New Generation Fiscal Reform Frameworks to
deliver Effective Counter Cyclical Fiscal
Policy: Indian and International Experience

Experience from the States



Fiscal Rules

* Discipline and Solvency context

e Effectiveness - Design

* Financial Management



Financial Management in States

e States Risk Averse
 “Poor” States have unutilized fiscal space

* Implementation Related issues



Available Resources and Plan Parformance Gap in select States

{ IN RS CRS)

Revenue Surplus(+)/

Available Debt
while maintaining

Expenditure
Shortfall
Annual Plan
Outlay minus

Deficit(-) 3% F.D Actual Exp.
SL.No STATE 2009-10 2010-11 2009-10 | 2010-11  2009-10 2010-11
1 Assam 1,348.00 -53.00 [ 1550.74 | 1288.65 976.91 761.90
2 Bihar 2,943.00 6,316.00 0.00 | 141500 1,81649 1,282.42
3 Jharkhand -10.00 836.00 41400 | 210700 1,671.12 972.41
Madhya -
4 Pradesh 5,498.00 6,843.00 466.00 691.00 1,56416 1,156.84
5 Maharashtra -8,006.00 -590.00 [ 556279 | 744376 8,228.35 5,339.22
6 Meghalaya 302.00 248.00 77.36 57.39 68213 120.80
7 Odisha 1,139.00 3,908.00 | 2371.00 | 323700 1,77225 89433
8 Punjab -6,048.00 -5,289.00 570.71 MA  3,626.22 825.63
9 Rajasthan -4,747.00 1,055.00 87.00 528.00 -700.68 2,459.72
Uttar
10 Pradesh 7,047.00 3,508.00 0.00 0.00 1,788.48 69930
11 Uttarakhand -1,171.00 -13.00 0.00 0.00 2,286.72 2,324.90

Source: Finance Accounts of the respective states and RBI s study of State budgets for different

VEArs.



Three Challenges

* Cash Balances
* Underfunded investment approvals

* Creative Accounting



State
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Table 2 - Availment of WALA and Overdraft from the Reserve Bank by General Category States
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* - Refers to fresh ocowrrences of overdraft during the vear.

Sowrce: Reserve Bank of India : State Finances - A study of Budgets 2012-13




Possible Approach-amend fiscal rules ?

e Define a cash balance norm ?

* Incorporate Cash balances in the RD/FD
definition?

* |nclude in Borrowing oversight ?

* Encourage W&M Borrowing from RBI



Underfunded Investment Approvals

2 3 4 Amount in crores L]
5
Departments B.E.11-12 Spill over Sanctions Total %% Sanctions
commiimen during 2011 against BE
ts as on 01- 12
04-2011
- Irrigation Department 15000 128641 214 128856 839%
- Transport, Roads and Buildings Department 203 3635 887 4343 565%
- Municipal Administration and Urban Development D 3802 1073 1845 2019 76%
- Panchayat Raj and Rural Development Department 5389 1833 5257 7110 131%
- EFs&T 67 16 20 37 33%
- Total 250062 135240 8225 143466 372%



Possible Approach- Amend Fiscal Rules ?

 Sum of Spill over + fresh sanctions < 3 times
BE

* Scheduled works < 1.5 times budget
committment



Creative Accounting

 Liabilities — deferred or made so

* Future liabilities - Mandatory inclusion in the
reporting framework — less credible than in
the rules framework



How to Address Creative Accounting ?

 Hybrid Accounting?
* Accrual on the Expenditure side

e Cash on the Revenue side



States Performance

Central Transfers — FC and PC
FC —rule based

PC- NCA rule based

ACA- Performance based

Spl CA- CSS — most Entitlement based ; Some
discretion based

Resurgence of grants from entitlement
legislation



