
 
 

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  

 

• Effectiveness -  Design 

 

• Financial Management  

 

 

 

 

 

 



Financial  Management in States  

•   States Risk Averse  

 

• “ Poor ” States have  unutilized fiscal space 

 

• Implementation Related   issues 

 

 





Three Challenges  

• Cash Balances  

 

• Underfunded investment approvals  

 

• Creative  Accounting  











Possible Approach-amend fiscal rules ? 

• Define  a cash balance norm ?  

 

• Incorporate Cash balances in the RD/FD 
definition? 

 

•  Include in Borrowing oversight ?  

 

• Encourage W&M Borrowing from RBI  



Underfunded Investment Approvals 



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  

 

• 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  

 


