Committed Expenditure of Government of Maharashtra (Rs. Crores)

Revenue Interest Total of
Year Expenditure Salary | Pension Payments comml_tted
expenditure
12th FC 74194 25427 5520 13195 44141
(34.09) | (7.40) (18.08) (59.58)
13th FC 140241 52473 13514 19480 85467
(37.60) | (9.60) (13.96) (61.16)
14th FC 74780 | 21474 29274 125528
225350
(33.18) | (9.53) (12.99) (55.70)
2006-07 to 2017-18 139503 49034 | 12839 19834 81707
(RE) (35.15) | (9.20) | (14.22) (58.57)

Committed expenditure as a per cent of the revenue receipts of the state is a good indicator of the

foreseen expenditure of the government. Total committed expenditure as a percent of revenue

receipts has come down during the period 2006-07 to 2017-18(RE) with some fluctuations. It has

increased from 59.58 per cent during 12t" FC period to 61.16 per cent during the 13t FC but has

come down to 56.19 per cent during the 14t FC award period. A positive development here is

that the interest payments as a percent of total revenue receipts have continuously recorded a

decline. It has come down from 17.15 per cent to 14.24 per cent during the 13" FC period

compared to 12th FC period and further came down to 13.63 per cent during the 14" FC period.

62



Table 4.6: Committed Expenditure as a Percentage of Revenue Receipts

Total
Committed
FC vear Salary | Pension F)Inte rest Expenditure as
ayments | a percentage of
Revenue
Receipts
2006 - 2007 | 31.97 6.62 19.27 58.62
2007 - 2008 | 28.75 5.88 16.25 62.51
2008 - 2009 | 30.12 7.79 16.03 57.91
12'"FC 2009-2010 | 39.66 | 7.99 17.07 59.27
Average 32.62 7.07 17.15 59.58
2010-2011 | 39.43 9.34 14.78 63.20
2011-2012 | 37.49 | 9.63 14.43 60.42
2012 -2013 | 37.28 9.40 13.34 61.84
13t FC 2013-2014 | 39.87 | 10.14 14.15 62.06
2014 -2015 | 3756 | 10.51 14.49 58.28
Average 38.33 | 9.80 14.24 61.16
2015-2016 | 36.99 | 10.08 13.93 59.29
2016-2017 35.21 | 10.63 13.94 57.39
14th FC 2017-18
(RE) 3254 | 9.32 13.01 51.88
Average 34.91 | 10.01 13.63 56.19

The committed expenditure of the state has recorded a growth rate of 12.54 per cent during the
period 2006-07 to 2017-18 (RE) slightly lower than the growth rate of total revenue expenditure.
The interest payments have recorded the lowest growth of 9.30 per cent followed by salary at

13.12 per cent and pension expenses are growing at 16.36 per cent as shown in Table 4.7.
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Table 4.7: Growth rate of Expenditure

Revenue . Interest Tota! of

Year . Salary | Pension committed
Expenditure Payments .

expenditure
12th FC 15.92 20.96 19.53 7.52 16.37
13th FC 13.36 12.67 20.60 10.10 13.03
14th FC 15.67 10.59 11.45 11.91 11.00
?F?g?‘m 10 2017-18 13.27 1312 | 1636 | 9.30 12,54

It is important to not only view the overall proportions and growth rates of revenue and capital
expenditure, but also to identify the exact components within the revenue and capital expenditure
that exhibit high or low growth rates. We now take a detailed look at the Developmental and

Non-Developmental Expenditure components within the Revenue and Capital Accounts.

4.4. Developmental and Non-Developmental Expenditure: Patterns and Trends

Government Expenditure can also be classified as Developmental and Non-Developmental
Expenditure. Developmental Expenditure refers to the expenditure undertaken by the
Government for providing Social Services (Education, Public Health, Family Welfare, Water
Supply and Sanitation, etc.) or Economic Services (Agriculture, Rural Development, Irrigation,
Transport, etc.). In other words, expenditure of the Government on creating economic (or social)
growth or development is called as Developmental Expenditure. The expenditure on social and
economic services may be towards creation of relevant assets, in which case it would be
classified as Developmental Expenditure under the Capital Account. Optionally, the expenditure
on social and economic services might be in the nature of recurrent maintenance expenses, in
which case it will be classified as Developmental Expenditure under the Revenue Account. Thus,
in the budget documents, we find Developmental and Non-Developmental Expenditure to be

classified in the Revenue Account and Capital Account separately.

We firstly summarize the overall trends in the Total Developmental and Non-Developmental

Expenditure. From Table 4.8 it is clear that on an average about 67.85 per cent of the total
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expenditure are on development heads and the remaining 32.15 per cent are non-developmental
expenditure during the period 2006-07 to 2015-16. The proportions have remained almost the
same throughout the last three FC award periods (Figure 4.2). Both development and non-

development expenditure had almost equal growth as is clear from Table 4.9.
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Table 4.8: Development and Non Development Expenditure (Rs. Crores)

FC | Year Developmental Non- Total
developmental
2006-07 48,693 29,813 78,506
(62.02) (37.98)
53,648 28,546
Loth 2007-08 (65.27) (34.73) 82,194
FC
2008-09 69,263 30,709 99,972
(69.28) (30.72)
81,535 36,246
2009-10 ’ ' 117,781
(69.23) (30.77)
Average 63,285 31,329 94,613
(66.45) (33.55)
87,678 43,328
2010-11 ’ ’ 131,005
(66.93) (33.07)
99,417 49,811
2011-12 ’ ’ 149,228
(66.62) (33.38)
13th 109,884 55,585
2012-13 165,469
FC (66.41) (33.59)
122,589 65,393
2013-14 ’ ' 187,982
(65.21) (34.79)
137,731 80,016
2014-15 ' \ 217,748
(63.25) (36.75)
111,460 58,827
A ' ’ 170,287
verage (65.68) (34.32)
149,912 75,375
2015-16 ' ’ 225,287
(66.54) (33.46)
173,425 83,496
2016-17 ’ ’ 256,922
14th (67.50) (32.50)
FC -
2017-18 224,965 98,687 323,625
(RE) (69.51) (30.49)
182,767 85,853
A ' ' 268,611
Verage (67.85) (32.15)
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Table 4.9: Growth rate of Development and Non Development Expenditure

Development Non-
Year Expenditure develop.ment Total
Expenditure
12th FC 19.00 7.12 14.71
13FC 11.07 17.22 13.09
2006-07 to 2015-16 12.48 12.58 9.65

Figure 4.2: Developmental and Non-Developmental Expenditure (Rs.Crores)
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4.4. Components of Developmental Expenditure: Social Sector Spending

We have examined the patterns and trends in Developmental Expenditure in the previous section
and came to know that expenditure on Developmental activities is 66 per cent of the Total
Expenditure from 2006-07 to 2017-18 (RE). A higher proportion of Developmental Expenditure
is routed through the Revenue Account. The Developmental spending carried out on Revenue

Account is 4.3 times higher than that carried out on the Capital Account.
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In this section, we examine the pattern and trend in one of major component of Developmental

Expenditure, namely Social Sector Expenditure. It includes expenditure on activities such as

education, public health and sanitation, family welfare, etc.

Social Sector Expenditure:

Social sector spending is an important component within the developmental spending of the

government of Maharashtra. In this section, we take a disaggregated view of only this component

of developmental expenditure.

Table 4.10: Social Expenditure (Rs. crores), Summary Statistics, Trend Growth Rate,
Elasticity and Proportion to Dev Expenditure, Total Expenditure and GSDP

Average Social | Trend Share in Share in Share in
Period Service Growth | Elasticity | Development Total GSDP
Expenditure Rate Expenditure Expend

0.04 45.62 30.33 3.98
12 FC 29000 1.60
13EC 57115 10.45 0.79 51.33 33.72 3.98
14 EC 95166 11.44 0.93 50.44 34.48 4.16
2006-07 to 57256 14.23 1.04 49.77 33.08 4.04
2017-18 '
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Of the Developmental Expenditure, around 50 per cent of the expenditure is social sector
spending. It is interesting to note that the share of social sector spending in total expenditure has
marginally increased from the 13" FC to the 14" FC. When the 14" FC increased the share of
the States in Central taxes to 42 per cent, one of the apprehensions of policy makers was that the
additional resources would not be used for socially relevant activities by the States. There was
thus great apprehension about the allocative efficiency that State fiscal authorities would exhibit
after the 14" FC!. However, we find that the share of social sector spending within the
Development Expenditure of Maharashtra actually rises, albeit marginally, in the 14t FC period.

Social sector expenditure shows a trend growth rate of 14.23 per cent during the period 2006-07
to 2017-18 (RE). The growth rate of this component is actually higher in the 14t FC period as
compared to the 13" FC period.

Having said that, it is important to point out that social sector spending in Maharashtra has been
lesser than that done in other States. An RBI report2 compiles the social sector spending across
19 “Non-Special Category States” from 2010 to 2013. It concludes that the average social sector
spending done by these States stood at 7 per cent of respective GSDPs. In the same time period
(broadly the time period under the 13t FC), we find that social sector spending in Maharashtra
stands at 4 per cent of GSDP. Thus, whilst it is encouraging to note that social sector spending as
a percentage of developmental spending in Maharashtra has been increasing, the fact is that

Government of Maharashtra is not spending enough on the social sector.

The elasticity of social sector spending is slightly higher than unity. This implies that as the
GSDP increases, the Government of Maharashtra increases its spending on the social sector more
than proportionately. However, in downswing times, when the GSDP growth rate reduces, the
Government reduces the social sector spending more than proportionately. Thus, the social sector
stands to lose out especially during downswing periods, when such spending should actually be

enhanced.

1Social Sector Spending of States Pre- and Post- 14t Finance Commission, Alok Kumar, Ajay Nema, JagatHazarika,
HimaniSachdeva, NitiAayog Report,
http://niti.gov.in/writereaddata/files/document_publication/Social%20Sector%20Expenditure%200f%20States %
20Paper.pdf

2 Cyclicality of Social Sector Expenditures: Evidence from Indian States, BalbirKaur, SangitaMisraand Anoop K.
Suresh, RBI Report, https://rbi.org.in/scripts/bs_viewcontent.aspx?1d=3050
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We now examine how much of the social sector spending is routed through the Revenue and

Capital Accounts.

Table 4.11: Social Expenditure (In Rs. Crore) and Share in Revenue and Capital Account

FC Year Revenue Capital Total
2006-07 | 20609 (96.20) 813 (3.80) 21423

2007-08 | 24358 (97.31) 673 (2.69) 25031

12 FC 2008-09 | 28130 (93.48) | 1961 (6.52) 30092

2009-10 | 38054 (96.45) | 1400 (3.55) 39455

Average | 27788 (95.86) | 1212 (4.14) 29000

2010-11 | 44110 (97.46) 1151 (2.54) 45261

2011-12 | 49172 (96.28) 1902 (3.72) 51074

2012-13 | 55235 (97.15) 1619 (2.85) 56854

13 FC
2013-14 | 62280 (96.66) | 2152 (3.34) 64432
2014-15 | 66138 (97.33) | 1815 (2.67) 67953
Average | 55387 (96.97) 1728 (3.03) 57115
2015-16 | 82116 (95.67) | 3718 (4.33) 85834
2016-17 | 89174 (97.18) | 2584 (2.82) 91758

14 FC
ZO(SE')lS 104704 (97.03) | 3202 (2.97) 107906
Average | 91998 (96.63) | 3168 (3.37) 95166

2006-07 to

2017-18 Average | 55340 (96.52) | 1916 (3.48) 57256
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Over the entire period from 2006-07 to 2015-16, 96.40 per cent of the social sector spending is
carried out on the Revenue Account. A bland interpretation of this trend is that even if social
sector spending as a proportion of Developmental Expenditure has risen, the rise in spending is
not associated with a proportional increment in social sector assets. However, a deeper
examination of the accounting standards of Centre and States gives an interesting counter-view.
States apply for and budget for Centrally Sponsored social sector schemes; State share of the
spending is often recorded as a Revenue Account Expenditure. For example, under MNREGA,
the guidelines state that 25 per cent of the cost of semi-skilled and skilled labour and machinery
has to be borne by the States. Such expenditures are recorded as Revenue Account spending, but
they have an important bearing on capital creation in the State in the long run. Thus, even if the
apparent spending on social sector assets as mentioned in the Capital Account stands at only 3.50

per cent of the total social sector expenditure, the actual asset creation could be higher.

Another related issue here is that of compliance with the FRBM targets. The FRBM Act
envisages that the Revenue Account deficit be brought down to zero over a period of time. This
puts pressure on social sector spending, most of which is accounted for under the Revenue

Account. We offer a deeper analysis of this problem in Section 6 of this report.

Table 4.12: Trend Growth Rate of Social Sector Spending within Revenue and Capital Account

EC Social Sector Spending in Social Sector Spending in
Revenue Account Capital Account
12 FC 19.83 27.00
13 FC 10.46 10.34
14 FC 12.15 -7.47
2006-07 to
2017-18 14.32 12.12
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The growth rate of social sector spending in the Revenue Account stands at about 14.32 per cent

whereas that in the Capital Account stands at about 12.12 per cent only as given in Table 4.12

Table 4.13: Elasticity of Social Sector Spending within Revenue and Capital Account

Elasticity: Social Sector o .
EC Spending in Revenue Elas_t|CIt_y. Soc_lal Sector
A Spending in Capital Account
ccount

12 EC 1.58** 2.01

13FC 0.78% 0.87*

14 FC 0.99* '0.64

2006-07 to 1.05%** 0.87***
2017-18

The elasticity of social sector spending within the Revenue Account stands at 1.05 over the entire
period from 2006-07 to 2017-18(RE) while that of capital account is less than one.

Components of Social Sector Expenditure

In this section, we take a disaggregated view of the seven components of social sector spending

as mentioned in the Budget documents. This helps us to compare the trend and pattern in

Education, Medical and Public Health, Water Supply and Sanitation, Housing, Urban

Development, Welfare of Scheduled Castes and Tribes and Social Security and Welfare. The

following tables give the summary statistics for the components as well as the shares of the

expenditure on the components within the total social sector expenditure undertaken by the

state.
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Table 4.14: Share of Expenditure on different components within the Total Social Sector
Expenditure

Share in Social Sector Spending

Medical Water Welfare Social
. . and Supply . Urban Security

Period Education Public and Housing Development ofS§I_C/ and

Health | Sanitation Welfare
12 FC 56.45 9.66 4.92 3.99 9.30 11.73 3.95
13FC 59.31 10.35 2.45 3.19 7.81 12.31 4.59
14 FC 52.23 12.36 5.22 1.66 10.55 13.29 4.69
2006-07
to 2017- 56.58 10.62 3.97 3.07 8.99 12.36 4.40
18

The top three components on which the Government of Maharashtra carries out social sector
expenditure are Education, Welfare of SCs/ STs and Medical and Public Health, necessarily in
that order. Urban Development is a close fourth. We have already mentioned that the expenditure
allocated to social sector as a share within developmental expenditures has risen marginally after
the 14 FC recommendations were accepted. Thus, after the united component of transfers
increased, the State has chosen to increase the allocation given to the social sector. However, this
increment in allocation has not been uniform across various components of social sector
spending. Increased allocation to water supply and sanitation is a reflection of the demand-
supply gaps in both of the subjects. A World Bank Report® on Water Supply and Sanitation in
Maharashtra states that the State has managed to cover more than 98000 habitations with water
supply systems. However, every year at least 3-5 habitations slip into “Partially covered” status
from a “Fully covered” status. This requires new investments and augmentation of existing
systems, both of which require huge expenditures. As of 2011, the Water Supply and Sanitation

Department claims that 72 per cent of the households had access to functioning toilets.

3 Maharashtra Rural Water Supply and Sanitation Program (2014-2020): A Technical Assessment, World Bank
Report, February 2014
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Re-allocation of expenditure towards urban development is in sync with the huge urbanization

trend witnessed in Maharashtra in the past decade. According to Population Census figures, the

urban population in Maharashtra grew by 23.6 per cent between 2001 and 2011.

We now examine the expenditure* on various social sectors as a percentage of GSDP.

Table 4.15: Percentage of expenditure on social sector components to GSDP

Medical Water Social
and Supply Welfare | Security
Public and Urban of SC/ and
FC Education | Health | Sanitation | Housing | Devmt ST Welfare
12 FC 2.25 0.39 0.24 0.13 0.30 0.43 0.15
13FC 2.36 0.40 0.10 0.16 0.36 0.49 0.18
14 FC 2.20 0.49 0.19 0.06 0.37 0.53 0.20
2006-07
to 2017-
18 2.28 0.42 0.17 0.12 0.34 0.48 0.18

Maharashtra spends 2.28 per cent of GSDP on education, 0.48 per cent of GSDP on welfare of
SCs/ STs and OBCs and 0.42 per cent of GSDP on medical and public health.

Table 4.16: Trend Growth Rate of social sector components

Medical Water Social
. and Supply . Urban | Welfare :
FC Education Public and Housing Devmt | of SC/ ST Ses\l;g;%raend
Health Sanitation
12 FC 19.64 18.22 -14.21 41.38 32.50 20.74 21.89
13 FC 10.13 17.08 07.02 (14.21) 06.67 15.11 09.83
14 FC 7.77 12.60 7.57 38.67 28.09 15.10 -4.35
2006-07 to
2017-18 13.48 17.03 12.94 4.87 15.54 15.90 15.87

4 Maharashtra Budget Analysis2018-19, PRS Legislative Research,
www.prsindia.org/administrator/uploads/general/1520930143~~Maharashtra%20Budget%20Analysis%202018 -

19.pdf
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Table 4.16 indicates the clear trend that the education and health care expenditure on
Maharashtra has recorded a slower growth rate during the 14" FC period compared to the
previous FC periods. Higher growth rates are recorded in the sub category of Housing and Urban
Development. On Social Security and Welfare there is a negative growth rate, which is a

worrying factor for a state that has very weak social security network.

We next compute the elasticities of the various components of social sector spending with

respect to the GSDP.

Table 4.17: Elasticity of expenditures of various components of social sector with respect to GSDP

Elasticity
Medical Water Social
Welfare :
. and Supply . Urban Security
FC Education Public and Housing Devrmt ofSSTC/ and
Health | Sanitation Welfare
12 FC 1.15%* 1.45%** -1.05 3.39%** | 2.61** | 1.62** 1.70**
13FC 0.76*** 1.25%** 0.44 -0.93* | 0.51*** | 1.14*** | 0.72*%**
14 FC 0.63* 0.99 0.61 311 2.31* 1.23* -0.35
2006-07 to Fhk *xk *kk * *kk *kk *kk
2017-18 (RE) 0.99 1.24 0.89 0.38 111 1.16 1.16

It is very interesting to note that the expenditures on education, health and welfare of
SC/ST/OBC, and social security and welfare, all of which are very important in terms of
protecting the vulnerable sections of society, show elasticity co-efficients that are higher than
one. This implies that when the GSDP increases by one percent, the Government of Maharashtra
increases the expenditure for vulnerable sections more than proportionately. However, in
downswing periods, when the vulnerability quotient of the population rises, the Government of
Maharashtra reduces the expenditure on these very sectors more than proportionately. We have
already shown in Table 4.13that the overall elasticity for social sector spending stands at 1.05.

Thus, Government of Maharashtra tends to reduce the owverall social sector spending more than
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proportionately in downswings. However, maximum reduction takes place through cutting
budgets allocated to the vulnerable sections of the society, which is worrisome. Thus, allocative
efficiency of the budget in terms of protection of the vulnerable sections of society depends on
the GSDP cycle; budgets reflect high allocative efficiency in periods of high growth, but show

poor efficiency in downswings.
Quality of Expenditure

The availability of better social and physical infrastructure in the state generally reflects the
quality of its expenditure. The improvement in the quality of expenditure basically involves three
aspects viz. adequacy of expenditure (adequate provisions for providing public services),
efficiency of expenditure and its effectiveness (assessment of outlay-outcome relationship for

selected services).
Adequacy of Public Expenditure

The expenditure responsibilities relating to the social sector and the economic infrastructure
assigned to the state governments are largely state subjects. Enhancing human development
levels requires the states to step up their expenditure on key social services like education, health
care and sanitation. Low fiscal priority is attached to particular sector if the ratio of expenditure
under a category to aggregate expenditure is lower that the respective national average. The
Fiscal priorities given by the state government for development expenditure, social expenditure
and capital expenditure during selected years are given in Table 4.18. The general category state
average has recorded a huge decline in the aggregate expenditure as a percentage of GSDP
during the period 2007-08 to 2015-16. Maharashtra’s expenditure has also declined but less than
proportionately than that of other states average. When it comes to development expenditure as a
percentage of aggregate expenditure Maharashtra’s share have come down as compared to that
of the general category states. The social sector expenditure within the total expenditure has
increased in the case of general category states and Maharashtra as well. Maharashtra on average
spend more than 3 per cent of aggregate expenditure on social sector compared to the general
category states on social sector during 2015-16, which is a welcome sign for the overall
development of the state. The Capital expenditure as a per cent of total expenditure has declined

in the case of Maharashtra as well as the general category states average. Maharashtra spends
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only 10.70 per cent of its total expenditure on capital outlay, whereas the general category states
average is 14.90 percent, almost 40 percent more than that of Maharashtra in 2015-16. Further, it
should be noted that the capital expenditure of Maharashtra have declined from 14.83 per cent to
10.70 per cent during the ten year period of our analysis. This expenditure compression on the
capital outlay will adversely affect infrastructure growth and the overall growth of the economy
in the long run. Maharashtra’s expenditure on Education, Health and Family welfare are slightly

better than the average for other general category states.

Table 4.18. Fiscal Priority of Maharashtra State

Education,
_ o Sports, Art Health and
Fiscal Priority by the State AE/GSDP | DE#/AE | SSE/AE | CE/AE ; Family
and Welfare/AE
Culture/AE
General Category States Average
(Ratio) 2007-08 16.85 64.28 32.54 16.14 14.64 3.98
Maharashtra Average (Ratio) 2007-08 13.11 67.60 35.92 14.83 17.80 3.59
General Category States Average
(Ratio) 2015-16 10.10 70.60 36.30 14.90 15.60 4.50
Maharashtra Average (Ratio) 2015-16 10.90 66.70 39.80 10.70 20.10 4.70

AE: Aggregate Expenditure; DE: Development Expenditure

SSE: Social Sector expenditure; CE: Capital expenditure
# Development expenditure includes development revenue expenditure, development capital expenditure
and loans and advances disbursed

Efficiency of Expenditure use and its effectiveness

In view of the importance of public expenditure on development heads from the point of view of
social and economic development, it is important for the state government to take appropriate
expenditure rationalization measures and lay emphasis on provision of core public and merit
goods. Apart from improving the allocation towards, development expenditure, particularly in
view of the fiscal space being created on account of decline in debt servicing in recent years, the
efficiency of expenditure use is also reflected by the ratio of capital expenditure to total
expenditure (GSDP) and the proportion of revenue expenditure being spent on operation and
maintenance of the existing social and economic services. The higher the ratio of these

components to total expenditure (GSDP), the better would be the quality of expenditure. Table

77



4.19 shows the trends in development expenditure. The capital expenditure to total expenditure
ratio has declined from 27.78 per cent to 20.50 per cent during the period 2008-09 to 2010-11.
The ratio has further come down to 15.10 per cent during 2015-16. This reiterates that a major
proportion of the expenditure of the state on social and economic services is being allocated on
revenue heads. The expenditure efficiency of the state thus declined over a period of 10 years.
The operation and maintenance expenses on the revenue head is improving over a period of time

still the major expenditure continues to be on wages and salaries.
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Table 4.19 Efficiency of expenditure use in selected social and economic services (in per cent)

2008-09 2010-11 2015-16
In RE, the share
Ratio of | IN RE, the share of | potio of | 1N RE, the share of | patig of of
Social/Economic CEto |Sand CEto | Sand CEto |Sand
infrastructure TE W O&M TE w O&M TE w O&M
Social Services (SS)
Education, Sports, Artand
Culture 0.79 76.68 0.05 0.52 83.01 0.06 0.30 76.80 0.30
Health and Family Welfare 9.87 63.2 0.01 3.93 73.36 0.01 6.50 50.30 1.30
Water Supply, Sanitation,
Housing and Urban
Development 10.03 6.47 0.34 4.83 2.72 4.53 9.00 0.60 3.00
Total (SS) 6.24 51.83 0.38 2.51 58.31 0.76 3.00 50.80 1.50
Economic Services (ES)

Agriculture and Allied
Activities 16.89 26.63 0.05 19.98 48.44 0.16 24.40 25.30 0.00
Irrigation and Flood
Control 85.32 30.8 0.56 78.36 36.44 20.7 74.50 40.10| 27.00
Energy 24.23 0.53 0.02 36.77 0.54 0 12.60 0.20 0.20
Transport 44.52 2.16 15 42.33 1.69 3.91 46.00 090| 3230
Total (ES) 49.30 17.11 2.77 45.62 21.53 3.45 33.00 16.70 6.70
Total (SS+ES) 27.78 39.63 3.14 20.50 47.81 1.53 15.10 40.00 3.10

TE: Total Expenditure; CE: Capital Expenditure; RE: Revenue Expenditure; Sand W: Salaries and Wages; O & M: Operations and Maintenance
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Major Findings

Better expenditure control in state during the period 2006 to 2016, especially on
revenue account. But failed to increase the capital outlay.

The committed expenditure continues to be very high in the state due to higher
interest payments.

The income elasticity of total expenditure stands at 0.8. This implies that the

Expenditure is rigid downwards; even with a cyclical downturn in GSDP, the total
expenditure does not reduce proportionately. Social sector spending on education,
health, welfare of SC/ST/OBC and family welfare are associated with high
elasticities. Thus, during a downswing, the allocations to the vulnerable sections of

society decrease more than proportionately, which is worrisome.
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CHAPTER -5
ANALYSIS OF FISCAL AND REVENUE DEFICITS

5.1 Introduction

The ToRs of the Finance Commissions mandate them to recommend grants to cover Revenue
Deficits of States. More specifically, most of the earlier FCs were asked to recommend grants to
cover the Non-Plan Revenue Deficit (NPRD) of the States. After giving equalizing transfers
through tax sharing, grants are given to cover the “projected” Revenue Deficits of States so that

minimum levels of services can be provided in each State.

The 141" FC Report stated that it was expecting the State of Maharashtra to run Revenue Account
surplusespost devolution of taxes. Hence, no grants were given to cover the post-devolution
Revenue Deficit. In fact, we find that the 12t" and the 13" FCs too expected Maharashtra to run
Revenue Surpluses post devolution of taxes from the Centre. However, the actual facts have been
different from the projected Revenue balances given by the FCs. In the time period from 2006-07
to 2015-16, we find that Maharashtra has only run a Revenue Account surplus in 4 years (2006-
07, 2007-08, 2008-09, 2012-13), and has run a Revenue Deficit in the other 6 years.

In this chapter, we examine the trends in the revenue and fiscal deficits of the State.
5.2 Definitions

Fiscal deficit is defined as the excess of Total Expenditure over the Total Receipts net of debt
receipts of the Government. Thus, Fiscal Deficit (FD) reflects the total borrowing requirements

of the Government of Maharashtra.

While this is a very useful indicator in that it indicates the quantum of debt required to balance
the accounts, it is often more meaningful to examine the genesis of the FD. To the extent that the
proportion of Revenue Deficit (RD) in the owverall deficit is high, the debt taken by the
Government is used for servicing current year expenses. To the extent that a larger proportion of

the FD is created on the Capital Account, it indicates that the debt taken by the Government will
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be used for creation of assets. The latter case creates higher possibilities of the debt of the

Government being productive and sustainable.

Thus,
FD = (Total Expenditure) - (Revenue Receipts + Non-Debt creating Capital Receipts)
RD = (Revenue Expenditure) — (Revenue Receipts)

Table5.1 and Figure 5.1 show the trends in RD and FD from 2006-07 to 2018-19 in Rs. crores as
well as percentage of GSDP.

Table 5.1: Revenue Deficit and Fiscal Deficit!from 2006-07 to 2018-19 (Rs. Cr.)

Year Revenue _St_erIus Fiscal SL_Jr_pIus
(+)/ Deficit (-) (+)/ Deficit (-)
2006-07 810 (0.10) -11553 (-2.00)
2007-08 14803 (2.20) 2821 (0.40)
2008-09 5577 (0.74) -14017 (1.86)
2009-10 -8006 (0.94) -26181 (3.06)
2010-11 -591 (0.06) -18857 (1.80)
2011-12 -2268 (0.18) -19969 (1.56)
2012-13 4211 (0.29) -13739 (0.94)
2013-14 -5081 (0.31) -26018 (1.58)
2014-15 -12138 (0.68) -31827 (1.79)
2015-16 -5338 (0.27) -28381 (1.43)
2016-17 -8536 (0.38) -38616 (1.71)
2017-18 (RE) -14843 (0.59) -46201 (1.85)
2018-19 (BE) -15375 (0.55) -50586 (1.81)

Note: Figures in parantheses indicate percentage of GSDP;
Source: Various Budget Documents

HIn this chapter, deficits have been denoted in negative signs and surpluses have been denoted in positivesigns.
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Figure 5.1: RD, FD (% of GSDP) from 2006-07 to 2018-19

=== Revenue Deficit

el Fiscal Deficit

5.3 Trends in Revenue Deficit in Maharashtra

Table 5.1shows that there are instances of revenue account surpluses in the years 2006-07, 2007-
08, 2008-09 and 2012-13.

The Revenue Surplus increases sharply from 2006-07 to 2007-08. However, the quantum of the
surplus reduces in 2008-09 and after 2008-09, the Revenue Account starts showing a deficit.
These trends could be due to the global financial crisis that caused the growth rate of the GSDP
in real terms to fall sharply from 10.79 per cent in 2007-08 to 1.32 per cent in 2008-09. Except
for 2012-13, the revenue account is seen to be in a deficit upto 2018-19.

If we were to arrange this data as per the period of different FCs, some interesting facts emerge.

Table 5.2: Revenue Deficits (Rs. Cr.) and % to GSDP arranged by FCs

FC Average Revenue % to

Deficit (-)/ Surplus (+) | GSDP
12tFC 1868.4 0.26
13tFC -3173.4 0.18

14tFC (2015-16to

2018-19 BE) -11023 0.45
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The period of the 12t FC encompasses years of revenue surpluses as well as revenue deficits; the
latter emerged in the wake of the global financial crisis. However, the impact of the surpluses
outweighs that of the deficits. Thus, we find that the period of the 12" FC broadly reflects
surpluses. The health of the Revenue Account definitely shows deterioration from the 12t FC to
the 13" FC.As a percentage of GSDP, state account shows a surplus of 0.26 per cent in 12th FC
and a deficit of 0.18 per cent in 13t" FC. In the period of the 14t FC (2015-16 to 2018-19 BE),
we find that the RD worsens further to 0.45 per cent of GSDP. Such a sharp increase in the RD is
a matter of concern since it indicates an ever-rising gap between the day-to-day expenses and

receipts of the GoM.
5.4 Approach of FCs to cover the Revenue Deficits of States

All Finance Commissions upto the 13" FC were mandated to give grants-in-aid to cover,
amongst other heads, the Non-Plan Revenue Deficit (NPRD). Apart from the NPRD, FCs have
also given sector-specific grants reflective of the mandates given to them in respective TORs.
State-specific grants have also been given by various FCs upto the 12t FC. The rationale for
providing State-specific grants was as follows. Tax devolutions were based certain criteria such
as income distance, population etc. and hence did not cover cost disabilities of States. Tax
devolutions also normally did not account for expenditure profligacy of States or for differentials
in the tax-GSDP ratios of particular States. State-specific grants allow equalization across these

kind of differentials. Since the 12t FC, grants-in aid have also been given for local bodies.

The approach of the 14" FC has been different from its predecessors in a number of ways. The
14" FC increased the tax devolution share of States from 32 per cent to 42 per cent. In the
formula to calculate share of States inter-se, assessments of taxes and expenditures included
variables that would capture economy in expenditure and measures taken to improve tax
collection. This would eliminate the need to give State specific transfers. The 14" FC also did
not give any sector specific transfers. This decision was based on its view that there were other
channels (such as Centrally Sponsored Schemes) through which sector specific transfers could be
given. Further, the FC observed that multiple channels of supporting social sectors led to gaps in
monitoring and evaluation of the same. Hence, the 14" FC discontinued all sector-specific as
well as State-specific grants. After working out the post-devolution Revenue Deficits of States,

general purpose grants would be given to cover the same. Apart from grants to fill the RDs (only
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eleven States were estimated to be in deficits), the 14t FC has only given grants for local bodies

and for Disaster Management.

5.5 Comparison of RD Projections given by12th, 13t and 14""FC to Actual RD

In this section, we compare the Revenue Deficits for Maharashtra as estimated by the 12th, 13th,
and 14™"FC for the purpose of giving gap-filling grants to the actual RD position experienced by
the State.

Table 5.3: Post-devolution Revenue Deficit (-) or Surplus (+) as estimated by 12t, 13t and
14t FCs, Grants given to Maharashtra to cover RD, Actual Revenue Account Position of
the State (Rs. Cr.)

Projected post-

devolution Revenue Grants givento Actual Revenue
Year Deficit (-)/ Surplus cover Revenue Deficit (-)/ Surplus

(+) as per respective Deficit +)

FCs

2006-07 7835.51 0 810
2007-08 10370.49 0 14803
2008-09 14912.94 0 5577
2009-10 20218.41 0 -8006
2010-11 24926 0 -591
2011-12 31581 0 -2268
2012-13 34283 0 4211
2013-14 43964 0 -5081
2014-15 55108 0 -12138
2015-16 26281 0 -5338
2016-17 28924 0 -8536
2017-18 (R.E) 32140 0 -14843
2018-19 (BE) 36069 0 -15375
2019-20 40861 0 NA

We find it particularly relevant to report that the 12th, 13t and 14t FCs have estimated that post-
devolution, the State of Maharashtra would always be in a position of Revenue Surplus.
However, barring 4 years, the State of Maharashtra has always experienced Revenue Deficits.

Clearly, in calculation of the post devolution Revenue Account position, successive FCs have
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either over-estimated the revenue creation capacities or under-estimated the expenditure

requirements of the State.

5.6 Possible reasons for under-estimating the revenue deficit of Maharashtra under the 14t
FC:

The Report of the 14" Finance Commission outlines the procedure used to project the revenue
balance of the States in the award period. We feel that some of the procedures lead to over-
estimation of revenues and under-estimation of expenses for the State of Maharashtra. Such

issues are given below.

e The procedure used by the 14" FC to calculate the tax revenues of States was as follows.

The trend growth rate of taxes from 2004-05 to 2012-13 was applied to the taxes
collected in 2013-14. This helped to create an estimate of the tax collection in 2014-15.
This was compared to the BE for taxes for the fiscal year 2014-15. The higher estimate
was chosen as the tax collection for 2014-15 and the tax/\GSDP ratio for each State was
calculated. The 14" FC observes that the average tax/GSDP ratio calculated in this
manner for all States stands at 8.26 per cent. Given that tax effort needs to be recognized
and awarded, those States having tax/GSDP ratio of higher than 8.26 per cent were
assumed to have a tax buoyancy of only 1.05. However, those States having a tax/GSDP
ratio of less than 8.26 per cent were assumed to have a tax buoyancy of 1.5.
Maharashtra has a tax/GSDP ratio of 6.8. Hence, whilst projecting the tax collections for
Maharashtra, it was assumed that the tax buoyancy would be 1.5. However, such high tax
buoyancy would not have been possible at all for a State such as Maharashtra, wherein 55
per cent of the GSDP is contributed from the services sector. Upto 2017, service taxes
were collected by the Centre and hence, Maharashtra tax revenues have not been very
buoyant. Given that the tax collections would not exhibit the assumed buoyancy of 1.5,
the actual taxes collected by Maharashtra have been far lower than that assumed by the
14th FC.

e From 2004-05 to 2012-13, the growth rate of pensions has been around 20 per cent in
most States in India. The high growth rate is attributable to the acceptance of the

recommendations of the Sixth Pay Commission in that time-period. From 2013-14 to
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2014-15, the growth rate falls to 13.8 per cent. The 14" FC assumes that pension
payments in its award period will grow only by 10 per cent, quoting that “the past
pension growth needs to be further moderated”. We feel that this is an unrealistic
assumption given the commitment of the state towards implementation of Seventh Pay

Commission Report and creates unrealistically low Revenue Expenditure estimates.

From 2006-07 to 2015-16, social sector spending on education and health has shown an
average growth rate of 16.7 per cent and 16.1 per cent respectively across all States.
Given that such expenditure is “largely driven by personnel’, the 14t FC applies a
growth rate of 13 per cent on the social sector expenditures of 2014-15 to arrive at the
baseline expenditure for 2015-16. It then applies a normative 10 per cent growth rate on
the baseline number to project the social sector expenditures for 5 years.

Firstly, there is no justification for assuming a 10 per cent growth rate on social sector
spending. In a State like Maharashtra with huge regional imbalances, social sector
spending cannot be compromised. The spending in Maharashtra on health is actually
much lower than any other comparable large-sized State. Given these facts, we feel that
assuming a 10 per cent growth rate on social sector spending is restrictive and unrealistic.
We also wish to point out that while salary components within social sector expenditure
have to be reduced, the reductions cannot happen overnight. For large States, the sheer
number of administrative units to run social sector schemes is quite large and this
precludes salary reductions from taking place. Finally, reduction in salary also has
implications for the quality of employment in these crucial interventions and hence

cannot be rushed indiscriminately.

Thus, our analysis shows that the State has been showing revenue imbalances in the past
10 years. These imbalances manifest themselves in Revenue Deficits. Successive FCs
since the 12" FC have however failed to correctly project the Revenue Deficits. Thus,
Maharashtra has been in an unenviable position of being projected to be a Revenue
Surplus State, due to which it has never received any grants to cover Revenue Deficits.
The 15"FC will have to create a new methodology for carefully projecting main

components of Revenue Receipts and Revenue Expenditures realistically for all States.
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5.7 Trends in Fiscal Deficit in Maharashtra

We now examine the trends and patterns in the fiscal deficit (FD) position of the State from
2006-07 to 2018-19 (BE). Examination of FD helps in understanding how the debt position of
the State has changed over a period of time. This analysis serves as a useful building block in

ultimately commenting on the debt sustainability of the State.

Table 5.4: Fiscal Deficits (Rs. Cr.) and Percentage to GSDP arranged by FC

Fiscal Deficit (-)/ o
FC Surplus (+) Yo to GSDP
12th FC -13312 2.02
13t FC -22082 1.53
141" FC (2015-16
to 2018-19 BE) ~40946 L7
i806-07 to 2018- 94339 175

It is interesting to note that while the Revenue Account balance has broadly worsened from
2006-07 to 2018-29, the FD balance has broadly improved. This implies that on an average,
capital account savings must have been higher than the revenue dissavings during the past 10
years. Since the borrowings of the Government (as indicated by the FD) have declined, the
capital savings must have resulted from a slowdown in capital expenditure. This is a worrisome

trend.

From 2006-07 to 2017-18, about 92 per cent of the borrowing is used for capital expenditure,
whereas about 8 per cent of the same is used for servicing revenue account payments. We further
observe that the proportion of the Revenue Deficit to the Fiscal Deficit stands at 18.04 per cent in
the period of the 13t" FC. This proportion becomes 25.85 per cent in the 14" FC. Thus, while the
FD of the GoM since 2006-07 has declined, a higher proportion of the debt taken has been
diverted for use on the Revenue Account. On one hand, this could have a grave implication that
debt taken by the State Government is not being used productively for building capital assets.

However, we also note from Chapter 4 that 66 per cent of Revenue Account Expenditure is
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Developmental Expenditure. We also note the presence of several expense items on the Revenue
Account such as grants to local bodies, which are given to support creation of capital at the
grassroot level.

Thus, in the past ten years, Fiscal Deficits have bettered even as Revenue Deficits have
worsened. Debt taken by the Government of Maharashtra and the usage to which it is put is a
relevant issue from an FC perspective since it ultimately helps us to assess sustainability of

debts. We will hence explore this issue more deeply in the next chapter.

Major Findings

e Successive Finance Commission’s have projected post devolution revenue surpluses
for Maharashtra. But in reality, the state has had revenue deficits in most years — the
gap between the projections and the actuals is rather large, nearly of the order of
Rs. 40,000 to Rs. 50,000 crores. The state has thus not received grants to cover
revenue deficits.

e Fiscal deficit as a proportion of GSDP has declined but during the last 3 to 4 years
revenue deficit has increased from 0.16 per cent to 0.45 per cent. It shows that
greater resort is being taken to capital receipts to finance revenue account

expenditures.

89



CHAPTER -6

THE LEVEL OF DEBT

6.1 Introduction

Sustainability of the debt taken by the States is an important issue for the Finance Commission.
If the debt stock is too high, it creates a pressure on the interest payments, thereby causing
Revenue Deficits in the current year. Given that FCs are mandated to fill revenue account gaps,
they are particularly sensitive to factors such as debt that could tip the revenue account into a
deficit position.

In this chapter, we examine the trends and patterns in the debt taken by the Government of
Maharashtra for the period of 2006-07 to 2018-19 (BE).

6.2 Definitions

We classify the total debt stock of the Gowvernment of Maharashtra as per the Owerall Debt
Position as reported by the Finance Department, in the Budget Documents. Following are the

main components of the total debt stock (1+2+3+4):

Public Debt (a + b)

Internal Debt (Market Loans, WMA from the RBI, Negotiated loans from Banks and Fls)
Loans and Advances from the Central Government

Provident fund, Small Savings etc.

Other interest-bearing obligations (a + b)

Reserve funds

Deposits bearing interest

Off-budget debt stock

A T W DD T v

All loans raised under the head ‘“Public Debt” are part of the Consolidated Fund of the State
which is established under Article 266 (1) of the Constitution. Article 266 (2) provides for setting
up the Public Fund. Moneys in the Public Account are those funds wherein the Government acts
like a banker, and are not subject to vote by the State Legislature. Receipts and disbursements

pertaining to Provident funds, Small Savings (Insurance funds and Pension funds), Reserve
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Funds and Deposits and Advances (Civil deposits, deposits made by PRIs etc.) are part of the
Public Account. Since data on debt taken from Provident Funds and Small Savings under Public
Account are reported separately from other interest-bearing obligations by the Government, we

follow the same convention.

Before 2005-06, Government companies and Corporations had taken loans from banks and
Financial Institutions to implement State-Plan programmes projected outside the State Budget.
The liabilities of the companies, if not honoured, would ultimately become liabilities of the State
Government since the Government was a guarantor to such loans. Such contingent liabilities
have been termed as “Off-Budget debt stock”. The CAG Report on State Finances (2016) notes
that “off-budget borrowings are not permissible under Article 293 (3) of the Constitution of
India. As per the Medium Term Fiscal Policy Statement 2008-09, the State Government had
completely stopped off-budget borrowings from the year 2005-06. There were no new off-budget
borrowings during the years 2006-07 to 2018-19.” We can see that by 2018-19 (BE), Rs. 50

crore was outstanding on account of off-budget borrowings made prior to 2005-06.
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Figure 6.1: Components of the Total Debt Stock of Government of Maharashtra
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Table 6.1: Total Debt Stock and Components (Rs. crores) from 2006-07 to 2018-19

Consolidated

Public Account

Fund
3)
@) ( 4) Total Debt
Years 1 i -
1)+(2)+(3)+(4
fund etc. obligations debt stock | (1)+(2)+(3)+(4)

2006.07 107144 0411 10375 6793 L3373

(80%) (7%) (8%) (5%) o
2007-08 116206 10096 10866 5214 |42 3803

(82%) (7%) (8%) (4%) e
2008.05 133695 10899 11679 4400 60673

(839%) (7%) (7%) (3%) o
2009-10 151434 12689 13628 3696 L 81447

(83%) (7%) (8%) (2%) .
2010.11 167400 14711 17680 3306 2 03,007

(82%) (7%) (9%) (2%) e
201112 185394 16972 21531 2079 2 25 076

(82%) (8%) (9%) (1%) o
2019.13 200467 19159 25654 1412 > 46,692

(81%) (8%) (10%) (1%) e
201314 216909 21053 30164 1229 ) 60,355

(81%) (8%) (10%) (0%) o
01415 237455 22313 33483 1011 2 04261

(81%) (8%) (11%) (0%) e
201516 265388 23521 34743 550 294200

(82%) (7%) (11%) (0%) e

301837 24645 38285 50.5
2016-17

(83%) (7%) (10%) (0%) 3,64,818
01718 335939 26563 44257 50.5

(83%) (7%) (11%) (0%) 4,06,811
2018-19 381582 28834 51339 50.5
(BE) (83%) (7%) (11%) (0%) 4,61,806

Source: Various Budget documents
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Figure 6.2: Components of Total Debt Stock of GoM from 2005-06 to 2018-19 (Rs. Cr.)
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We now re-arrange the debt stock data by Finance Commissions.

Table 6.2: Total Debt Stock and Components by FCs (Rs. Cr.)

3) @)
- 2) Other Total Debt
(1)DPeLl1)t;I|c Provident interest- bu(()jget Stock:
fund etc. i D+(2)+(3)+(4
bearing debt stock (D+(2)+(3)+(4)
obligations
Mean 127120 10774 11637 5026 154556
12th FC % to Total Debt
0
Stock 82.25 6.97 7.53 3.25
Mean 201525 18842 25702 1807 247876
13thFC [
% to Total Debt
Stock 81.30 7.60 10.37 0.73
14th FC | Mean 265388 23521 34743 550 389409
(2015-16
to 2018- | %o Total Debt | g, 4g 6.65 10.83 0.05
19 BE) Stock
2006-07 | Mean 178149 16082 20980 2969 252829
to 2018- [,
19 (BE) | Q10 Total Debt | gy 7 73 9.2 17
Stock
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Tables 6.1 and 6.2 indicate that amongst the components of total debt stock, Public Debt

accounts for nearly 82 per cent. Borrowings from Provident funds and small savings account

for 7 per cent of total debt stock. Borrowings from other interest bearing liabilities (Reserve

Funds and Deposits) account for 10 per cent. Thus, debt from Public Accounts (Provident

Funds and Small Savings, Reserve Funds and Deposits) accounts for 17 per cent of the total
debt stock. The data indicates clearly the reduction in the off-budget debt achieved by the
Government after 2005-06.

6.3 Public Debt

We now analyze further the composition of Public Debt as well as debt taken from Public

Accounts. Public debt is made up of internal debt and loans and advances from the Central

Government.
Table 6.3: Composition of Public Debt
Internal debt Loans and advances from
to Public Debt Central Government to
(%) Public Debt (%)

2005-06 91.32 8.68
2006-07 92.03 7.97
20 [ 2007-08 92.72 7.28
2008-09 93.70 6.30
2009-10 94.22 5.78
2010-11 94.57 5.43
2011-12 95.27 4.73
B0 201213 95.60 4.40
2013-14 95.90 4.10
2014-15 96.40 3.60
2015-16 96.90 3.10
14th | 2016-17 97.39 2.61
FC | 2017-18 97.67 2.33
2018-19 97.99 2.01
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Table 6.4: Composition of Public Debt by FC

Internal debt to Public Loans and advances from
Debt (%) Central _Government to
Public Debt (%0)
12th FC 93.17 6.83
13th FC 95.55 4.45
14th FC 97.49 2.51
2005-06 to 2018-19 95.12 4.88

The data on public debt shows that the State Government has substituted loans and advances
from the Central Government with internal debt. We find that the share of internal debt rises
from 93 per cent in 2006-07 to 97.5 per cent in 2018-19 (BE) whereas that of loans and
advances from the Central Government falls steadily from 6.8 per cent to 2.5 per cent of

Public Debt in the same time period.
Internal Debt

Internal Debt has 3 main components: 1) Market loans 2) Ways and Means Advances from
the RBI and 3) Loans from Banks and Financial Institutions. Market loans taken by the State
Government further have three main components: State Development Loans (SDL), Power

sector bonds and loans taken from the National Small Savings Fund (NSSF).

The RBI also gives loans to State Governments to handle temporary mismatch in the cash
requirements. This loan is called as a Ways and Means Advance and the rate of interest on
the WMA is linked to the repo rate.

The State Governments also borrow from banks and Financial Institutions like SBI and other
banks, LIC, GIC, NABARD, and NCDC.

From 2006-07 to 2018-19, the Government of Maharashtra has not resorted to WMA. We
examine the market loans and loans from banks and Financial Institutions at a disaggregated

level in the table below.
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Table 6.5: Loans from Market and from Agencies from 2006-07 to 2016-17 (Rs. Cr.)

Internal Debt

Market Borrowings

Loans from Agencies

. Loans

veas | sous | Power | Uniomer | nsse | L0 | fom | wom | fomSBI || EORR T

bonds GIC NABARD banks NCDC institutions
2006 - 2007 19,967 917 3 71,376 2,336 -8 787 2 551 3,076
2007 - 2008 27,711 815 3 72,851 2,086 -8 1,625 2 566 2,605
2008 - 2009 44,678 764 3 73,279 1,836 -10 1978 2 590 2416
2009 - 2010 59,289 662 3 76,030 1,583 -6 2,712 2 544 1,964
2010 - 2011 69,880 510 - 81,180 1,330 - 3,250 - 370 2,250
2011 - 2012 89,400 410 - 80,010 1,640 — 3,510 - 600 760
2012 - 2013 1,05,820 310 - 79,080 1,140 — 3,610 - 460 1,000
2013 - 2014 1,25,030 250 - 76,790 930 - 4,080 - 400 760
2014 - 2015 1,47,390 100 - 75,990 720 - 3970 - 300 5,590
2015 - 2016 1,76,490 - - 75,700 510 — 3,860 - 220 420
2016-17 2,12,910 — - 72,860 350 - 4,090 - 40 250

Source: RBI Study on State Budgets
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The composition of market loans shows several interesting trends.

It is seen that the issuance of SDLs by the GoM has risen steadily in the past ten
years. SDLs are coupon bearing securities issued by State Governments. The coupon
on SDLs is slightly higher than the GOI securities. The spread (60-65 bps for all
States) on the SDL issued by any State Government depends on the owverall market
perception of fiscal prudence of the State. We could not get the data on Weighted
Average Yield (WAY) rates for the SDLs issued by Maharashtra. The following table
shows the WAY for SDLs issued by all States in the market.

Table 6.6: WAY on SDLs for all States (2008-09 to 2018-19)

Weighted average yield on
State Dev Loan
2008-09 7.87
2009-10 8.11
2010-11 8.39
2011-12 8.79
2012-13 8.84
2013-14 9.18
2014-15 8.58
2015-16 8.28
2016-17 7.48
2017-18 7.8
2018-19 7.8

The WAY rates may be used as a proxy to estimate the cost of market borrowing for
the GoM.

Data shows that the amount of debt under “Power bonds” falls throughout the data
period, implying that redemption of bonds was higher as compared to issuance in the
period. Power sector bonds pertain to the quasi corporate bonds that used to be issued
by the DISCOMs with a State Guarantee (India Infoline, n.d.). Since the State
Government used to stand guarantor, the bonds became a part of the total outstanding
liabilities of the Government. Issuance of power sector bonds by DISCOMs continued
till 2014-15. From 2015-16 onwards, UDAY bonds were directly issued by the State
Government and would be included in the SDL itself.
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The (erstwhile) NSSF investment is also included in the market borrowing program of
the State Government. The National Small Savings Fund used to invest its surplus in
items of expenditure on the Central and State budgets till 31th March 2016. These
investments were treated as loans taken by the State Government and were reflected
in the market borrowing program of the State Governments. However, with effect
from 1%t April 2016, the NSSF will place its investible surplus only with the Central
Government. Exclusion of State Governments from NSSF investments was a
recommendation of the 14t FC. The 14t FC observed that NSSF investments carried
a higher interest rate than market borrowings (See Table 6.7) and hence created higher
interest outgoes for the State Governments. Exclusion of State Governments from the
NSSF implies that the composition of the internal debt would reflect higher market

borrowings carrying lower interest rates.

Table 6.7: Rates of Interest for various loan components

Loan Agency Rate of Interest
Open Market 5.90% - 9.79
Borrowings

OMB- Uday Bond 7.33% - 7.38%
NSSF 9.50% - 10.50%
NABARD-RIDF 4.75% - 8.75%
NABARD-LTIF 6%

LIC 9.00% - 9.15%
HUDCO 8.25% - 12.25%
NCDC 9.75% - 13.00%
Block Loan/EAP Loans 6.75% - 13.00%
Off Budget Borrowings 8.00% -8.25%

Source: Finance Department, GoM

In Maharashtra, we see that the compositional shift away from NSSF had started
much before the recommendations of the 14" FC. This implies that the debt
management was being conducted in a cost-effective manner, with the State
Government moving away from high interest NSSF investments towards more cost-

effective market borrowings.
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e Under loans from agencies, there are several compositional shifts which indicate good

debt management.

e The data shows that the State Government has increased its borrowing from
NABARD. NABARD provides low cost loans to State Governments from Rural
Infrastructure Development Fund for specific projects classified under Agriculture,
Social Sector and Rural Connectivity. Increased borrowing from NABARD indicates
a positive trend for two reasons: One, it indicates that loans are being directed towards
Agriculture and Social Sector spending, and two, it indicates that the State
Government is also cost-conscious and has shifted the composition of borrowings

towards low-cost borrowings (Tables 6.5 and 6.7).

e In the given time-period, we also find that the debt stock of the GoM with the LIC
shows a continuous decline i.e. the redemption is again higher than exposure to new
loans. This again is a correct move since LIC has been a high cost lender for the State
Government (Tables 6.5 and 6.7).

e Debts taken by the GoM from National Co-operative Development Corporation
(NCDC) increase till 2011-12, after which they fall. State Governments take loans
from NCDC and pass on the loans to the co-operative societies. If the societies default
on the payments, the State Government has the liability to repay the debt back to the
NCDC. Several CAG reports on Maharashtra State Finances point out that the State
Co-operation Department has not been doing enough to get better recovery of dues

from the co-operatives. This has put a strain on the health of the exchequer.
Loans taken in Public Accounts

We now look at the share of different components within the Public Accounts.
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Table 6.8: Share of Components (%) within Debt from Public Accounts

Ratio to Debt from Public Accounts
s | Sl | e | Demele g
Savings
2006-07 89.24 0.09 10.67
2007-08 89.64 0.70 9.66
2008-09 48.27 0.54 51.18
2009-10 48.22 0.66 51.12
2010-11 45.42 0.86 53.72
2011-12 44.08 1.02 54.90
2012-13 42.75 0.56 56.68
2013-14 41.11 0.34 58.56
2014-15 39.99 0.23 59.78
2015-16 40.37 0.24 59.39
2016-17 39.16 0.70 60.14
2017-18 37.51 4.61 57.88
2018-19 35.97 7.91 56.13

Source: various CAG reports

This dataset also shows a very interesting compositional shit.

Within debt from Public Accounts, the share of debt from Provident funds and Small
Savings has fallen sharply from 89 per cent in 2006-07 to 36 per cent in 2018-109.
Provident Funds and Small Savings such as Insurance or Pension Funds supply loans
at very high interest rates to State Governments. Hence, this move is compositionally

a correct move to shift to lower cost debt.

In the same time period, debt taken from Deposits and Advances maintained by the

Government has increased.
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Thus, the data show very interesting shifts in the composition of the debt stock of
Government of Maharashtra. The proportion of loans taken as Public Debt is much higher
than the proportion taken as loans from Public Accounts. Further, within Public Debt, the
Government has shifted its borrowing source away from the Central Government loans
towards market borrowings. Within Public Accounts, the State Government shows a major
compositional shit in borrowings away from Provident Fund towards Deposits and

Advances.

Summing up, we may say that the GoM seems to have managed the composition of its debt
from 2006-07 to 2018-19 quite well. It has shifted away from high cost sources of borrowing

to low cost sources.
6.4 Interest Payments to Revenue Expenditure

Compositional shifts in debt imply a change in the cost of borrowing as well as a change in
the maturity structure of the debt. Both these factors have an impact on the interest outgo of
the Government. We hence examine the interest outgo of the State Government over the data
period from 2006-07 to 2017-18 (RE).

Table 6.9: Interest payments as a percentage of Revenue Expenditure
(2006-07 to 2017-18)

Interest Revenue Interest Payments as %
Payments Expnd of Revenue Expnd
2005-06 10523 52,279.85 20.13
2006-07 11983 61,385.28 19.52
2007-08 12932 64,780.05 19.96
2008-09 13027 75,693.91 17.21
2009-10 14838 94,915.97 15.63
2010-11 15648 1,06,459.37 14.70
2011-12 17505 1,23,554.19 14.17
2012-13 19076 1,38,735.98 13.75
2013-14 21207 1,54,902.42 13.69
2014-15 23965 1,77,553.12 13.50
2015-16 25771 1,90,374.05 13.54
2016-17 28532 2,13,228.73 13.38
2017-18 33518 2,72,448.26 12.30
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Table 6.10: Interest Payments as a Percentage of Revenue Expenditure
(Arranged by FC)

Interest Payments to Revenue
Expenditure (Average)
12th FC 18.49
13th FC 13.96
14th FC (Upto 2017-18 RE) 13.07
2005-06 to 2017-18 15.5

Table 6.10 indicates that the interest payments as a percentage of Revenue Expenditures have
fallen from around 18.5 per cent in the period of the 121" FC to around 13 per cent in the
period of the 141" FC.

Interest payments as a percentage of Revenue Expenditure is actually one of the useful
indicators of debt sustainability. Reduction in the ratio indicates that the Government has
managed to reduce at least one of the components of its committed expenditures and hence

gets more space on the Revenue Account to carry out Developmental Expenditure.

It is tempting to associate the reduction in this ratio to the reduction in the debt:GSDP ratio
(See Section 6.4). However, it is important to note that the reduction in the interest outgo
ratio may well also reflect a compositional shift towards components of debt which carry
lower costs of borrowing. The following table elucidates.

Table 6.11: Average rate of interest on Government borrowings (%o)

Year Average rate of interest on Government borrowing (per cent)
2006-07 7.78
2007-08 7.74
2008-09 7.29
2009-10 7.61
2010-11 7.49
2011-12 7.51
2012-13 7.42
2013-14 7.52
2014-15 7.80
2015-16 7.70

Source: Various CAG reports
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From 2009-10 onwards, we find that the average cost of borrowing for the GoM reduces
secularly. It is interesting to note that the CPI as well as WPI inflation levels were rising in
the period from 2009-10 to 2013-14. Thus, interest rates in India actually increased in that
time period. Hence, the reduction in the average cost of borrowing from 2009-10 reflects

compositional shifts rather than a benign interest rate regime.

It is thus undeniable that the composition of the debt structure in Maharashtra shows a shift
towards those debt components which carry lower interest rates. Better debt structures,
together with an overall reduction in the Debt/GSDP ratios have helped the interest payments

as a percentage of Revenue Expenditures to fall.
6.5 Public Debt to GSDP

The legal framework for total debt of the Government of Maharashtra is the Maharashtra
Fiscal Responsibility and Budgetary Management Act (MFRBMA) 2005. The MFRBMA
envisaged adherence to the following three objectives in order to bring about fiscal prudence

in budgetary management.

I Progressive elimination of Revenue Deficits
il Reduction in Fiscal Deficits

ii. Prudent Debt Management for fiscal sustainability

The Rules of the Act were amended in 2008 and again in 2011. Under the Rules given in
2008, the State Government was given the target of maintaining the Public Debt to GSDP
upto 26.1 per cent in 2011-12. From 2011-12 to 2015-16, the State Government was to bring
the Public Debt to GSDP ratio to 17.6 per cent. We find that the debt management of the
Government of Maharashtra was in line with the numbers indicated in the Rules in the said

period.
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Figure 6.3: Debt to GSDP ratio (2006-07 to 2018-19)
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Table 6.12: Debt Stock and Components as a percentage to GSDP (2006-07 to 2018-19)

by FCs
Ratio to GSDP
(b) loans

1) | @ Internal | and @) (l?r)l)te?rg;?[r @ b) | @) off E‘;tgt'

Public | debtofthe | advances | Provide bearin reserve Deposits | budget Stock:
Debt State from nt fund obli atiogns' fund bearing debt 1)4(2 '+

(a+tb) | Government| Central etc g ) interest | stock D+

Govt. (a+b) (3)+(4)

12FC | 18.14 16.83 131 1.56 1.70 0.01 0.71 0.94 22.35

13FC | 14.13 13.50 0.64 1.31 1.77 0.02 1.75 0.14 17.35

14 FC | 13.46 13.12 0.34 1.09 1.76 0.10 1.67 0.01 16.32

Table 6.11 indicates that the total debt stock of the GoM to GSDP shows a secular fall from
an average of 22.35 per cent during the 12t FC period to an average of 16.32 per cent in the
14t FC period. This is well within the limits set by the Maharashtra Fiscal Responsibility and
Budgetary Management Rules (MFRBMR), 2011. Since the total debt has risen in absolute
terms (Table 6.1) and yet has fallen as a percentage of GSDP (Table 6.13), the elasticity of
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total debt with respect to GSDP is lesser than 1. We show the elasticities of the different

components of total debt in the following table. !

Table 6.13: Elasticities of Debt Stock and Components with respect to GSDP (2006-07
to 2018-19) by FCs

2006-07 to

12 FC 13 FC 14 FC 2018-19

I. Public Debt (a+b) 0.54** 0.36*** 0.95%** 0.544***
g())\ltnternal debt of the State 0.65%** 0.42%* 1.00%** 0.61%**

(b) loans and advances from

0.76%** 0.87%** 0.80** 0.76%**
central government

[l. Public Account (2+3) 0.19 1.05%** 0.69 0.80***

(2) Provident fund etc 0.27 0.64*** 0.24 0.53***

(3) Other interest-bearing

A 0.12 1.36 0.97 1.01
(4) Off budget debt stock 3.50%%% | 459%%* | -1548 | 5.05%*
Total Debt Stock: 0.32% 0.44%%% | 0.89%%* | 0.52%%*

W+)+E)+(4)

As was expected, the elasticity of the total debt stock stands at 0.52, indicating that the rate of
growth in Debt stock has been far lesser as compared to the growth rate of the GSDP. It is
interesting to note that the elasticity of total Debt stock is higher in the period of the 14t FC
(0.89) as compared to the 13" FC. This implies that the debt stock rose almost
proportionately with respect to the GSDP in that period. This is consistent with our
observation in Chapter 5 that the Fiscal Deficit (which indicates the changes in debt stock or

total borrowings of the Government) increased in the period under the 14t FC.

The above table also shows that the elasticity associated with loans from Public Account is
higher than that associated with Public Debt. This implies that the growth rate of loans from
Public Accounts has been higher than the growth rate of Public Debt.

1Sincethe budget numbers are available upto financial years 2018-19 (BE), elasticity calculations have been
carried out usingdata upto 2018-19.
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6.6 Has Debt been used for Capital Expenditure?

A relevant query within the ambit of debt analysis is regarding the usage of borrowed funds:

Have borrowings been used for Capital Account Expenditure?

We carry out a simple ratio analysis to understand the usage of borrowed funds. The
following table shows Capital Expenditures as a percentage of Capital Receipts taken by the
GoM.

Table 6.14: Capital Expenditure as a percentage of Capital Receipts

Capital Capital Capex as % of
Year Receipts Expenditure Capital Receipts
2006 - 07 15086 17,120 113.48
2007 - 08 3508 17,413 496.40
2008 - 09 26776 24,278 90.67
2009 - 10 30383 22,865 75.25
2010-11 23739 24,546 103.39
2011-12 28336 25,674 90.60
2012 -13 21842 26,732 122.39
2013 -14 38928 33,079 84.97
2014 - 15 45939 40,194 87.49
2015 - 16 38233 34,912 91.31
2016 - 17 52300 43,692 83.54
2017-18(RE) 66097 52,148 78.89

The table shows that in 2006-07, 2007-08, 2010-11 and 2012-13, capital expenditures have
been higher than capital receipts. In all of the above mentioned years except in 2010-11, the
Revenue Account is seen to be in a surplus. (See Chapter 5 for details). Thus, it seems to be
the case for 2006-07, 2007-08 and 2012-13 that Revenue Account surpluses were used
together with capital receipts to finance capital expenditures. In 2010-11 however, the Capex
is higher than Capital Receipts whereas the Revenue Account is also in surplus. This implies
that some off-budget source such as drawing down of cash balances might have been used by

the State Government to support the Capital Expenditure in that year.

For all other years except the four years mentioned above, Capex accounts for about 85 per
cent of the Capital Receipts.
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6.7 Sustainability of Debt:

We now comment on the sustainability of debt taken by the Government of Maharashtra.

C. Rangarajan and D. K. Srivastava (2005) define debt sustainability thus: “Sustainability can
be seen as the capacity to keep balance between costs of additional borrowing with returns
from such borrowing, which could be in the form of higher growth that results in higher
government revenues that can be used for servicing the additional borrowing. Sustainability
issues should be viewed for combinations of debt and fiscal deficit, and not in isolation for
either debt or fiscal deficit.”

There are multiple variables that help us to understand the sustainability position of debt
taken by the Government. Different scholars have created different indicators to understand
debt sustainability. We attempt to present different indicators of sustainability of debt in
Table 6.14 using the methodology used by Balbir Kaur et.al. (2014). We also highlight those
years in which the sustainability indicators were breached in any way. Finally, we try to
identify those years in which maximum breaches to sustainability have occurred. Were there
any special circumstances in those years that caused the debt sustainability indicators to
breach the regular path? If so, what were these factors? Was the quantitative breach justified
under those special circumstances? We also present some comments on the qualitative factors

in some years wherein sustainability of debts might have been suspect.
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Table 6.15: Fiscal Sustainability Indicators for Maharashtra (2006-07 to 2018-19)

Descriptio 2008- 2009- 2010- 2011- 2012- 2013- 2014- 2015- 2016- 2017- 2018-
Indicator n 2006-07 | 2007-08 09 10 11 12 13 14 15 16 17 18 19
Rate of nominalgrowth of GSDP (Y)
should be more than rate of growth
of debt (D) Y-D> 0 12.55 10.69 -2.75 0.57 10.67 | 10.77 4.83 3.83 -1.3 1.39 1.08 -0.9 -1.52
Real output growth (y) should be
higherthanreal interest rate* y-r>0 0.66 2.63 5.88 5.09 4.48 2.11 3.29 3.18 -3.15 -4.17 NA NA NA
PrimaryBalance shouldbein (PB/GSDP)
Surplus *100> 0 0.02 2.19 -0.23 -1.41 -0.31 -0.19 0.37 -0.29 -0.44 -0.13 -0.45 -0.51 -0.58

PrimaryRevenue Balance (PRB)as
% to GSDPshouldbe greater than (PRB/GSD

zero P)*100> 0 2.19 4.05 2.47 0.8 1.44 1.19 1.6 0.98 0.66 1.03 0.89 0.74 0.68
PBR/GSDP
>0and
PrimaryRevenue Balance (PRB) | (PBR/IP)
should beinsurplus and adequate *100]|
to meetinterest payments (IP) >100 106.76 214.47 142.8 46.04 96.22 87.04 122.07 76.04 49.35 79.29 70.08 55.72 55.29

Interest Burden defined by Interest
Payments (IP) to GSDP ratioshould
decline overtime IP/GSDP 2.05 1.89 1.73 1.73 1.49 1.37 1.31 1.29 1.35 1.3 1.26 1.32 1.23

Interest Payments as a proportion
of Revenue Expenditure should
decline overtime IP/RE 19.52 19.96 17.21 15.63 14.7 14.17 13.75 13.69 13.5 13.54 13.38 12.30 11.41
Interest Payments as a proportion
of Revenue Receipts should dedine

overtime IP/RR 19.27 16.25 16.03 17.07 14.78 14.43 13.34 14.15 14.49 13.93 13.93 13.01 12.02
Total Debtto GSDPratioshould
decline overtime 22.88 20.79 21.31 21.2 19.36 17.65 16.9 16.33 16.52 16.32 16.16 16.05 16.52

Source: Budget Documents; highlighted cells indicate breach in sustainability

Real Interest Rate = Nominal Interest Rate less Inflation. Average costof borrowing as available in the CAG reports was assu med to be the nominal interest rate. The
inflation rate for Maharashtrawas calculated using the Rural and Urban CPI available with the RBI. Population weights as given in 2001 and 2011 Census were used to
calculate the overall CPI.
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Table 6.16: Number of breaches in the sustainability indicators from 2006-07 to 2018-19

No. of breaches in the sustainability
path indicators

2006-07 0
2007-08
2008-09
2009-10
2010-11
2011-12
2012-13
2013-14
2014-15
2015-16
2016-17
2017-18 RE
2018-19 BE

Years

Al WIN]| P N[OOI IN|WIDN]| P

Table 6.17: Indicators and frequency of observed breaches

- Frequency of
Indicator observed breaches
Rate of nominal growth of GSDP (YY) should be more 4
than rate of growth of debt (D)

Real output growth (y) should be higher than real 5
interest rate*

Primary Balance should be in Surplus 10
Primary Revenue Balance (PRB) as % to GSDP should 0
be greater than zero

Primary Revenue Balance (PRB) should be in surplus 9
and adequate to meet interest payments (IP)

Interest Burden defined by Interest Payments (IP) to 1
GSDRP ratio should decline over time

Interest Payments as a proportion of Revenue 2
Expenditure should decline overtime

Interest Payments as a proportion of Revenue Receipts 3
should decline overtime

Total Debt to GSDP ratio should decline over time 2
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Based on the indicators given above, we make the following observations on the
sustainability of debt taken by GoM.

e The indicator on which the Government falls short of sustainability definitions
consistently is the one of Primary Balance. In six years out of 10 years, the Primary
Balance of the State is in a deficit. By definition, the Primary Balance = (Revenue
Receipts + Non-debt creating Capital Receipts) less (Revenue Expenditure net of
Interest Payments + Capital Expenditure). If Primary Balance is negative, it indicates
that the Revenue Receipts are not performing well and/ or Revenue Expenditures
other than interest payments tend to be rigid.

e The GoM does not perform well on the indicator pertaining to Primary Revenue
Balance (PRB) either. The Primary Revenue Balance of the GoM is positive in all ten
years from 2006-07 to 2018-19, which is encouraging. It implies that if we net out
interest payments, the Revenue Receipts are enough to accommodate the other
Revenue Expenditure items. However, in six out of ten years, the PRB is not enough
to accommodate interest payments. This implies that the Revenue Earnings are not
buoyant enough and/or interest payments are extremely high.

e The above two points lead us to conclude that a pincer movement is required to create
more prudential budgeting. On one hand, the Revenue Expenditures have to be
curtailed and targeted towards the right sectors. On the other hand, the GoM will have
to seriously look at the possibility of raising more revenues. This could be done
through increments in the profession tax (See Chapter 2 for more details) or through
increments in user-charge based revenue sources (See Chapter 3 for more details).

e The two years in which no breach of any sustainability indicator took place are 2006-
07 and 2012-13. The reason for the superior performance in both the years is the
higher tax collection in both the years (See Chapter 1). Higher tax collections were
reflected in Revenue Receipts and hence, the Primary Revenue Balance was not only
positive but was enough to accommodate the interest payments outgo. This highlights
the importance that the GoM ought to give to increasing tax collections.

e Finally, the maximum number of breaches to sustainability seem to occur in 2014-15.
The drought conditions in that fiscal, together with the fact that it was an election

year, could have created the deviation in the sustainability path.

In the next chapter, we discuss implementation of the FRBM Act in Maharashtra.
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Major Findings

e The Debt to GSDP ratio in Maharashtra shows a secular decline from 2006-07
onwards. Within Public Debt, there is a huge compositional shift away from loans
from the Central Government towards internal debt. Issuance of SDLs dominates
amongst the sources of internal debt.

e The state government has reduced its borrowings from the longer term debt towards
shorter term debt. Since short term debt normally carries lower interest rates, this has

a favourable impact on the interest payments to GSDP ratio
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CHAPTER -7
IMPLEMENTATION OF THE FRBM ACT

The Government of Maharashtra has enacted the Fiscal Responsibility and Budgetary
Management Act, 2005. The Act envisages “progressive elimination of revenue deficit, reduction
in fiscal deficit and prudent debt management consistent with fiscal sustainability (CAG Report
No.2,2017)”.The first set of rules pertaining to the Act was created in 2006.

The FRBM Act was amended in 2006 and was titled Fiscal Responsibility and Budgetary
Management Act, 2006. Its rules (Maharashtra Fiscal Responsibility and Budgetary Management
Rules ie. MFRBMR) were created in 2008. However, the MFRBMR 2008 were not different
from MFRBMR 2006 in terms of fiscal targets.

The Rules were again amended in 2011. It is pertinent to note that the Rules as created in 2008
and as created later in 2011 envisage a different set of fiscal targets. The Rules were again
amended in 2012. MFRBMR 2011 and MFRBMR 2012 do not differ from each other in terms of
fiscal targets.

Thus, broadly, the State’s indicators pertaining to fiscal discipline have been different before
2011 and after 2011. Let us examine the fiscal indicators mentioned in MFRBMR 2006 and
MFRBM 2008.

According to MFRBMR 2008, following were the main fiscal targets envisaged for the State:

1. Reduce the revenue deficit by one per cent or more of the GSDP in the first year, 1.5 per
cent or more in the first two years, two per cent or more in the first three years, beginning
from the financial year 2005-06 and the entire deficit by 2008-09.

2. Reduce the fiscal deficit by an amount equivalent to 0.3 per cent or more of the GSDP at
the end of each financial year beginning with the financial year 2005-06 until the fiscal
deficit is brought down to not more than three per cent of the GSDP. The fiscal deficit in
2008-09 and thereafter should not exceed three per cent of GSDP.
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However, as per the 2012 MFRBMR, following are the major fiscal targets for the State:
1. The fiscal deficit of the State Government shall not exceed three per cent of GSDP in
2010-11 and thereafter.
2. The State Government shall maintain the outstanding debt to GSDP upto 26.1 per cent in
2011-12, 25.8 per cent in 2012-13, 25.5 per cent in 2013-14, 25.3 per cent in 2014-15 and
17.6 per cent in 2015-16.

It is interesting to note that the new MFRBM Rules of 2011 do not create a target around
reduction of Revenue Deficits at all.
The MFRBMA requires the Government to table the Medium Term Fiscal Policy Statement
(MTFPS) as well as the Fiscal Policy Strategy Statement along with the Budget before the
Legislature. The MTFPS is a key document that presents three year rolling targets pertaining to
the management of deficits and debts. The MTFPS, read together with the current year’s budget,
helps us to understand how the Government plans the glide path towards the desired targets as
set in the MFRBMR.
Thus, there are four sets of numbers that need to be examined to get a view of implementation of
the FRBM Act: The Budget Estimates presented by the Government for the upcoming year, the
rolling target set by the Government for the next fiscal as given in the MTFPS, the targets set
under the MFRBMR, 2011 and the actual numbers achieved. The main focus of the chapter is to
examine the track record of the State Government in adhering to the fiscal targets set by it

)] for the upcoming year (BE)

i) for the next fiscal (MTFPS) and

iii) within the limits set by the MFRBMR.
Since the MTFPS documents were available from 2006-07, the rolling targets were only
available from 2007-08 onwards. Hence, the comparisons of actual to targets have been carried
out from 2007-08 onwards.

7.1 Fiscal Marksmanship of the GoM: Comparing the Actual Performance with Budget
Estimates
Fiscal marksmanship refers to the accuracy with which the Actual numbers (pertaining to

revenue and expenditure) of the Government match the budgeted numbers as given in the
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Budget. Since each budget is seen to be a logical step in the glide-path towards achieving the
MFRBMR targets, any deviation from the same may be construed to be a movement away from
the sustainable glide-path envisaged under the MFRBMR.

The following table shows the BE for several variables pertinent to the FRBM, together with the

actual figures for those variables.

Table 7.1: Budget Estimates vs. Actual Figures (2007-08 to 2015-16)

Indicator BEvs. | 2007- | 2008- | 2009- | 2010- | 2011- | 2012- | 2013- | 2014- | 2015-
Actuals 08 09 10 11 12 13 14 15 16

Revenue surplus Target 0 -0.15 | 0.89 0.86 0 0.01 0.01 | -0.25 | -0.2

(+)/Deficit (-) as

percentage of Actuals 2.2 0.74 | -094 | -0.06 | -0.18 | 0.29 | -0.31 | -0.68 | -0.27

GSDP

Fiscal Surplus Target -1.97 -2 -333 | -274 | -193 | -1.72 | -157 | -1.87 | -1.63

(+)/Deficit (-) as

percentage of Actuals | 04 | -1.86 | -3.06 | -1.8 | -1.56 | -0.94 | -1.58 | -1.79 | -1.43

GSDP

Tax Revenue as Target 938 | 9.25 7.46 8.43 8.23 | 8.12 8.15 8.4 8.45

percentage of

GSDP Actuals | 933 | 7.77 | 7.76 | 809 | 842 | 896 | 829 | 7.48 | 7.73

Total Debt Stock as |  Target | 25.53 | 24.09 | 23.29 | 23.71 | 19.17 | 18.84 | 17.6 | 18.17 | 17.46

percentage of

GSDP Actuals | 24.09 | 20.79 | 20.91 | 19.01 | 18.84 | 18.64 | 17.84 | 16.59 | 16.2

Source: Various Budget Documents (for BE) and CAG Reports (for Actuals)

We have a number of rather grim observations on fiscal marksmanship of the Government of
Maharashtra:

e The targets for Revenue Deficits have not been met for a number of years. The actual
Revenue Deficits have been higher than the targeted deficits for almost all years since
2009-10.

e It is immediately obvious that a big source of pressure on Revenue Deficits is the poor
tax/GSDP ratio. The targeted tax/GSDP ratio has not been met in five of the nine years in
the dataset. While this is a problem in itself, there seems to be an even more worrisome

trend in tax collection: We find that the Government is targeting a poorer tax/GSDP ratio
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year on year. The reduction in the targeted tax/GSDP ratio indicates extremely poor
commitment to improve tax collections and/or to create a policy environment in which
tax collections can increase.

o Despite these issues however, the targets for Fiscal Deficits have been mostly met by the
Government. If the Government is unable to meet the Revenue Deficit target but is able
to meet the Fiscal Deficit target, then it implies that the Capital Account must be in
surplus. This is possible either with higher borrowings or with lesser Capex.

e Given that the Government has also met the debt-related targets (the Budget Estimates
for Debt/GSDP ratio fall secularly), the obvious implication of the above data is that
Capital Expenditure must have been compromised to achieve budget targets. This is a
worrisome trend indeed.

e Thus, in terms of Fiscal Deficit as a percentage of GSDP and Debt/GSDP ratio, which are
the two variables on which the MFRBMR insists on meeting targets, we find that the
fiscal marksmanship of the Government is good. However, when it is viewed together
with the underlying trends in targets and achievements, we find that there are two major
issues with the fiscal health of the GoM: Its tax collections as well as tax collection
aspirations are extremely low, and the entire brunt of fiscal adjustment falls on the

Capital Expenditure.

7.2 Adherence to MTFPS targets

The MTFPS is a key document that presents three year rolling targets pertaining to the
management of Revenue Deficits as well as pertaining to use of debt for creation of capital
assets. The target set for the immediately upcoming year is the Budget Estimate (BE). In Section
7.1, we have already commented on whether the targets set in the BE stand achieved by the
State.

We now comment on whether the targets set for the next fiscal year are met by the Government.

The following table illustrates.
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Table 7.2: MTFPS Targets vs. Actual Figures (2007-08 to 2015-16)

Target
under
Indicator MTEPS 2007- | 2008- | 2009- | 2010- | 2011- | 2012- | 2013- | 2014- | 2015-
Vs 08 09 10 11 12 13 14 15 16
Actuals
Revenue surplus Target -0.48 0 -0.16 | 0.45 0.42 0 0 0.01 0
(+)/Deficit (-) as
percentage of Actuals 22 | 074 | -094 | -0.06 | -0.18 | 0.29 | -0.31 | -0.68 | -0.27
GSDP
Fiscal Surplus Target -2.16 -3 -212 | -25 -3 -191 | -1.73 | -1.57 | -1.88
(+)/Deficit (-) as
percentage of Actuals 04 | -1.86 | -3.06 | -1.8 | -1.56 | -0.94 | -1.58 | -1.79 | -1.43
GSDP
Tax Revenue as Target 10.11 | 9.42 9.16 8.16 8.48 8.24 8.14 | 8.19 | 841
percentage of
GSDP Actuals 933 | 7.77 | 7.76 | 809 | 842 | 896 | 829 | 748 | 7.73
Total Debt Stock Target 25.65 | 23.81 | 23.1 | 2285 | 23.8 | 1857 | 18.56 | 17.29 | 18.11
as percentage of
GSDP Actuals | 24.09 | 20.79 | 20.91 | 19.01 | 18.84 | 18.64 | 17.84 | 16.59 | 16.2

Source: MTFPS documents for various years (for targets) and various CAG reports (for Actual numbers)

In the Budget for 2007-08, the BE for Revenue Deficit was zero and the BE for Fiscal Deficit
was (-) 1.97 per cent of the GSDP (See Table 6.1). The MTFPS presented with Budget 2007-08
envisaged that in the next fiscal year 2008-09, the Revenue Deficit would again be zero and that
the Fiscal Deficit would be (-) 3 per cent of the GSDP (See Table 7.2). In this section, we
examine the extent of the fiscal marksmanship of the Government of Maharashtra regarding its
future glide-path. Following are our observations:

e We find that in six out of nine years, the Government is not able to achieve the targeted
Revenue Deficit position indicated in the glide-path. This has two implications for fiscal
health of the State. First, it implies that the Government takes an overly optimistic view
about the future and hence sets unrealistic targets for itself in the future. This indicates
that the Government is not willing to recognize the challenges in its revenue account
trajectory. Second, it could imply that targets are not overly optimistic, but the
Government fails to achieve the targets due to lack of will/ policy initiatives to enhance
tax and non-tax revenues or due to excessive revenue expenditure.
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e It is again extremely worrisome that the Government of Maharashtra sets lowered
tax/GSDP ratio targets for itself in the medium term.

e The Government envisages the debt/GSDP ratio to fall in the medium term in the same
time period as it envisages the tax/GSDP ratio to fall. This can only happen if expenditure
is curtailed. However, given that the Revenue Deficit targets have not been met, it seems
to be the case that the Revenue Expenditures have not been curtailed significantly. This
implies that the Capex must have been compromised to meet the medium term debt

targets.

7.3 Is fiscal marksmanship is an adequate measure to assess the Government’s budget-
skills?

The above two sections highlight that the Government of Maharashtra largely seems to have
adhered to the targets mentioned in the MFRBMR: Fiscal deficit should be less than 3 per cent
and debt/ GSDP ratio should be less than 17.6 per cent. One would be tempted to claim that the
fiscal marksmanship of the Government of Maharashtra has been remarkable. For most of the
years since 2007-08, our Fiscal Deficit targets have always been met and the debt/GSDP ratio
too has never exceeded target. However, when we view the disaggregated trends in the data, the
fault lines come to light.

The first true systemic issue within State finances is that the revenue generation capacity of the
State is seriously low. The tax to GSDP ratio for the State is far lesser than other comparable,
large-sized developed States. Despite this fact, the Government has lowered the target on
tax/GSDP ratio. This is the first grim and extremely worrisome trend in the budget statistics.
Despite lowered targets, it has not been able to meet the tax/GSDP ratio envisaged for the
medium term. This really speaks volumes about the lack of creative policy making in the tax-
space in Maharashtra. Further, non-tax revenues are less than 1 per cent of the GSDP. No
creative solutions at the policy level are visible for generating higher non-tax collections.

Even when the revenues have not been up to the mark, the Fiscal Deficit targets have been
adhered to. Thus, the finances of Maharashtra show an underlying pattern of low revenue
collections, lower expenditures and limited debts, leading to fiscal sustainability. The State

perhaps needs to re-set its thinking on such a pattern of sustainability. There is a need to
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aggressively re-orient the revenue collection policy, which could make higher social sector
spending and higher Capex sustainable.

Fiscal marksmanship only refers to the ability of the Government to adhere to targets. Whether
the targets are set optimally or realistically is not really taken into account whilst assessing the
marksmanship of the Government. To conclude, our assessment is that while implementation of
FRBM has been fairly successful, there remains considerable headroom for betterment of

finances through an aggressive revenue generation policy.

Major Findings

e The state government has been able to adhere to targets for Fiscal Deficit and
Debt/GSDP. However, it fails to comply with the Revenue Deficit targets.
e A huge proportion of the borrowings of the state are increasingly being used for

financing of the existing debt and this reduces the capital expenditure of the state.
e Thus, fiscal marksmanship in Maharashtra comes at a heavy price: The capital

expenditure has been suffering even though FRBM targets are met.
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CHAPTER -8
FINANCES OF LOCAL BODIES

8.1 Structure of Local Bodies in Maharashtra

Local bodies in Maharashtra consist of Panchaiajilnstitutions and Urban Local Bodies. In
conformity with the provisions of the 73rd and 74th Constitutional Amendment, the State
Government established a three tier system of Panchayati Raj Institutions comprising Zilla
Parishads at the district lev&anchayaSamitis at the block level and Village Panchayats at the
village level. There are Municipal Corporations, Municipal Councils and Nagar Panchayats for

governing the urban population in the State.

Table 8.1: Number of local bodies in Maharashtra

ULBs and PRIs Number of local bodies
in Maharashtra

Municipal Corporations 27

Municipal Councils 236

Nagar Panchayats 124

Zila Parishads 34
PanchayatSamitis 351

Gram Panchayats 27854

Successive FCs have been sensitive about augmentir@@ptismlidated Funds of States so that

the resource needs of the local bodies (LBs) can be met. Apart from FC grants, LBs also receive
transfers from the State GovernmetQD O\VLYV RI 6 WDWHTV WUDQWwHti¢dJ)V WR X
(LBs) from 200607 to 2A5-16" entails an understandirg the quantum of funds transferreax

the local bodies as well as of the qualitative atp®ef the transfers. Transfef funds to local

bodies can be analyzed against the backdrop of the recommendations Central afftheBtege

1 Data on finances of local bodies has been availed through CAG reports, which present data only till 2015-16.
Hence, this chapter analyzes data trends only till 2015-16.

120



	Cover Page.pdf (p.1)
	Table of Content.pdf (p.2-13)
	E Summary.pdf (p.14-18)
	0.pdf (p.19-21)
	1.pdf (p.22-41)
	2.pdf (p.42-59)
	3.pdf (p.60-74)
	4.pdf (p.75-98)
	5.pdf (p.99-107)
	6.pdf (p.108-130)
	7.pdf (p.131-137)

