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Chapter |

Introduction

In consonance with the patterns across the rest of India, the nature of Bihar’s economy was
mainly agricultural in employment and output both till 1980s. The economic growth of Bihar
was substantially lower than that of national average and consequently the per capita output of
Bihar in comparison to nation shows the declining trend after the mid-1980s. The per capita
income of Bihar’s economy was Rs. 917 i.e. 60 percent of the national average in 1980-81 and
was among the poorest state in that year and has continued to remain at bottom thereafter based
on the Central Statistical Organization (CSO) data. According to Planning Commission (2002),
the HDI (Human Development Index) of Bihar was also lowest amongst the 15 major states of
India in 1981. However, Bihar was growing at the then fastest growth rate of 5.3% during the
period 1980-81 to 1984-85. Various economists have observed that Bihar couldn’t able to take
advantage of subsequent opening of Indian economy and thereby conclude that ... the growth
rate of the Bihar economy during the post-reform era was the lowest of any of the regions of
India in any of the decades." (Ghosh and Gupta, 2010)

The gap of per capita income of India and Bihar started to increase in the late 1980s and the
income of Bihar on per capita basis was one-third of national average at the end of 2000. The
economic indicators of Bihar speedily deviated from the national level and the per capita
income of Bihar fell from Rs. 1197 in 1990-91 to Rs. 1073 in 1997-98. The CAGR of per capita
income of Bihar was only 1.1% in comparison to 3.2% at national level during the period 1980-
1998. Incomes of individuals at India level would become double in 22 years while in case of

individuals of Bihar, it would take 63 years in doubling their income level.

The structure of the economy of Bihar remarkably changed while the economic output level
remained stagnant. It became the economy, where, the services and industrial sector started to
contribute substantially. The services sector’s contribution in State Domestic Product (SDP) of
Bihar was higher than that of the industrial sector in 1980-81 and gap between the two rose
over the period. The participation of agricultural sector and the services sector was 35% in SDP
of Bihar economy in 1997-98. The contribution of industrial and services sector has remarkably
grown over the period and gone along with the change of trend seen at the national level. The
transformation of the economy of Bihar in service led economy similar to the rest of Indian
economy was in progress while the nature of output of Bihar economy was more agrarian than

that of Indian economy.



This transformation of the economy during the period 1980-2000 is fascinating, because of
limited growth of economic output and slight change in the structure of employment. Bihar’s
urbanization rate was 10.5 percent in 2010, which was one of the India’s lowest urbanization
rate and the rural employment has always been the main source of employment of Bihar
economy. The number of males involved in agriculture sector was more than 715 out of 1000
rural employed males and the number of females engaged in agricultural sector was 845 out of
1000 rural employed females in 1999-2000 and consequently the participation of rural females

and rural females in service sector was very low.

“The limited expansion in output in Bihar may be primarily attributable to the lack of expansion
in the non-agricultural sector” (Ghosh and Gupta, 2010). “Agriculture in Bihar performed
better than the national average in the 1980s but had begun to stagnate in the mid- to late 1990s”
(Kishore, 2004); which reflects that the limited expansion of industrial and services sectors has
been the main reason of backwardness of the Bihar’s economy. Bihar’s position was at the

bottom in the HDI rank table in 1991 and also in 2008.
Table 1.1 presents the human development index of Bihar across the years.

Table 1.1: Human Development Index (HDI) of Bihar and India for several years

Year Bihar India Ratio
1981 0.225 0.313 0.718
1991 0.298 0.375 0.794
2001 0.359 0.469 0.765
2008 0.359 0.457 0.785

Source: National Human Development Report (HDR) 2001, Meghalaya HDR 2008 and India HDR
2011

The malignancy of poverty in Bihar has been chronic and is perceivably rooted in the context
of an agrarian economy. “The lack of land reforms in Bihar, poor agricultural productivity,
land holding fragmentation over time and caste rigidities are factors that need to be ascertained
to understand poverty” (Kishore, 2004). “Despite the loss due to flood, drought, a poor
industrial sector and paucity of public infrastructure, the state’s backwardness is more related
to the iniquitous and exploitative socioeconomic structure, lack of political leadership, and
almost total collapse of administrative law and order machinery — to the point that it is said that
in Bihar ‘the state has withered away’”” (Sharma, 1995).



The gap of literacy rate of Bihar with that of all India level was around 5 percent in 1951, which
gradually expanded during 1960s and 1970s and this gap was 11 percent and 14.7 percent by
1981 and 1991 respectively but improved to 10.2 percent by 2011. In terms of male and female
literacy, Bihar followed the same pattern as at all India level and female literacy has always
been lower than that of male literacy. The literacy rate gap between males and females was
highest in 1981 at 30.5 percent for Bihar but after that it has been falling. Table 1.2 displays

the literacy rates of males, females and total persons for Bihar and India across the years.

Table 1.2: Literacy Rate of India and Bihar (1951 — 2011)

Year Bihar India
Persons Males Females Persons Males Females

1951 13.0 22.1 3.9 18.1 26.9 9.2
1961 21.9 34.9 9.0 27.9 40.1 15.7
1971 22.8 34.9 10.8 34.1 45.8 22.1
1981 31.8 46.1 17.5 43.3 56.7 30.0
1991 36.9 50.8 23.0 51.8 63.9 31.9
2001 47.2 59.8 34.7 64.3 75.6 52.9
2011 63.6 72.9 54.4 73.8 82.6 64.7

Source: Economic Survey, Ministry of Finance, GOI, several rounds

Infant mortality and life expectancy are mainly the two indicators used as the health indicators
to determine the health status. In comparison to the gap found in economic sphere, the gap
based on health indicators between Bihar and all India level are small. There has been notable
gender bias for life expectancy in Bihar. At the national level, life expectancy of female has
been higher than that of male while the reverse trend has been observed in case of Bihar. The
average life expectancy of male was 54.5 years for Bihar in comparison to 55.2 years at all
India level during the period 1981-84 and the life expectancy of female was 51.5 years for
Bihar in comparison to 55.7 years at all India level during the same period. The gap of female
life expectancy of Bihar with that of all India level continued even during the period 1999-
2003 where the life expectancy of female of Bihar was 59.7 years in comparison to 63.8 years
at all India level. This gap declined during the phase 2011-15 where female life expectancy
was 68.3 years in comparison to 70.0 years at all India level. Bihar follows the almost similar
trend at national level for infant mortality. During the pre-bifurcation of Bihar, its infant

mortality was slightly lower than the national average but after the bifurcation of Bihar, its



infant mortality rate became higher that the national average. The male and female life

expectancy at birth of India and Bihar across the period has been presented in table 1.3.

Table 1.3: Life Expectancy at Birth of India and Bihar (Years)

Years Males Females
Bihar India Bihar India
1981 - 1985 53.9 55.1 51.3 55.4
1992 - 1995 60.3 60.2 57.9 61.3
1999 - 2003 61.7 61.9 60.0 63.6
2002 - 2006 62.3 62.7 60.2 64.3
2011 - 2015 69.8 70.1 69.0 71.2

Source: SRS data and Economic Survey, Ministry of Finance, GOI

The performance of Bihar has been very poor on HDI indicators because of the large disparity
in education and economic outcomes and little gap in the health outcome in comparison to the
national average. Based on the estimation of the Planning Commission, Bihar has been found
poor performing state. However, it has been improving over the period but still have a long

way to go to narrow down the gap with the national average.

It may be convincingly argued that in terms of demography, Bihar was doing differently
compare to national level. The pattern of population growth at the national level presents the
nice example of demographic transition since the independence of India. There has been huge
rise in the population at national level during the period 1950-1980s but its growth rate reduced
during the phase 1991-2001 and has remarkably reduced during 2001-11. The growth rate of
population of Bihar was significantly lower than that at the national level during the period
1950-1960s but it grew with the similar rate as at the national level during the phase 1970-
1980s. However, there has been huge increase in the population of Bihar during the period
1991-2011 due to sharp rise in the population growth rate. Thus, the demography of Bihar is
much younger in comparison to the national average, which provides the opportunity to utilize
the potential demographic dividend.

There was need to set the norms to share infrastructural and financial resources between the
two new states, present Bihar and Jharkhand, after the division of erstwhile Bihar in 2000. The
distribution of financial liabilities was based on population while the physical resources were
distributed on ‘as is, where is’ basis (Economic Census of Bihar). Thus, the distribution was

asymmetric and favoured the newly created state, Jharkhand. Around 75 percent of all the
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available resources of the undivided Bihar passed to Jharkhand but only 25 percent of all types
of liabilities was shared by Jharkhand. The condition of Bihar became relatively poorer because
of this division. “At the time of bifurcation, serious concerns were expressed about whether the
‘reduced’ Bihar could even form a viable state on economic grounds” (Bhattacharya 2000 and
Rorabacher 2008). The industrial sector of Bihar got huge setback due to this bifurcation. It
contributed 24 percent to GSDP of erstwhile Bihar but after the division of Bihar, the industrial
sector contributed only 4 percent to GSDP. The present Bihar lost a large industrial units to
Jharkhand and left the economy to generate the national income through agriculture and

services sector.

Bihar’s economy became much more susceptible to adverse shocks like floods after its
bifurcation. In case of erstwhile Bihar, 55 percent of the land area was prone to flood but after
the division of Bihar, the flood-affected area increased to 73 percent. “The coefficient of
variation of Net State Domestic Product (NSDP) increased from 6.2 percent in 1991-98t0 11.8
percent over the period 2000-2008. This is probably one of the key reasons that Bihar’s
economic growth shows more frequent peaks and troughs after bifurcation” (Das Gupta, 2010).

There has been remarkable transformation in the economy of Bihar after its division under the
Bihar Reorganization Act 2000. The contribution of industry decreased from 22.5 percent to
4.6 percent to NSDP and consequently the participation of service sector climbed from 36
percent to 50 percent just after the division of Bihar and the contribution of agriculture sector
also climbed from 36.5 percent to 40.4 percent. The loss of industrial sector led to sharp fall in
non-tax revenue of divided Bihar. The industrial sector of erstwhile Bihar accounted for Rs.
61,209 crore i.e. almost 10 percent of the total revenue receipts during the period 1991-1995
which marginally fell to 7 percent of total revenue receipts during the phase 1995-2000.
However, the industrial sector contributed only Rs. 12,334 crore i.e. almost 1 percent of total
revenue receipts of divided Bihar during the period 2000-2005 (Economic Survey, Government
of Bihar, various rounds). Thus, the bifurcation reduced the fiscal space of Bihar to finance
developmental purpose and poverty alleviation activities. Table 1.4 presents the structural
change in 1995-96 for undivided and divided Bihar based on 1980-81 prices and 1993-94 prices

respectively.



Table 1.4: Change in the Composition of the Different Sectors between Undivided and
Divided Bihar, 1995-96 (Percent)

Sectors Composition
(1980-81 Prices) (1993-94 Prices)
Agriculture and Allied 31 46
Construction 8 3
Industry 24 4
Services 37 46
GSDP 100 100

Source: Bihar: What went wrong? And what changed?, Arnab Mukherjee and Anjan Mukherjee,
2012, pg. no. 87

Note: Constant price data for 1995-96 is available for national income series that uses 1980-81 as base year and the one
that uses 1993-94 for as the base year. While the 1980-81 price series captures undivided Bihar, the 1993-94 data for the
set of districts that became modern Bihar in 2000 i.e. for the divided Bihar.
The bifurcation transformed the Bihar’ economy in to a service-led economy but it remains
one of the poorest states of India. Though services sector started to play key role in generation
the income of divided Bihar but, at the same time, there is little opportunities for agricultural
labour to get employment in non-agricultural sector as 64 percent of its workforce are engaged
in agriculture (NSSO, 2011). Thus, the services sector drive the GSDP of Bihar but it remained

intensely rural.

The per capita income of Bihar has accelerated since 2005. The CAGR of per capita income of
Bihar was 8.6 percent, above than that at all India level of 7.0 percent during the period 2005-
2010. The CAGR of per capita income of Bihar further enhanced to almost 14.0 percent during
the period 2010-2012. There has been an outstanding change in the economic activity level of
Bihar since 2005.

State Finances

The state government derives revenue from own sources and transfer of resources from the
Centre. The revenue from own sources of the State government comprises of “own tax
revenue” and “own non tax revenue”. The transfer of resources from the centre to states take
place through three distinct channel namely Finance Commission, Planning Commission and

through central government ministries. The sharing of central taxes with the states and transfer
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of grants for non-plan purpose i.e. statutory grants to the states are based on Finance
Commission’s recommendation. Planning Commission provides the funds to the states for
developmental purposes but the loans from the centre to the states have been discontinued since
2005-06 on the basis of the recommendation of 12" Finance Commission. Central government
ministries transfer funds to the states to finance centrally sponsored schemes and various
central projects as well. There are little discretion in the transfer of resources through Planning
Commission and Finance Commission since these transfers are based on formula, while the
transfers of resources through Central Ministries are mostly discretionary. “While transfers
have been increasing overtime, there has been a proportionate decline over time in the fraction
of transfers through formula based channels such as the Finance Commission and the Planning
Commission and an increase in the discretionary transfers made by the ministries. While this
in itself is not problematic, the discretionary funding allows for the possibility of large
disparities in interstate transfers across states” (Rao and Singh, 2005; Rao, 2009). The share of
transfer of resources to states through Finance Commission in the form of share in central taxes
to Bihar as a percentage of all states declined from 14.6 during 11" Finance Commission (2000-
01 — 2004-05) to 10.9 during 13" Finance Commission (2010-11 — 2015-16). It is argued that
“while the Finance Commission transfers tend to have a strong equalizing effect, the transfers
from discretionary sources as well as for state plan schemes do not help balance fiscal abilities
across states” (Rao and Singh, 2005; Rao 2009).

The total expenditure and the expenditure under developmental head of Bihar have been much
lesser than the relatively richer states. The per capita revenue of Bihar has been very low in
comparison to the high income states, which, led to systematic and large differences in per
capita developmental expenditure of Bihar with the rest of India. The per capita total
expenditure of Bihar is almost half of the national average. The per capita developmental
expenditure of Bihar rose from Rs. 943 in 2001 to Rs. 1138 in 2005, which were 30 to 40
percent of the national average per capita developmental expenditure during the period 2001-
2005 and improved to 40 to 50 percent range in the 2005-2010 period. However, the
expenditure under developmental heads by Bihar is almost half of the developmental
expenditure at all India level which led to lack of investment in human capital and public
infrastructure in future also. It is relevant to mention that whatever modest benefits the state
has been able to do, has been done keeping in mind the FRBM goals. Therefore, the state
transformed its revenue deficit in to moderate surplus and maintain its fiscal deficit below the
3 percent of GSDP.



The Central government passed the “Fiscal Responsibility and Management (FRBM) Act” in
2003 to contain fiscal deficit and eliminate revenue deficit. Bihar government implemented
FRBM Act in year 2006 to limit the fiscal deficit at 3 percent of GSDP by 2008-09 and also
committed to eliminate revenue deficit. However, Bihar started to experience the revenue
surplus since 2004-05 before the implementation of FRBM Act and also maintained fiscal
deficit at targeted level. The gross fiscal deficit as a percentage of GSDP of Bihar reduced from
5.3 percent during the period 2001- 2005 to 2.4 percent during 2010-2015 period. The serious
impact of FRBM act is that Bihar started to experience cash surplus since 2005-06, but, were

not routed to expenditure in fear of rising gross fiscal deficit.

The definition of Fiscal deficit is the difference between total receipts (excluding net
borrowings) and total expenditure. This part of the expenditure is financed through public
borrowings. Gross fiscal deficit is defined as “the difference between revenue receipts (net)
plus non-debt capital receipts and the total expenditure including loans (net of repayments)”
(State Finances: A Study of Budget, RBI). This is a measure, which captures the entire shortfall

in the non-debt resources for financing the central government operations.

The government may cover the deficit either by running down its accumulated balances or by
borrowing from the central bank of the country which in turn would entail creating new money
or it can go in for market borrowing. For example, as per John Keynes prescribed a measure to
fight great depression, in which government should create deficit budget, which may be either
financed through creation of new money or through borrowings of funds which were lying idle
with people and which need to be activated. Fiscal deficit therefore is of greater analytical use
as compared to budgetary deficit. If net domestic lending is excluded from gross fiscal deficit
remainder is net fiscal deficit. The use of a particular measure of fiscal deficit is dependent on
the scope of problem being investigated or studied.

Primary Deficit may be defined as “gross fiscal deficit minus interest payments” (State
Finances: A Study of Budget, RBI). Primary deficit measures the discretionary component of
budget (interest payment is committed expenditure). Other items of expenditure are due to the
current action of the government and are, therefore, controllable to some extent. Interest
receipts are, however, due to the past contract of the government.

Therefore;

Primary Deficit = Fiscal Deficit — Interest Payment + Interest Receipts



Occasionally, for analytical use, a distinction is made between gross fiscal deficit and net fiscal
deficit, and gross primary deficit and net primary deficit. While fiscal deficit could be termed
as gross fiscal deficit, net fiscal deficit may be defined as fiscal deficit net of ‘loans and
advances’ mentioned in capital account of the budget. Since ‘loans and advances’ are supposed
to create net assets of the government and are not meant for consumption purposes they are
netted out to arrive at net fiscal deficit.

Revenue Deficit is yet another measure that indicates the short fall in revenue receipts to carry
out the current revenue expenditure. In other words, it is a measure that indicates as to what

extent capital receipts or the borrowings, are used to finance the revenue budget.

Since revenue receipt and revenue expenditure constitute revenue budget (and the gap between
two is revenue deficit / surplus) they need to be defined to understand the nature of this and
other deficit measure. Generally, the revenue receipt is every receipt that doesn’t carry any
financial liabilities for the government. All the tax receipts and the non-tax receipts like profit
from public sector enterprises and the receipts from economic services that government
provides are the revenue receipts. But the proceeds from disinvestment of public sector
enterprises which is though non debt incurring but is qualitatively different. Whether to include
this revenue in the revenue receipt or not depends on the purposes for which the deficit measure
is used. “If the term impact of the budget on aggregate demand through net borrowing is to be
judged, the sale proceeds of assets could be included in revenues. Alternatively the proceeds

could be netted out against capital formation expenditure.” (Chelliah, 1996)

All the deficit measures mentioned above are relevant at State level also except the primary
deficit as States do not have any direct influence over monetary expansion or contraction.
Besides, the transfer of resources from the Central government to states, the Central
government also lends the money borrowed from the different sources. Therefore it cannot be
deduced with a reasonable degree of certainty that States’ deficits have no monetary
implications. Thus States’ deficits have significant implications not only for their own finances
but, as mentioned earlier, for the Union finances as well as they do affect the federal transfer
liabilities of the Central government. It is probably for this reason that there is an argument for
having the consolidated fiscal deficit of the Centre and States’ governments. Argument seems
to be valid for the reason that a considerable portion of Union government’s deficit is because

of the poor financial situations of States. Therefore, the study of States’ finances becomes
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important. If we have to get to the genesis of the imbalances, analysis of the revenue deficit
could be the point to begin from. Revenue deficit indicates the quality of Fiscal deficit which
in turn indicates the borrowing requirement of the government and results in public debt which
has the potentiality of aggravating the revenue deficit by raising the interest liabilities of

government. Composition of deficit thus becomes important.

The budget deficit can be financed through borrowing, monetisation or combination of both.
Though monetisation option is not available to the States but part of monetary expansion by
the Centre on account of the States’ imbalances cannot be ruled out. Similarly external
borrowing can be undertaken by the Centre alone. States can do this only with the concurrence
of Central government as latter is required, under the provision of Indian Constitution, to write
a counter guarantee on any loan the State governments may contract abroad. Therefore it is
largely the market borrowings, special securities issued to the National Small Saving Funds,
loans from State Provident Funds etc. that constitute the States’ debt. Effects under
monetisation are not considered here as monetisation of debt as it does not result directly from

States’ action. Debt financing may have the following effects.

As long as debt is not held externally, it doesn’t create financial liabilities for any economy.
The net debt liabilities of the government are exactly equal to the financial assets held by the
rest of the economy in such case. But, such is not the case with States as part of the debt may
be held by the agents outside the State. So, states’ debt can create, in fact, they do create,
vertical as well as horizontal inequity. Implications of such inequity are not confined to the
particular State but for other States as well as the Centre because one of the objectives of fiscal

transfers is revenue equalization.

There is need to examine as to what motivates the sub-national governments to let public debt
grow knowing well the consequences that it may crowd out private investment, cause inflation
and limit the manoeuvrability of the government expenditure. On top of it, debt sustainability
could itself be the cause of concern. Debt may be further allowed to rise if it promotes the asset
creation. Income flows from asset creation may generate return that could be greater than the
interest liability. In such case, debt servicing is quite easy. Higher debt due to financing the
development related expenditure by the States with low industrial base and poor infrastructural
network could be justified. In such States private investments are difficult to come by as returns
to the investment may not be expected to be appreciably high. Therefore States have to create
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infrastructure through borrowed funds so as to attract private investments or alternatively invite
investments by offering attractive fiscal concessions. In both the cases there will be fiscal
strain. From long term perspective former is advisable. But judicious expenditure of borrowed

funds would have to be ensured which could be judged from the enhanced revenue receipts.

Obijectives of the Study

The study sets the following objectives:
e To document the trends, patterns and composition of the Own Revenue Receipts and
capital receipts of Bihar and compare the same with that of BIMARU States and All
States of India;
e To understand and document trends, patterns and composition of the resource transfer
from Center and its impact on the degree of State’s dependency on the size of annual
budgets and compare the same with BIMARU States and All States of India.
e To examine the growth and composition of overall expenditure priority of Bihar and
its various components since 1990s and compare the same with BIMARU States and
All states of India;
e To undertake a thorough analysis of the fiscal performance of the State based on the
standard fiscal indicators.
e To examine the state of fiscal federal arrangement and whether the fiscal reform

measures undertaken by the State helped in (dis)stabilizing the State economy.

This study compares the economic situations of Bihar with BIMARU states and all states. In
the mid- 1980s, economist analyst Ashis Bose coined an acronym BIMARU which includes
Bihar, Madhya Pradesh, Rajasthan, Uttar Pradesh and Odisha was included in the list later.
After the division of Bihar and Madhya Pradesh, Jharkhand and Chhattisgarh have also been
also been included in BIMARU list based on their socio-economic indicators in this study.
Table 1.5 shows the per capita NSDP of these states and compare with that of all India during
the period 2004-05, 2009-10 and 2013-14. Per capita NSDP of these states except Rajasthan

has been lower than that of all India level.
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Table 1.5: Per Capita Net State Domestic Product at Current Prices (2004-05 Series)

(Rupees)
2004-05 2009-10 2013-14

Bihar 7914 15457 31229
Jharkhand 18510 28223 46131
Madhya Pradesh 15442 28651 54030
Chhattisgarh 18559 34366 58297
Rajasthan 18565 35254 65098
Uttar Pradesh 12950 23671 37630
Odisha 17650 33029 54241
All India 24143 46249 74380

Source: Economic Survey, Ministry of Finance, GOI

Table 1.6 shows the poverty head count ratio of above mentioned states and all India during
the period 2009-10 and 2011-12. Poverty ratio of these states except Rajasthan has been much
higher than that of all India level.

Table 1.6: Poverty Headcount Ratio (HCR)

2009-10 2011-12
Bihar 53.5 33.7
Jharkhand 39.1 36.9
Madhya Pradesh 36.7 31.7
Chhattisgarh 48.7 39.9
Rajasthan 24.8 14.7
Uttar Pradesh 37.7 29.4
Odisha 37.0 32.6
All India 29.8 21.9

Source: NITI Aayog (Planning Commission)

Table 1.7 displays the HDI value and HDI ranking of the above mentioned states and all states
for the years 1999-00 and 2007-08. HDI value of these states has been lower than that at all
India level and their HDI ranking reflect that they were ranked at the bottom of HDI table.
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Table 1.7: Human Development Index (HDI)

1999-00 2007-08
HDI Value HDI Ranking HDI Value HDI Ranking

Bihar 0.292 19 0.367 21
Jharkhand 0.268 23 0.376 19
Madhya Pradesh 0.285 20 0.375 20
Chhattisgarh 0.278 21 0.358 23
Rajasthan 0.387 14 0.434 17
Uttar Pradesh 0.316 18 0.380 18
Odisha 0.275 22 0.362 22

All India 0.387 0.467

Source: India HDR 1999-2000 and 2011
Data and Methodology

The study is based on secondary data. Such data have been obtained from the publications of
various government agencies. That include Handbook of Statistics on Indian Economy, State
Finances A Study of Budget, all published by Reserve Bank of India. Data have also been
obtained from Annual Survey of Industries, EPWRF and Economic Survey published by
Ministry of Finance, Government of Bihar and Government of India. Data have also been used
from “Department of Commercial Tax” and “Department of Registration, Excise and
Prohibition, Government of Bihar”. The data of GSDP have been obtained from the
publications of Central Statistical Organisation. Descriptive statistics (for share, growth rate

and per capita) have been used to analyse the data.

The study contains eight chapters including the present introductory chapter. Chapter 11
discusses the trend, composition and pattern of own tax revenue receipts of Bihar and compare
with BIMARU and all states. With the declining revenue from own resources and the
implementation of prohibition policy in 2016 which is adversely affecting the state own
revenue source, Bihar’s dependency on centre has increased over the time. The trend,
composition and pattern of own non tax revenue receipt of Bihar has been studied in chapter
111 and has also been compared with BIMARU states and all states. The sharp decline in the
contribution of “own non tax revenue” to “non-tax revenue” for divided Bihar is due to lose of

revenue from large part of metal and metallurgical industries. The low cost recovery from the
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different sources of own non tax revenue has also been responsible for fall in the share of own

non tax revenue in non-tax revenue in case of Bihar.

The transfer of resources from the Centre to States in the form of shared taxes and grants-in-
aid on the basis of the recommendation of various Finance Commissions and Planning
Commissions has been discussed in chapter 1. Chapter V studies the trend, composition and
pattern of capital receipts of Bihar and the same has also been compared with BIMARU states
and all states. The trend, composition and pattern of total expenditure of Bihar has been
analysed in chapter VI and has also been compared with BIMARU states and all states. Chapter
VI analyses the fiscal performance of Bihar based on several fiscal indicators. Even, the Bihar
has experienced the cash surplus since 2005-06 due to increased capital receipts in the form of
borrowings- were not routed to expenditure because of fearing of rising revenue deficit and
GFD. The consequence of FRBM act is detrimental to developmental expenditure as the per

capita developmental expenditure of Bihar has been very much less than that of all states.

The summary of our findings and conclusions of the study have been presented in chapter VIII.
The time period for the study is 1990-91 to 2015-16 and generally it has been divided in to five
phases 1990-91 — 1994-95, 1995-96 — 1999-00, 2000-01 — 2004-05, 2005-06 — 2009-10 and
2010-11 — 2015-16 for study purpose.
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Review of Literature

The issue of fiscal reforms has been a burning topic in contemporary economic debates. It is
indeed very difficult to classify the available literature in specific areas as most of them have
dealt with wide ranging issues. So, we find it convenient to mention the literature in the
concerned chapters to support the arguments and analysis in the chapters. However, a brief
overview of the various approaches towards state finances is mentioned here. It is not only
helps to understand the nature of the problem, but also provides areas to the emphasized in the

study for All-State in general and Bihar in Particular.

With the changing economic policy environment, since the late 1980s, fiscal management and
fiscal correction emerged as one of the important task of macroeconomic stabilization
(Rangrajan:200I). Hence, we observe a quite contrary approach in the literature where federal
fiscal relations are itself a function of state finances. It is important to note that earlier central
government policies were considered more important for Fiscal Decentralization distribution
of resources and responsibilities to state governments) was adopted with a subsidiary approach.
But as the political and economic events in country started to change rapidly, role of state
governments became more important. Political events included the end of single party rule at
state level and growing importance of regional parties in national politics. Economic events,
precisely to say, transition to a market-oriented liberalization since the late 1980s and
requirements of more open economic policies to increase the competitive advantage and
productivity levels in the country. Gradually as it was required by the state governments to
enhance their spending on various developmental activities, states experienced stagnant
resource positions. Fiscal crisis at Central level got further aggravated because of the
deteriorating state finances. Now federal transfers were governed by the state level problems
and rigidities as compared to the central assessment of development problems. Thus, we find
it appropriate to analyse the findings of the studies that gave priority to state specific fiscal

problems.

Rao, M.G (1992); Joshi & Little (1994; 1996; 1997) assessed the public finances at state level
with a viewpoint to outline the medium and long terms trends of fiscal stress across the states.
Emphasizing on the economic and functional classification of state level expenditure,
regression analysis has been carried out on expenditure on state government employees and

expenditure on goods and services in different states during 1980s. Lahiri, A (2000); Rao, M.G
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(2002) have analysed the issues in fiscal imbalances at subnational level in the context of equity
and efficiency implications of fiscal operations across the states. A comprehensive study on
state finances in India is by Bajaj, J.L et al (1996) and Kurien, N.J (1999) where plan financing
aspects of state governments is emphasized, besides emerging imbalances in revenue and

capital expenditures as well as development and non-development expenditures.

Another, comprehensive as well as interstate study with adequate analysis of Resource gaps of
state governments by Patanaik, et al (1994); Tenth Plan Vol- 111 (GOI) in which three ratios,
viz., fiscal requirements, fiscal dependency and fiscal stress were calculated to highlight the
growing unsustainability in the fiscal behaviour. Bhatt, et al (1995; 2003) has empirically
examined the impact of selected fiscal variables such as tax revenues, non-tax revenues, and
grants, expenditures on real GSDP growth and GFCF across the states. Tenth Finance
Commission onwards a similar pro-active approach rather the earlier reactive approach, can be

observed in the studies focusing on specific issues of state finances.

Anand et al (2001) identify both demand and supply side factors for the poor fiscal position. It
was found that the demand sides primarily adopted populist measures, while softening of the
budget-constraint, implicit in constitutional restrictions on borrowings appeared on the supply
side. Four factors are identified to cause softening of the hard budget constraint, viz, increased
small savings, borrowing through state level public sector undertakings (PSUs), accumulation
of large arrears (ALAS) by state electricity boards (SEB) of central agencies and rolling over

of short-term accommodation provided by the RBI in the form of WMA.

Since 1985 the reserve Bank of India is separately compiling the budgetary trends of various
states. In the backdrop lies the fact that, in the early 80's marginal deficit appeared, for the first
time, for few states on the revenue account, but since 1987-88 it has become the regular feature.
It presents an overall annual picture of state finances. Along with other CSO publications, at
times, these have identified the emerging problem areas, such as, lack of ARM, deteriorating
NTR, structural and cyclical deficits (1993), Structure of Ways and means Advances (1998,
1999, 2003), overdrafts and guarantees, fiscal mismarksmanship (2001), Debt sustainability
and Surplus Cash Management (2005), Expenditure on social services and Human
Development (2006).These reports also present an overall picture of reform measures adopted
by different state governments. The RBI (Reserve Bank of India) Study of State Budgets, 2002-
03, indicates about rising fiscal deficit (FD) and revenue deficit (RD) and growing debt of
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states. The report has pointed towards reasons such as poor increase in tax revenues, poor
contributions from public investments due to whooping PSU losses, increase in subsidy, rising
salary expenses owing to new pay commissions recommendations, higher expenditure on

pension etc.

Reddy, Y.V (1998) has given specific comments on the compulsory restructuring of states
public finances to achieve macroeconomic stability in the country. He has tried to identify the
areas for active participation of state governments. Two years later the author (2000) after
reviewing the efforts taken by the state governments for fiscal restructuring, has laid down the
prospects and issues for states fiscal reforms and the role of RBI in those reforms. The reform
measures require in Indian Economy as macro-mesomicro economic reforms for the
macroeconomic stabilisation as well as fiscal consolidation (Kelkar:2001). Rao (2002b) has
identified the possible reasons for fiscal decentralization in India. The adoption of pro-market
reforms since 1991 has bring about fundamental change in the role of State. Such change
warrants re-examination of fiscal arrangements between centre and states, and among the
states. Moving from national planning to pro-market approach for resource allocation, has
given greater role to state in provisioning of variegated infrastructures. However, growing
regional inequalities based on economic development has once again warrants greater and pro-
active role for centre. On the contrary, the centre has not shown any interest in achieving fiscal
consolidation. Centre’s dilly-dally towards fiscal discipline is a major concern for prudent

macroeconomic management.

Ahulwalia (2000) made a comparative study of states’ economic performance in post-neo
liberal period taking public expenditure and investment as an important factor in states
economic progress. He has outlined the crucial role of state finances in the development
process. Distribution of incomes across the regions has exhibiting rising inequality in the 1990s
(Rao, Shand and Kalirajan: 1998). The poverty is increasing in the post-reform period, though
methodology is under scathing criticism. Poverty-alleviation programmes warrant a solution
within federal set-up (Inman and Rubinfeld:1992). However, despite all the efforts for fiscal
adjustment, fiscal deficits for centre and States are still a serious threat to macroeconomic

stability.
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Rao and Singh (2001) have attempted to examine the existing federal frameworks of India in
view of reforms. They concluded that the transfer system has remained skewed that increased
the interstate disparities. Chakraborty. P.(2003) opined that the fiscal transfers (FR) are
regressive in nature. It is found that the aggregate tax transfers per capita (ATTPC) is positively
related to the per capita income (PCI) of the states. He also found that though, the fiscal
autonomy was negatively related to the grant transfers. However, it failed to eliminate
horizontal inequality. Chakraborty (2011) observed Bihar’s share of tax devolution has been

declining consistently over the period, which is causing serious fiscal strain on State finances.

Issac and Chakraborty (2008), rule-based fiscal control at the state level at the instance of
Twelfth Finance Commission. These changes in intergovernmental fiscal transfers have made
the system complex and states are increasingly finding it difficult to pursue an independent
state level fiscal policy. There are serious anomalies pertaining to the central government
schemes. In the first instance, the schemes are fraught with drawbacks in the design,
implementation process, growing magnitude of central funds (allocates for states in many of
the major central schemes) bypassing the state budgets. Secondly, the proportion of states’
share in central tax-proceeds has plummeted consistently over the last five Finance
Commission periods (FCPs), which indicates that the approach of the Finance Commission has
been tilted towards a gap filling approach. The significant rise in grants-in-aid for the states

based on their Non-plan expenditure commitments, has been noticed (Jha et. al., 2011).

Ghosh (2011) observed that Centrally Sponsored Schemes are problematic since they are based
on one-size-fits-all approach. Centre has monopoly to decide upon- content, structure, format

and process. State governments have little say.

Issac and Chakraborty (2008) observed that per capita transfers to low income states (LISS)
have been higher than the middle and high income states. However, these transfers have been

a bone of contention between states and centre regarding allocation and quantum.

The variation in tax-base among the States violate the principle of equality. The horizontal
imbalances can be bridged through inter-governmental transfers, from Centre to States
(Buchanan, 1950).
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The coupon rates of state government securities (SGSs) have been increased substantially,
since mid-eighties. The interest rates on small saving borrowings have also increased since
1990-91. These rates are quite high, on the contrary, higher than the growth rate of GDP. It
means it must result into financial disaster (Issac and Ramakumar, 2006). Cash surplus is a ill-
outcome of FRBM Acts. Even the increased capital receipts — in the form of NSSF borrowings-
were not routed to revenue expenditure because of the fear of rising revenue deficit (Issac and
Ramakumar, 2011).

Goyal (2004) mentioned the higher cost of market borrowing has also been the reason for post-
reform deteriorating fiscal situation of the states. Rao and Reddy (1980) have examined the
extent of indebtedness of the states. The financial burden imposed on the states during 1951 to
1980 has increased. The growing indebtedness of the states to the centre led to emergence of

fiscal problems.

Taxation is believed to be the best means of raising the incremental saving ratio which is one
of the crucial determinants of growth (Chelliah, 1969). It is generally believed that the indirect
taxation is regressive. However, |.M.D. Little who observed that the pure theoretical case
against indirect taxation is an illusion. Sir Arthur Lewis (1955) had also made concurring view

about indirect tax.

We need to strengthen the existing tax systems’ capacity to generate more revenue. In the
present scenario, it would be difficult to increase tax-rates. Therefore, tax collecting efficiency
need to be made more efficient, that it may generate more revenue (Chelliah, 1966). Centre has
power to influence the decisions about expenditure of states. Further, they construe that the
delegation of power of taxation follows the principle of ‘separation’ in contrast of countries
like the USA and Canada.

The study of Bernardi and Fraschini (2005) has mentioned that the tax collecting powers is
based on the principle of separation. It was found that majority of broad-based taxes are
assigned to the centre, states have left with narrow tax-base. As a result, states are heavily
dependent on centre for finance. Vertical fiscal imbalance is inevitable. Sarma and Gupta
(2002) observed that the inception of fiscal reforms in 1991 by centre was a pathbreaking step,
though it failed to strengthen the fiscal health of states. It was expected that it would increase

revenue receipt of the government. On the contrary, states’ revenue continued to decline in the
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nineties. The reform initiatives initiated by the policy-makers have ignored the financial health
of states.

Bird (1993) has scrutinised the tax reforms of a slew of countries. He opined that tax reform
was guided by fiscal crisis. It was not a Suo moto step of the government. He cited the example
of India as a classical case- Indian tax regime embark on the path of reforms. Chelliah (1999)
was the chief architect of tax-reforms. He suggested that the structural reform is required. The
reduction in tax-rates was pressing need. The rationalisation of tax rates was opined by the
experts.

Mubhleisen (1998) has assessed the tax reform initiated in 1991 on the ground of its performance
on revenue fronts. He concluded that decline in overall revenue due to cut in tax. The tax
buoyancy has not come into operation. Therefore, he suggested that the tax reform must focus

on broadening of tax base, a more concerted measures are needed to shifting to VAT.

Moreover, Rao (2000) has also analysed the tax reform initiatives undertaken since 1991. His
view was similar to view of Bird (1993), that the all-out reforms in the tax regime of India in
1990s are the result of the fiscal crisis of 1990s. Chandrashekhar (2011) argued that despite
higher growth rate and growing inequality, the revenue has not increased in the same proportion
as tax reform has initiated.

State governments’ powers to raise resources are constrained by the distribution of revenue-
generating powers between Centres and states, in the context of changing composition of
national income. State governments are empowered to impose only certain taxes, most
importantly sales taxes, and cannot impose their own taxes upon incomes including services
(Ghosh, 2011). Based on the assessment of revenue impact of state level VAT in India during
the period 1993-94 — 2008-09, Das Gupta, 2011, found the positive direct revenue impact i.e.
VAT introduction increased states” own revenue, for two-third of sample jurisdictions. In case

of Bihar, the study found that VAT had no impact on revenue performance.

Growth and buoyancy of non-tax revenue of Indian states has rather decelerated owing to low
and obsolete user charges, poor price recovery, widening gap between effective price to public
and actual price fixed by the government (Dholakia, 2000). Pradhan and Bohra (1993) made
a startling observation about Rajasthan. The reason of poor growth of non- tax revenue was

freebies in terms of public services. If charged, it was miniscule.
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After the division of Bihar, there was a palpable loss of industry. It reduced the state’s non-tax
revenue from this sector. During 1995-2000, the industrial sector of erstwhile Bihar had
contributed 7 percent to total revenue which declined to 1 percent during 2000-2005
(Mukherjee and Mukherjee, 2012). User charge will enable the state governments to pass on
partially or fully the cost of provisioning public services to the public. This can save resources
earned from tax revenue. The saved money may be spend on other pressing items, having
greater welfare. In addition, government can also charge differential charge for public utility

services, and this way government can cross-subsidise the poor (Das Gupta, 2005).

Khan and Hasan (2006) opined state finances are weak and fragile. The fiscal imbalances of
states are now an open secret, as gap between revenue expenditure and revenue receipts are
rising fast. Poor financial imbalances are disheartening attributed to the growth of current
expenditures. It includes mainly, rising burden of wages-salaries, growing interest burden,
transfers and subsidies. However, state governments are struggling to accrue requisite and

enough revenue from all possible sources.

Patnaik, (2011) unequivocally states that mix of borrowing and tax-financed public spending
generates national income, and hence the whole theory of crowding out hypothesis is logically
flawed. Chandrasekhatr (2011) emphasized that whenever there is an increase in the fiscal
deficit in the neoliberal regime, the focus of attention is not on revenue generation but on
expenditure curtailment. Issac and Ramakumar (2011) argues that about 85 percent of social
sector expenditure in India is spent through state government budgets, the fiscal capacity of the
states play a dominant role in determining the strength of any counter-cyclical fiscal policy of

the government.

Ghosh (2011) argues that despite a clear division of power and responsibilities among different
tiers of government, state governments face a hard budget constraint emanating from fiscal
policy decisions, unlike the central government, that puts direct limits on the capacity of state
governments to spend. George and Krishnakumar (2011) highlights that the constitutional
provision related to devolution of financial powers between the centre and the states is largely
biased towards the centre. Therefore, states are financially dependent on centre for resources.
On the contrary, states were assigned more responsibility to perform. An interesting aspect of
the fiscal policy of states in the contemporary period is that they are officially alleged to be
‘cash rich” and yet not spending (Chidambram 2006) while Issac and Ramakumar (2011) didn’t

buy this argument and emphasized that states do not spend because there are legal constraints
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on spending. The strict FRBM Act provisions are hampering the scope of the states government
to spend money in their own way, as no elbow room is left for. They further pointed out that
the centre is mainly responsible for deteriorating of state finances. Moreover, the various rates
of interest have sharply increased after 1990-91. Since 1990-91, a new phenomenon was came
into being as the central government has increased the various rates for borrowing and coupon
rates on government securities of the states. The implication was that debt servicing of the
borrower states would rise. The weighted average of coupon rates, increased to as many as 14
percent in 1995-96 from 11.5 percent in 1990-91. During the same period, the interest rates on
small savings borrowings has also increased exorbitantly, increased from 13 percent in 1990-
91 to 14.5 percent in 1992-93. Now change was noticed till 1997-98. Later, the interest rates
began to fall. However, the damage has done already as financially poor states fall in the vortex
of debt.

Kishore (2004) assessed the agriculture’s performance in Bihar. He found the sector fared well.
Till 1980s, the agriculture sector has done exceedingly well. However, the performance of
agriculture began to decline with onset of late 1990s. Ghosh and Gupta’s (2010) and Sharma’s
(1995) also found concurrent view that the poor performance of primary sector in Bihar had
contagious effect on other two sectors- industry and services. Such a lacklustre performance of
the core sectors of the economy in Bihar raises serious question on the viability of the policy
adopted during the period. Bhhatacharya, D. (2000) argued that undivided Bihar had not been
doing good on various socio-economic indicators. The situation was further exacerbated after
division in 2000. Jharkhand was a rich state in terms of minerals and many industrial clusters
were located. Separation of Jharkhand from Bihar had direct bearing on the revenue earning of

the parent state.

22



Chapter 11: Own Tax Revenue Receipts: Overview of Trend, Composition and Pattern

The revenue of State government of India is derived from two different sources:
(1) Revenue receipts from State’s own sources.
(i) Transfer of resources from the Centre.

“State’s own revenue consists of State’s own tax revenue and State’s own non tax revenue.
Revenue transferred from the Centre includes share in Central taxes and grants from the Centre.
Grants from the Centre comprises of statutory grants, plan grants and other discretionary grants.
State’s own tax revenue and share in central taxes together constitute State’s tax revenue while
state’s own non tax revenue and grants from Centre constitute State’s non-tax revenue. State’s
tax revenue and non-tax revenue together constitutes the total revenue” (State Finances: A
Study of Budget, RBI). The total revenue receipts of the Bihar government since 1990-91 to
206-17 has been presented in table 2.1.

Table 2.1: Total Revenue Receipts of the Bihar Government

(Rs. Crore)
Year Own Tax Own Non Share in Grants from Total
Revenue Tax Central the Centre Revenue
Revenue Taxes Reciept
1142 765 1616 799 4322
(26.4) (17.7) (37.4) (18.5) (100.0)
1990-91
1310 542 1916 1086 4854
(27.0) (11.2) (39.5) (22.4) (100.0)
1991-92
1564 778 2288 1334 5964
(26.2) 13.0 (38.4) (22.4) (100.0)
1992-93
1748 887 2496 1497 6629
(26.4) (13.4) (37.7) (22.6) (100.0)
1993-94
1836 975 2788 1199 6798
(27.0) (14.3) (41.0) (17.6) (100.0)
1994-95
1973 915 3485 1004 1377
(26.7) (12.4) (47.2) (13.6) (100.0)
1995-96
2251 1061 4078 648 8038
1996-97 (28.0) (13.2) (50.7) (8.1) (100.0)
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2390 390 4074 1838 8693

(27.5) (4.5) (46.9) (21.1) (100.0)
1997-98

2672 1146 4441 1013 9272

(28.8) (12.4) (47.9) (10.9) (100.0)
1998-99

3638 1759 5099 2083 12579

(28.9) (14.0) (40.5) (16.6) (100.0)
1999-00

2935 806 6574 1070 11385

(25.8) (7.1) (57.7) (9.4) (100.0)
2000-01

2442 361 6168 1247 10218

(23.9) (3.5) (60.4) (12.2) (100.0)
2001-02

2765 323 6724 1757 11569

(23.9) (2.8) (58.1) (15.2) (100.0)
2002-03

3361 446 7534 2185

(24.8) (3.3) (55.7) (16.2) 13525
2003-04 (100.0)

3342 418 9123 2832 15714

(21.3) @2.7) (58.1) (18.0) (100.0)
2004-05

3561 522 10421 3333 17837

(20.0) (2.9) (58.4) (18.7) (100.0)
2005-06

4033 511 13292 5247 23083

(17.5) 2.2) (57.6) (22.7) (100.0)
2006-07

5086 526 16766 5832 28210

(18.0) (1.9) (59.4) (20.7) (100.0)
2007-08

6173 1153 17693 7962 32981

(18.7) (3.5) (53.6) (24.1) (100.0)
2008-09

8090 1670 18203 7564 35527

(22.8) 4.7) (51.2) (21.3) (100.0)
2009-10

9870 986 23978 9699 44532

(22.2) 2.2) (53.8) (21.8) (100.0)
2010-11

12612 890 27935 9883 51320

(24.6) 1.7) (54.4) (19.3) (100.0)
2011-12

16253 1135 31900 10278 59567

(27.3) (1.9) (53.6) (17.3) (100.0)
2012-13

19961 1545 34829 12584 68919

(29.0) 2.2) (50.5) (18.3) (100.0)
2013-14

20750 1558 36963 19146 78418
2014-15 (26.5) (2.0) (47.1) (24.4) (100.0)
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25449 2186 48923 19566 96123
(26.5) (2.3) (50.9) (20.4) (100.0)
2015-16
23742 2403 58881 20559 105585
(22.5) (2.3) (55.7) (19.5) (100.0)
2016-17

Source: Calculation from State Finances: A Study of Budget, RBI

Note: Figures in brackets are percentage share in total revenue receipts.

“Own tax revenue” of former Bihar rose from Rs. 1142 crore in 1990-91 to Rs. 2935 crore in
2000-01 grew at an annual rate of almost 10 percent while its participation in total revenue
receipts came down from 26.4 percent to 25.8 percent during the same period and the receipts
of tax revenue from own sources for present Bihar increased by more than 8 times to rs. 23742
crore with annual growth rate of almost 14 percent but its share fell to 22.5 percent in 2016-17.
“The decline in own tax revenue in 2016-17 is due to loss of revenue from state excise and
VAT because of prohibition policy of state government as Country Liquor became prohibited
since January 2016 and all liquor became prohibited in April 2016. The yield from state excise
came down from Rs. 3136 crore in 2015-16 to only Rs. 30 crore in 2016-17 that was collected
from the arrears of previous year, while the cost of collection was three times as much, due to
higher cost associated with enforcement of prohibition policy. The arrears of VAT on these
prohibited commodities yielded only Rs. 37 crore in 2016-17, as against Rs. 1353 crore in
previous year. Thus the total revenue loss became Rs. 4489 crore due to the prohibition policy”
(Evaluation of State Finances in Bihar, ADRI, 2018, pg. no. 5-6). “Own non tax revenue”
receipts for erstwhile Bihar marginally increased from Rs. 765 crore in 1990-91 to Rs. 806
crore in 2000-01 with wide fluctuation in the course of intervening period growing at an annual
percent rate of 0.5 while its share in total revenue receipts significantly declined from 17.7
percent to 7.1 percent during this period and “own non tax revenue receipt” for divided Bihar
increased to Rs. 2186 crore in 2015-16 growing at the annual percent rate of nearly 7 mainly
due to improvement in its growth rate since 2012-13 while its contribution to total revenue
receipts again fell to 2.3 percent in 2015-16 . The participation of the revenue receipts from
own sources in total revenue receipts sharply fell from 44.1 percent in 1990-91 for undivided
Bihar to 28.8 percent in 2015-16 for present Bihar mainly due to fall in the participation of
“non-tax revenue” receipts from own sources while the stake of tax receipts from own sources

have remained almost stagnant.
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The receipt from share in central taxes for former Bihar climbed from Rs.1616 crore in 1990-
91 to Rs. 6574 crore in 2000-01 grew at an annual percent rate of 15.1 and its percentage
participation in total revenue receipt improved from 37.4 to 57.7 during the same period and
the receipt from share in central taxes for present Bihar further increased by more than 7 times
to Rs. 48923 crore while its share in total revenue receipt fell to 50.9 percent in 2015-16 due
to improvement in the share of grants from the Centre as presented in table 2.1. Grants from
the Centre for erstwhile Bihar improved from Rs. 799 crore in 1990-91 to Rs. 1070 crore in
2000-01 grew at an annual percent rate of 3 while its stake in total revenue receipt significantly
fell from 18.5 percent to 9.4 percent during the same period and the grants from the Centre for
present Bihar further increased by more than 18 times to Rs. 19566 crore in 2015-16 grew at
an annual percent rate of 21.4 and its contribution total revenue receipt climbed to 20.4 percent
in “due to central decision in changing pattern in the funding of Centrally Sponsored Schemes
(CSS) since 2014-15. Now the entire funding of CSS takes place through the state budget rather
than direct transfer to District Rural Development Agency” (State Finances A Study of Budget,
RBI, 2014-15). The share of revenue transferred from the Centre in total revenue receipt has
significantly increased from 55.9 percent in 1990-91 for undivided Bihar to 71.3 percent in
2015-16 for divided Bihar which shows the increased dependency on Centre. Total revenue
receipt for former Bihar shoot up from Rs. 4322 crore in 1990-91 to Rs. 11385 crore in 2000-
01 grew at an annual percent rate of 10.2 and it further increased to Rs. 96123 crore in 2015-
16 with an annual rate of growth of 15.3 percent for present Bihar. The pattern of total revenue
receipts of the Bihar government during the period 1990-91 to 2016-17 has been displayed in
fig. 2.1. Chart 2.1 depicts the structure of total revenue receipts of the Bihar government during
the period 1990-91 — 1994-95 to 2010-11 — 2015-16.
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Fig.2.1: Total Revenue Receipts of the Bihar Government
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Revenue deficit/Revenue Surplus of Bihar Government

“Revenue deficit of the state government is the difference between total revenue receipt and
revenue expenditure. Revenue expenditure includes developmental expenditure, non-
developmental expenditure and grants-in-aid and contributions. Developmental expenditure
includes expenditure on social services and economic services and non-developmental
expenditure is the expenditure on general services” (State Finances: A Study of Budget, RBI).
Table 2.2 shows the revenue deficit/surplus of Bihar government since 1990-91 to 2015-16.
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Table 2.2: Revenue Deficit (+)/Surplus (-) of the Bihar Government (Rs. Crore)

Revenue Deficit
(+)/Revenue
Total Revenue Surplus(-)
receipts Revenue Expenditure
Year 1 2 3=2-1
1990-91 4321.6 4887.7 566.1
1991-92 4853.7 5738.7 885.0
1992-93 5963.6 6569.6 606.0
1993-94 6629.1 7318.6 689.5
1994-95 6797.8 7731.2 933.4
Avg. (1990-91 — 1994-
95) 5713.2 6449.2 736.0
1995-96 7377.4 8456.2 1078.8
1996-97 8037.9 8253.9 216.0
1997-98 8692.6 8956.5 263.9
1998-99 9272.1 10622.5 1350.5
1999-00 12578.6 16128.3 3549.7
Avg. (1995-96 — 1999-
00) 9191.7 10483.5 1291.8
2000-01 11384.7 14345.4 2960.7
2001-02 10218.5 12560.4 2341.9
2002-03 11568.8 14025.4 2456.6
2003-04 13524.9 14632.3 1107.3
2004-05 15714.2 14638.5 -1075.7
Avg. (2000-01 — 2004-
05) 12482.2 14040.4 1558.2
2005-06 17836.7 17756.0 -80.7
2006-07 23083.2 20585.0 -2498.2
2007-08 28209.7 23564.9 -4644.8
2008-09 32980.7 28511.6 -4469.1
2009-10 35526.8 32584.2 -2942.7
Avg. (2005-06 — 2009-
10) 27527.4 24600.3 -2927.1
2010-11 44532.3 38215.9 -6316.4
2011-12 51320.2 46499.5 -4820.7
2012-13 59566.7 54466.1 -5100.5
2013-14 68918.7 62477.2 -6441.4
2014-15 78417.5 72570.0 -5847.6
2015-16 96123.1 83615.9 -12507.2
Avg. (2010-11 - 2015-
16) 66479.7 59640.8 -6839.0

Source: Calculation from State Finances A Study of Budget, RBI

The average revenue deficit for former Bihar was rs. 736 crore during the period 1990-91 —
1994-95 which increased to almost rs. 1292.0 crore during 1995-96 — 1999-00. The present
Bihar started to experience “revenue surplus” since 2004-05 and the average “revenue surplus”
was rs. 6839.0 crore during the period 2010-11 — 2015-16. The reason for turning of revenue

deficit in to revenue surplus has been the “increase in the volume of revenue transferred from
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the Centre and contraction in revenue expenditure particularly non-developmental revenue
expenditure because of debt relief and interest relief under the recommendation of 12" Finance
Commission” (State Finances: A Study of Budget, RBI). “The Bihar legislation passed the
Fiscal Responsibility and Budget Management (FRBM) Act in 2005-06 to eliminate the
revenue deficit by 2008-09 and to bring down the fiscal deficit to a level of 3 percent of GSDP
by 2008-09 to avail the benefit of debt and interest relief” (State Finances: A Study of Budget,
RBI, 2008-09). Chart 2.2 displays the revenue deficit/revenue surplus of the Bihar government
during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Chart. 2.2: Revenue Deficit/Revenue Surplus of the Bihar

Government (Rs. Crore)
2000.0
1000.0

" L] B

1990-91 - 1994- 1995-96 - 1999- 2000-01 - 2004- 2005 009- 2010 015-

-1000.0

-2000.0
-3000.0
-4000.0
-5000.0
-6000.0
-7000.0
-8000.0

95

00

05

“Tax revenue of the state government includes receipts from own tax and transfer of resource

from the centre in the form of share in central taxes” (State Finances: A Study of Budget, RBI).
The pattern of tax revenue receipts of Bihar, BIMARU and all states since 1990-91 — 1994-95
to 2010-11 — 2015-16 has been presented in table 2.3.

Table 2.3: Composition of Tax Revenue of the State Governments

Heads 1990-91 - 1995-96 — 2000-01 — 2005-06 — 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16
1. Own Tax Revenue
Bihar 40.7 37.6 29.2 25.7 334
BIMARU 53.8 534 54.4 49.8 51.7
All states 67.5 67.6 69.9 66.4 67.8
2. Share in Central Taxes
Bihar 59.3 62.4 70.8 74.3 66.6
BIMARU 46.2 46.6 45.6 50.2 48.3
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Allstates | 325 [ 324 | 301 | 336 | 322
Tax Revenue (1+2)

Bihar 100.0 100.0 100.0 100.0 100.0
BIMARU 100.0 100.0 100.0 100.0 100.0
All states 100.0 100.0 100.0 100.0 100.0

Source: Calculation from State Finances: A Study of Budget, RBI

The participation of tax receipts from own sources in tax revenue of present Bihar was 33.4
percent during the period 2010-11 — 2015 -15 against 40.7 percent for former Bihar during
1990-91 — 1994-95 and consequently the contribution of share in central taxes in tax revenue
increased from 59.3 percent during the period 1990-91 — 1994-95 to 66.6 percent during 2010-
11 —2015-16. The data also indicates that the Contribution of tax receipts from own sources to
tax revenue of Bihar has always been lower than that of BIMARU states and all states which
shows the higher and increased dependency of Bihar on central government. The ratio of the
contribution of tax revenue from own sources to tax revenue of Bihar to that of all states sharply
declined from 0.60 during the period 1990-91 — 1994-95 to 0.49 during 2010-11 — 2015-16.
Chart 2.3 shows the percentage contribution of tax revenue from own sources to tax revenue
of Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16
and Chart 2.4 shows the percentage share of share in central taxes to tax revenue of Bihar,

BIMARU and all states during the same period.

Chart 2.3: Own Tax Revenue to Tax Revenue (%)
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Chart 2.4: Share in Central Taxes to Tax Revenue (%)
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Analysis of Own Tax Revenue

“State’s own tax revenue comprises taxes on income, taxes on property and capital transactions
and taxes on commodities and services. The components of taxes on income are agricultural
income tax and taxes on professions and trade. Land revenue, stamps and registration fees and
taxes on urban immovable property are the components of taxes on property and capital
transactions. Taxes on commodities and services include sales tax, state excise, taxes on
vehicles, taxes on goods and passengers, taxes and duties on electricity, entertainment tax”
(State Finances: A Study of Budget, RBI). The pattern of own tax revenue for Bihar, BIMARU
and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16 has been displayed
in table 2.4.

Table 2.4: Composition of Own Tax Revenue- Annual Average (Percent)

ltems 1990-91 - | 1995-96 - | 2000-01 - | 2005-06 - |2010-11 —|1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

1. Taxes on Income

Bihar 0.0 0.0 0.0 0.0 0.2 0.05

BIMARU 0.1 0.5 0.8 0.4 0.3 0.4

All states 1.6 1.5 1.7 1.1 0.8 1.3

2. Taxes on Property and Capital Transactions

Bihar 12.3 11.4 15.0 14.1 14.2 13.4

Bihar & JH 11.3 10.4 11.7 11.4

BIMARU 11.4 114 11.8 13.3 13.0 12.2

All states 9.6 10.4 10.9 13.4 12.7 115

3. Taxes on Commodities and Services

Bihar 87.7 88.6 85.0 85.9 85.6 86.5

Bihar & JH 88.7 89.6 88.1 88.5

BIMARU 88.5 88.0 87.3 86.4 86.8 87.4

All states 88.7 88.1 87.4 85.5 86.6 87.2

31



Total

Bihar 100.0 100.0 100.0 100.0 100.0 100.0
BIMARU 100.0 100.0 100.0 100.0 100.0 100.0
All states 100.0 100.0 100.0 100.0 100.0 100.0

Source: Calculation from State Finances: A Study of Budget, RBI

The compositions of own tax revenue have not changed over the period. The share of taxes on
commodities and services has always been highest while the share of taxes on income has been
negligible for Bihar, BIMARU and all states. However, the contribution of revenue receipts
from “taxes on commodities and services” has declined and the participation of “taxes on
property and capital transactions” in tax revenue from own sources have improved during the

period 2010-11 — 2015-16 in comparison to period 1990-91 — 1994-95.

Before bifurcation, the contribution of revenue receipts from “taxes on commodities and
services” of Bihar rose marginally from 87.7 percent to 88.6 percent but after its bifurcation,
its share declined to 85 percent but increased marginally to 85.6 percent during 2010-11 —
2015-16. If Bihar and Jharkhand were together, its share would have been gradually improved
over the period except for the last phase where it decreased as presented in table 2.4. In case of
BIMARU states, its share was 88.5 percent in the initial phase which declined to 86.8 percent
during 2010-11 — 2015-16 with alternatively increase and decrease in the intervening period.
At all states level, it has continuously decreased from 88.7 in the initial phase to 85.5 percent
during 2005-06 — 2009-10 but improved to 86.6 percent in the last phase.

The contribution of receipts from “taxes on property and capital transactions” of Bihar
decreased from 12.3 percent to 11.4 percent during pre-bifurcation but its relative share
increased to 15 percent during the period 2000-01 — 2004-05 but again it declined to 14.1
percent in the next phase and marginally improved to 14.2 percent in the last phase. If Bihar
and Jharkhand were together, it relative share would have been decreased except for the last
phase where it improved as displayed in table 2.4. In case of BIMARU states, its share has
been remained stagnant at 11.4 percent initially but improved to 13.0 percent in the last phase.
At all states level, its percentage contribution has continuously increased from 9.6 during 1990-
91 — 1994-95 to 13.4 during the period 2005-06 — 2009-10. The percentage contribution of
receipts from tax on income to tax revenue from own sources of Bihar, BIMARU and all states
during the period 1990-91 — 1994-95 to 2010-11 — 2015-16 has been presented in chart 2.5.
Chart 2.6 displays the percentage participation of receipts from tax on property and capital
transactions to tax revenue from own sources of Bihar, BIMARU and all states during the
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period 1990-91 — 1994-95 to 2010-11 — 2015-16 and chart 2.7 displays the percentage
contribution of receipts from tax on commodities and services to own tax revenue of Bihar,
BIMARU and all states during the same period. Chart 2.8 depicts the pattern of tax revenue
from own sources of Bihar during the phase 2000-01 — 2015-16.

Chart 2.5: Tax on Income to Own Tax Rev (%)
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Chart 2.6: Taxes on Property and Capital Transactions to
Own Tax Revenue (%)
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Chart 2.7: Taxes on Commodities & Services to Own tax
Revenue (%)
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Chart 2.8: Composition of Own Tax Revenue of the Bihar
Government during 2000-01 - 2015-16 (%)
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The rate of growth of receipts from “tax on property and capital transactions” and “taxes on
commodities and services” have been presented in table 2.5 below. In case of Bihar, the rate of
growth of receipts from “tax on property and capital transactions” has continuously decreased
from 27.6 percent in the initial phase to 3.1 percent during the phase just after its bifurcation
but after that it started to improve and reached to 25.1 percent in the last phase. For BIMARU
states its growth rate came down from 15.1 percent in the initial phase to 12.7 percent in the
next phase but after that it gradually improved to 17.6 percent in the last phase as presented in
table 2.5. At all states level, its growth rate significantly decreased from 23.1 percent in the
initial phase to 9.2 percent in the next phase which improved to 17.9 percent during the period
2000-01 — 2004-05 but it again shows the declining trend in the later phase.
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The growth rate of receipts from tax on commodities and services of present Bihar has
gradually improved over the period except the phase just after its division i.e. 2000-01 — 2004-
05 where it experienced the negative growth rate of 0.8 percent. Had Bihar and Jharkhand been
together, its growth rate would have 12.6 percent during the period 2000-01 — 2004-05 as
shown in table 2.5. For BIMARU states, it also shows the improvement over the period from
12.6 percent in the initial phase to 16.3 percent in the last phase except during the period 2000-
01 — 2004-05 where it has decreased. The data also indicates that at all states level, it has
continuously decreased from 14.9 percent in the initial phase to 12.5 percent during the period
2000-01 — 2004-05 after that it started to improve and reached to 15.5 percent in the last phase.
The rate of growth of receipts from “tax on property and capital transactions” of Bihar,
BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16 has been
displayed in fig. 2.2 and Fig. 2.3 shows the growth rate of receipts from “tax on commodities

and services” of Bihar, BIMARU and all states during the same period.

Table 2.5: Growth rate of major components of own tax revenue- Annual Average

Items 1990-91 - | 1995-96 - | 2000-01 - | 2005-06 - |2010-11 — | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

2. Taxes on Property and Capital Transactions

Bihar 27.6 9.6 3.1 20.6 25.1 17.1

Bihar & JH 8.5 20.5 22.9 17.6

BIMARU 15.1 12.7 15.4 15.9 17.6 15.4

All states 23.1 9.2 17.9 16.4 15.5 16.1

3. Taxes on Commodities and Services

Bihar 10.9 16.2 -0.8 19.7 20.7 13.7

Bihar & JH 12.6 19.0 17.6 15.5

BIMARU 12.6 14.4 12.2 16.9 16.3 14.6

All states 14.9 13.3 12.5 147 15.5 14.2

Source: Calculation from State Finances A Study of Budget, RBI

Fig. 2.2: Growth Rate of Taxes on Property and Capital
Transactions
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Fig. 2.3: Growth Rate of Taxes on Commodities and

Services
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Table 2.6 presents the percentage contribution of the components of receipts from “tax on

property and capital transactions” to the tax revenue from own sources of Bihar, BIMARU and
all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16. Within the components

of receipts from “tax on property and capital transactions”, “stamps and registration fees” has

been main contributor to own tax revenue.

Table 2.6: Share of the components of Taxes on Property and Capital Transactions to
Own Tax revenue- Annual Average (Percent)

Items 1990-91 - | 1995-96 - |2000-01 - |2005-06 - |2010-11 - |1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

1. Land Revenue

Bihar 1.4 1.2 1.6 1.6 15 15

BIMARU 1.7 1.1 1.0 1.6 1.5 1.4

All states 1.8 1.5 1.3 1.4 1.3 1.5

2. Stamps and Registration fees

Bihar 10.9 10.2 13.4 12.5 12.7 12.0

BIMARU 9.6 10.2 10.8 11.6 11.2 10.7

All states 7.8 8.8 9.5 11.9 11.2 9.9

3. Urban Immovable Property Tax

Bihar _ _ _ _ _ _

BIMARU 0.1 0.1 0.1 0.1 0.4 0.2

All states 0.0 0.0 0.0 0.1 0.2 0.1

Source: Calculation from State Finances: A Study of Budget, RBI

The contribution of land revenue to tax revenue from own sources has always been less than 2

percent for Bihar, BIMARU and all states. In case of undivided Bihar, it decreased from 1.4
percent during the period 1990-91 — 1994-95 to 1.2 percent during 1995-96 — 1999-00 and after
the division of Bihar, it marginally declined from 1.6 percent during the phase 2000-01 —
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20004-05 to 1.5 percent during 2010-11 — 2015-16. The contribution of land revenue of
BIMARU states continuously decreased from 1.7 percent in the initial phase to 1.0 percent
during 2000-01 — 2004-05 which improved to 1.6 percent during 2005-06 — 2009-10 and again
marginally declined to 1.5 percent in the last phase. At all states level, the relative share of land
revenue shows the declining trend from 1.8 percent in the phase to 1.3 percent during 2010-11
— 2015-16.

Table 2.7 provides the information about the growth rate of the components of receipts from
“tax on property and capital transactions”. The growth rate of land revenue for Bihar improved
from 11.7 percent to 20 percent before its division due to increase in land revenue from rs.
24.68 cr. In 1998-99 to rs. 50 cr. in 1999-00. Bihar experienced the lowest growth rate of land
revenue during the period just after its bifurcation while its growth rate has been quite
impressive in the later phase. In case of BIMARU states, the growth rate of land revenue was
negative in the initial phase due to significantly decrease in the land revenue of Odisha from
rs. 82 cr. in 1990-91 to rs. 24.7 cr. in 1991-92 and from rs. 60 cr. in 1992-93 to rs. 47 cr. in
1993-94 of Uttar Pradesh after that its growth rate improved but it doesn’t show any definite
trend. At all states level, the growth rate of land revenue was 19.1 percent in the initial phase
which experienced negative growth rate of -0.6 percent in the next phase which significantly
improved to 19.3 percent during the period 2000-01 — 2004-05 but again started to decline and

reached to 14.5 percent in the last phase as shown in table 2.7.

The percentage contribution of receipts from “stamps and registration fees” to tax revenue from
own sources of undivided Bihar decreased from 10.9 during the phase 1990-91 — 1994-95 to
10.2 during 1995-96 — 1999-00. After the division of Bihar, its share was 13.4 percent during
the period 2000-01 — 2004-05 which decreased to 12.7 percent in the last phase as presented in
table 2.6. In case of BIMARU states, the relative contribution of receipts from stamps and
registration fees to tax revenue from own sources continuously improved from 9.6 percent in
the initial phase to 11.6 percent during 2005-06 — 2009-10 but marginally declined to 11.2
percent in the last phase. At all states level, its share also gradually increased from 7.8 percent
in the initial phase to 11.9 percent during 2005-06 — 2009-10 but marginally declined to 11.2
percent in the last phase. The data also indicate that the relative share of stamps and registration

fees of Bihar has always been higher than that of BIMARU and all states.

The growth rate of “stamps and registration fees” for Bihar has significantly declined from 30.7

in the initial phase to 3.6 percent during the period just after its bifurcation but in the later phase
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the growth rate has been impressive as shown in table 2.7. In the later phase, its growth rate

improved

Bihar experienced the impressive growth rate of stamps and registration fees in the later phase
due to due to several initiatives taken by Bihar Government. “The registration rates of Bihar
was very high and they have been brought down in 2006-07 to improve compliance. It has been
reduced from 15.4 percent to 8 percent in urban and from 8.4 percent to 6 percent in rural areas.
Initiatives taken by the Registration department to motivate the people for registration of their
flats after Bihar Apartment Ownership Act, 2006, came in to force. A liberal rate of stamp duty
of 0.5 percent on lease of houses/buildings payable during the whole lease period has been
fixed recently to promote registration of rent agreement of houses/flats. A record number of
promotions were also given to the officers and employees of the Registration Department to
boost their morale” (Economic survey, Govt. of Bihar, 2008-09, 273 and 282).

Urban immovable property tax doesn’t contribute in own tax revenue of Bihar while in case of
BIMARU states and all states its share has been negligible as shown in table 2.6. The
percentage participation of land revenue to tax revenue from own sources of Bihar, BIMARU
and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16 has been displayed
in chart 2.9 and the percentage participation of receipts from stamps and registration fees to tax
revenue from own sources of Bihar, BIMARU and all states has been depicted during the same
period 1990-91 — 1994-95 to 2010-11 — 2015-16 has been depicted in chart 2.10.

Table 2.7: Growth rate of the major components of Taxes on Property and Capital
Transactions- Annual Average

Items 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 - | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16

1. Land revenue

Bihar 11.7 20.0 14 31.2 40.3

BIMARU -2.1 11.5 9.8 35.8 14.0

All states 19.1 -0.6 19.3 15.5 14.5

2. Stamps and Registration fees

Bihar 30.7 8.9 3.6 20.1 23.7

BIMARU 19.1 13.0 16.4 13.9 18.4

All states 24.3 11.1 17.9 16.5 15.6

Source: Calculation from State Finances: A Study of Budget, RBI

38



Chart 2.9: Land Revenue to Own Tax Revenue (%)
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Chart 2.10: Stamps and Registration Fees to Own Tax
Revenue (%)
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Table 2.8 presents the share of the components of receipts from “tax on commodities and
services” to own tax revenue for Bihar, BIMARU and all states during the period 1990-91 —
1994-95 to 2010-11 — 2015-16. Within the components of receipts from “taxes on commodities
and services”, the relative contribution of “sales tax” to tax revenue from own sources has
always been highest for Bihar, BIMARU states and all states. Receipts from “sales tax”, “state
excise”, “tax on vehicles” and “tax on goods and passengers” together constitute more than 80

percent share in own tax revenue.

Table 2.8: Share of the components of Taxes on Commodities and Services to Own Tax
Revenue- Annual Average (Percent)

Items 1990-91 - | 1995-96 - | 2000-01 - |2005-06 - |2010-11 - |1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

1. Sales tax
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Bihar 66.8 65.9 60.1 49.3 47 .4 57.5
Bihar & JH 64.7 60.8 57.6 62.9
BIMARU 53.7 50.0 55.8 57.6 57.6 55.0
All states 58.8 59.2 60.6 60.9 62.3 60.4
2. State Excise

Bihar 8.9 9.9 9.2 10.6 15.0 10.9
BIMARU 18.5 18.6 15.7 14.0 15.3 16.4
All states 15.2 13.7 12.9 12.3 12.2 13.2
3. Taxes on Vehicles

Bihar 8.6 7.1 6.8 5.5 4.4 6.4
BIMARU 6.1 6.4 7.0 5.9 5.4 6.1
All states 5.4 5.9 6.0 5.3 5.2 5.6
4. Taxes on Goods and Passengers

Bihar 0.3 1.9 7.2 19.1 17.7 9.6
BIMARU 3.4 3.1 3.6 4.8 4.7 4.0
All states 3.2 2.4 2.6 2.7 2.5 2.7
5. Taxes and Duties on Electricity

Bihar 1.9 2.5 0.9 1.0 0.9 14
BIMARU 5.2 4.8 4.3 3.6 3.3 4.2
All states 4.1 4.0 3.8 3.3 3.4 3.7
6. Entertainment tax

Bihar 0.9 1.0 0.6 0.3 0.2 0.6
BIMARU 0.9 1.0 0.6 0.2 0.3 0.6
All states 1.1 0.8 0.6 0.3 0.3 0.6
7. Other Taxes and Duties

Bihar 0.2 0.2 0.1 0.02 0.03 0.1
BIMARU 0.6 4.2 0.3 0.2 0.09 1.0
All states 0.9 2.0 0.9 0.7 0.7 1.0

Source: Calculation from State Finances: A Study of Budget, RBI

The relative share of sales tax of Bihar has continuously decreased over the period. Its share
was 66.8 percent in the initial phase which decreased to 65.9 percent during 1995-96 — 1999-
00. During the phase just after its bifurcation, its share was 60.1 percent which continuously
declined to 47.4 percent in the last phase. If Bihar and Jharkhand were together, the contribution
of sales tax to tax revenue from own sources would have been 64.7 percent during the phase
2000-01 — 2004-05, the phase just after the division of Bihar.

In 2005-06, the State Government undertook a number of reform measures of the tax system.
“Bihar shifted to VAT regime from April 2005 by substituting the sales tax with VAT. VAT
rates were substantially reduced from 12.5 to 4 percent in respect of LPG, tea, coffee diesel,
tractor, plastic appliances etc. VAT rates have been substantially reduced in respect of as many
as 150 items and in respect of all food grains, VAT rate has been reduced to 1 percent from 4
percent. These measures were expected to improve efficiency, boost industrial production and
growth and are expected to generate additional resources for the State Government” (Economic
survey, Govt. of Bihar 2008-09, pg. no. 273).
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The relative average share of sales tax of BIMARU states shows the increasing trend i.e. from
53.7 percent in the initial phase to 57.6 percent during the period 2010-11 — 2015-16 except
the period 1995-96 — 1999-00 where it decreased to 50 percent. “This is mainly on account of
reporting of sales tax revenue in respect of UP for 1995-96 under ‘other tax and duties’ due to
absence of complete details in the budget document” (State Finances A Study of Budget, RBI,
1996-97, pg. no.4). Table 1.10 also provides the information that the relative average share of
sales tax at all states level has continuously improved over the period. The percentage
contribution of receipts from sales tax to tax revenue from own sources of Bihar, BIMARU
and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16 has been displayed
in chart 2.11.

Chart 2.11: Sales Tax to Own tax Revenue (%)
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Table 2.9 presents the growth rate of sales tax for Bihar, BIMARU and all states. Bihar
experienced negative growth rate of sales tax during the phase just after bifurcation but its
growth accelerated in the next phase and reached to 20.2 percent during 2010-11 — 2015-16.
The data also indicates that if Bihar and Jharkhand were together, the growth rate of sales tax
would have been 12.0 percent during the phase 2000-01 — 2004-05 where Bihar experienced
negative growth rate due to its division. The growth rate of sales tax of BIMARU states
improved from 12.3 percent in the initial phase to 16.1 percent during 2010-11 — 2015-16 with
alternatively increase and decrease in the intervening period. At all states level, its growth rate
continuously decreased from 15.9 percent in the initial phase to 13.3 percent during the period
2000-01 — 2004-05 but after that it started to improve and reached to 15.9 percent in the last
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phase. The growth rate of receipts from “sales tax” of Bihar, BIMARU and all states during
the period 1990-91 — 1994-95 to 2010-11 — 2015-16 has been depicted in fig. 2.14.

Table 2.9: Growth rate of Sales tax- Annual Average

ltems 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16

1. Sales tax

Bihar 9.0 15.4 2.1 16.0 20.2

Bihar & JH 12.0 17.2 16.7

BIMARU 12.3 19.9 13.6 17.1 16.1

All states 15.9 13.6 13.3 14.6 15.9

Source: Calculation from State Finances: A Study of Budget, RBI
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Table 2.10 provides the information that the annual rate of growth of receipts from “sales tax”
of Bihar was negative during the phase 2000-01, 2001-02 and 2004-05 which led to its negative

average growth rate during the phase 2000-01 — 2004-05. The growth rate of sale tax increased

abruptly to 64.1 percent in 2011-12 “due to increase the rates of sales tax of various items as

well as price increased” (Economic survey, Govt. of Bihar, 2012-13, pg. no. 394) but after that

in the next two period its growth rate declined drastically due to economic downturn.
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Table 2.10: Annual growth rate of Sales tax of Bihar

Item | 2000- | 2001- | 2004- | 2005- | 2006- | 2009- | 2011- | 2013- | 2014- | 2015-
01 02 05 06 07 10 12 14 15 16
Sales tax

Bihar [-144 |-257 [-52 [-83 [201 [273 641 [-25 |18 [232
Source: Calculation from State Finances: A Study of Budget, RBI

The growth rate of receipts from major commaodity of sales tax of Bihar has been presented in
table 2.11. “Petro-products have always been the highest contributor to sales tax and other
important contributors are cement, coal, crude oil, electrical goods, country liquor, foreign
liquor (IMFL), FMCG, iron & steel, drugs & medicines and automobiles” (Economic survey,
Govt. of Bihar). The accelerated growth rate of revenue from crude oil, electrical goods,
FMCG, IMFL, iron & steel and petro products have been responsible for impressive growth
rate of sales tax during 2010-11 — 2015-16.

Table 2.11: Annual growth rate of major commodities of Sales tax of Bihar

Items | 2006 | 2007- | 2008- | 2009- | 2010- | 2011- | 2012- | 2013- | 2014- | 2015-
-07 08 09 10 11 12 13 14 15 16

Auto 95 28 12 57 23 39 22 -5 8 13
mobil

es

Ceme |44 20 23 64 14 17 44 16 -1 9
nt

Coal 34 66 13 26 27 38 45 34 -41 17

Count | 27 68 33 64 26 14 10 28 31 33
ry

Ligou
r

Crude | 20 17 22 -11 28 17 27 159 -22 112
oil
Drugs | 52 15 12 17 17 42 21 14 13 2
&

Medic
ine

Electr | -4 10 -3 36 8 23 66 61 44 39
ical
goods
FMC | 32 16 22 16 13 37 28 19 6 18
G

IMFL | 46 1 60 56 34 22 41 27 4 28

43



Iron
&
Steel

39

25

19

33

36

14

65

18

14

Petro
produ
cts

13

17

19

14

21

26

15

33

Source: Department of Commercial Tax, Govt. of Bihar

Table 2.8 depicts that the relative share of state excise of undivided Bihar was 8.9 percent in

the initial phase and increased to 9.9 percent during 1995-96 — 1999-00. Its share was 9.2

percent during the phase just after the division of Bihar and gradually improved to 15.0 percent

in the last phase. In case of BIMARU states its share has decreased from 18.5 percent in initial
phase to 14 percent during the period 2005-06 — 2009-10 but improved to 15.3 percent in the

last phase. The data also indicates that at all states level, the relative average share of state

excise continuously declined from 15.2 percent in the initial phase to 12.2 percent during the

period 2010-11 — 2015-16. The percentage contribution of receipts from state excise to tax

revenue from own sources of Bihar, BIMARU and all states during the period 1990-91 — 1994-
95 to 2010-11 — 2015-16 has been displayed in chart 2.12.
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Table 2.12 presents the growth rate of “state excise” of Bihar, BIMARU and all states. Bihar

experienced the negative The growth rate of receipts from state excise for Bihar was negative

during the phase 2000-01 — 2004-05 but it significantly improved to 32.6 percent during the
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period 2005-06 — 2009-10 and again decreased to 20.5 percent in the last phase. The data also
indicates that if Bihar and Jharkhand were not separated, the growth rate of state excise would
have been 4.0 percent during the phase 2000-01 — 2004-05, the phase just after the division of
Bihar.

Table 2.12: Growth Rate of State Excise- Annual Average

Items 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16

State Excise

Bihar 11.0 25.8 -7.8 32.6 20.5

Bihar & JH 4.0 32.4 17.5

BIMARU 14.1 14.2 6.2 18.2 17.8

All states 11.7 14.6 7.9 18.1 13.3

Source: Calculation from State Finances: A Study of Budget, RBI

The impressive growth rate of state excise for Bihar in the later phase is due to the several steps
taken by Bihar Government. “In 2006, Bihar Government has taken some steps to raise the
revenue under State excise. Bihar State Beverage Corporation has been constituted under the
excise policy of the state government, which is to act as the only wholesale outlet of
country/spiced country/foreign liquor in the state. This has been done keeping in the mind
cabinet’s decision to generate huge increase in revenue. Till October 2006, about 1,21,21,267
country and foreign liquor shops and 789 spiced liquor shops have been set up against a target
of doubling the number of shops” (Economic Survey, Govt. of Bihar, 2006-07, pg. no. 218).
Fig. 2.5 shows the growth rate of state excise of Bihar, BIMARU and all states during the
period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Fig. 2.5: Growth Rate of State Excise
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Table 2.13 provides the information about the annual growth rate of two major components of
“state excise” i.e. country spirits and foreign liquor and spirits. The accelerating growth rate of
these two components led to enhancing the growth rate of state excise of Bihar since 2005-06.
However, they experience negative growth rate in 2015-16 “due to imposition of prohibition
on alcohol in 2016 (Economic Survey, Govt. of Bihar, 2016-17, pg. no.53). The lower and
negative growth rate of these two components after 2014 led to the lower growth rate of state
excise of Bihar during the phase 2010-11 — 2015-16. Infact, the yield from state excise
decreased from Rs. 3136 crore in 2015-16 to only Rs. 30 crore in 2016-17 that was collected
from the arrears of previous year, while the cost of collection was three times as much, due to

higher cost associated with enforcement of prohibition policy.

Table 2.13: Growth rate of major components of State Excise of Bihar

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

Country | 12.6 4.7 14.7 4.7 27.6 24.5 57.4 8.3 -10.6
liquor
and

spirits
Foreign | 51.6 10.8 120.2 | 68.2 30.8 22.0 17.4 -4.2 -1.4
liquor
and

spirits
Source: Department of Registration, Excise and Prohibition

Table 2.8 also present the contribution of receipts from “taxes on vehicles” to tax revenue from
own sources for Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-
11 — 2015-16. In case of Bihar, its share was 8.6 percent in the initial phase and decreased to
7.1 percent during the period 1995-96 — 1999-00. After the division of Bihar, its share was 6.8
percent during the phase 2000-01 — 2004-05 which continuously declined to 4.4 percent in the
last phase. “In 2006, Bihar government reduced road taxes for buses, maxis, jeeps and auto
rickshaws. Road taxes for buses, which ranged between 74 thousands to 144 thousands has
been reduced to Rs. 26124. Road tax for maxi has been reduced from Rs. 24,208 to Rs. 9572.
Road tax for jeep has been reduced from Rs. 12000 to Rs. 3888. Road tax for autorickshaw has
been reduced from Rs. 2184 to Rs. 992” (Economic Survey, Govt. of Bihar, 2006-07, pg. no.
218).

The relative share of tax on vehicles of BIMARU states was 6.1 percent in the initial phase and
increased to 7.0 percent during the period 2000-01 — 2004-05 but after that it starts to decline
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and reached to 5.4 percent in the last phase. The share of taxes on vehicles at all states level
has improved from 5.4 percent in the initial phase to 6 percent during the period 2000-01 —
2004-05 but after that it continuously decreased to 5.2 percent in the last phase as depicted in
table 2.8. The percentage contribution of receipts from tax on vehicles to tax revenue from own
sources of Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 —
2015-16 has been displayed in chart 2.13.

Chart 2.13: Tax on Vehicles to Own tax Revenue (%)
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The average rate of growth of receipts from “taxes on vehicles” shows the declining trend for
Bihar, BIMARU and all states since the initial phase to the period 2000-01 — 2004-05 as shown
in table 2.14 below. Since 2005, Bihar, BIMARU and all states shows the increasing trend in
growth rate of “taxes on vehicles”. The improvement in its rate of growth is due to measures
taken at state level to enhance/restructure vehicle tax. “Bihar Government raised motor vehicle
tax in 2012-13. Rajasthan imposed ‘Green Tax’ on old vehicles” (State Finance: A Study of
Budget, RBI, 2012-13, pg. no.7).

Table 2.14: Growth Rate of Taxes on Vehicles- Annual Average

Items 1990-91 1995-96 2000-01 — | 2005-06 — | 2010-11 —
1994-95 1999-00 2004-05 2009-10 2015-16

Taxes on Vehicles

Bihar 27.6 10.1 0.3 15.5 21.1

BIMARU 21.0 16.7 11.6 12.3 16.0

All states 17.8 15.0 12.2 12.5 15.5

Source: Calculation from State Finances: A Study of Budget, RBI
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Table 2.8 also provides the information about the percentage contribution of receipts from
“taxes on goods and passengers to tax revenue from own sources of Bihar, BIMARU and all
states. ““Tax on goods and passengers comprises collections from tolls on roads, collection from
passenger tax and goods tax, wherever they are levied, tax on entry of goods into local area for
consumption, use or sale of goods therein and inter-state transit duties. In Bihar, the entire
collection against this tax is from entry of goods into local areas for consumption” (Economic
survey, Govt. of Bihar, 2009-10, pg. no. 345).

The relative share of tax on goods and passengers for erstwhile Bihar was very low in the initial
phase and improved to 1.9 percent during the period 199495 — 1999-00. After the division of
Bihar, its relative share was 7.2 percent during 2000-01 — 2004-05 which significantly
improved to 19.1 percent in the next phase but declined to 17.7 percent in the last phase.

Tax on goods and passengers gained importance in the later phase due to several initiatives
taken by Bihar Government. “The rules Bihar Tax on Entry of Good into Local Areas for
Consumption have been amended in 2006 to widen the scope of taxation on electrical, related
items and devices and fittings used in generation, distribution and use of electricity. Section 3
of Bihar Tax on Entry of Goods into local areas has been amended for consumption, use or sale
of paddy, rice, wheat, pulses, flour, atta, maida, sujji, and besan, as listed under schedule no.
25 to impose a 4% rate of entry tax” (Economic Survey, Govt. of Bihar, 2006-07, pg. no. 217-
18). “In 2010-11, Bihar proposed of making entry tax rate consistent with VAT rate and
exempted the entry tax for raw materials for industry” (State Finance: A Study of Budget, RBI,
2010-11, pg. no. 78).

In case of BIMARU states, the contribution of receipts from tax on goods and passengers rose
from 3.4 percent during the period 1990-91 — 1994-95 to 4.7 percent in 2010-11 — 2015-16.
“Rajasthan rationales the entry tax in 2005 and Chhattisgarh rationalised in 2006. Jharkhand
set up integrated check post at nine places in 2007 to make the tax collection process more
systemic and transparent. In 2010 Chhattisgarh exempted state entry tax on output of small
industries and MP reduced the entry tax rate from 2 percent to 1 percent on the use of iron and
steel to make automobile industry competitive” (State Finances: A Study of Budget, RBI). “In
2011, Odisha revised the entry tax rate to make it consistent with VAT rate and exempted entry
tax for certain primary food items” (State Finances: A Study of Budget, RBI, 2010-11). “In
2012, Jharkhand has imposed an entry tax on 63 commodities to protect industries in the state”
(State Finances: A Study of Budget, RBI, 2011-12). At all states level, its share shows the
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declining trend i.e. 3.2 percent in the initial phase to 2.5 percent during the period 2010-11 —
2015-16. The percentage contribution of receipts from tax on goods and passengers to tax
revenue from own sources of Bihar, BIMARU and all states during the period 1990-91 — 1994-
95 to 2010-11 — 2015-16 has been presented in chart 2.14.

Chart 2.14: Tax on Goods and Passengers to Own Tax
Revenue (%)
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Table 2.15 depicts the growth rate of receipts from “taxes on goods and passengers” for Bihar,
BIMARU and all state during the period 1990-91 — 1994-95 to 2010-11 — 2015-16. Bihar
registered a very high annual average growth rate of 103.4 percent during 1995-96 — 1999-00
as shown in table 1.17. It is due to increase in its revenue from Rs. 6.1 cr. in 1995-96 to Rs. 30
cr. in 1996-97 and again increased to Rs. 87 cr. in 1997-98.

Table 2.15: Growth Rate of Taxes on Goods and Passengers- Annual Average

Items 1990-91 1995-96 — | 2000-01 — | 2005-06 - | 2010-11

1994-95 1999-00 2004-05 2009-10 2015-16
Bihar 9.1 103.4 47.2 27.9 43.9
BIMARU 7.3 11.9 24.2 21.3 18.3
All states 8.9 7.4 22.9 14.1 16.0

Source: Calculation from State Finances: A Study of Budget, RBI

Table 2.8 reflects that the percentage participation of receipts from “taxes and duties on
electricity” of Bihar was 1.9 during the phase 1990-91 — 1994-5 and increased to 2.5 percent
during 1995-96 — 1999-00. After the bifurcation of Bihar, its share significantly declined to 0.9
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percent during 2000-01 — 2004-05 and slightly improved to 1 percent in the next phase but
again reached to 0.9 percent in the last phase. In case of BIMARU states, its relative share
continuously decreased from 5.2 percent in the initial phase to 3.3 percent during 2010-11 —
2015-16. At all states level, its relative share has continuously decreased from 4.1 percent
initially to 3.3 percent during the period 2005-06 — 2009-10 but slightly improved in the last
phase to 3.4 percent as shown in table 2.8. The rate of growth of receipts from “taxes and duties
on electricity” for Bihar, BIMARU and all states has been depicted in table 2.16 below. Bihar
experienced the negative growth rate of 31.9 percent during the phase just after its bifurcation.

Table 2.16: Growth Rate of Taxes and Duties on Electricity- Annual Average

Items 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 -1 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16

Bihar 24.9 17.7 -31.9 68.7 42.0

BIMARU 8.2 14.1 16.6 18.5 13.8

All states 18.2 10.6 15.0 11.4 17.8

Source: Calculation from State Finances: A Study of Budget, RBI

The contribution of receipts from “entertainment tax” of Bihar to tax revenue from own sources
has been negligible. It was 0.9 percent initially and marginally improved to 1 percent during
the period 1995-96 — 1999-00 as shown in table 2.8. After the bifurcation of Bihar, its share
was 0.6 percent during 2005-06 — 2009-10 and further declined to 0.2 percent in the last phase.

“In 2006-07, Bihar Government provided concessions on entertainment tax to attract
investment in construction of multiplexes and cinema.The rate of entertainment tax has been
specified at 50 percent. Theatres with modern sound system and infrastructure have been
exempted from paying entertainment tax for two years provided they make an incremental
capital investment of minimum Rs. 1 crore. up to 31/03/2010. Similar exemption to New Twin
Digital Cinema Centres making a capital investment of minimum of Rs. 1.5 crore.” (Economic
Survey, Govt. of Bihar, 2006-07, pg. no. 217-18).

In case of BIMARU states, its percentage contribution came down from 0.9 during the phase
1990-91 — 1994-95 0.3 during 2010-11 — 2015-16 as shown in table 2.8. Table 2.8 also depicts
that its percentage share to tax revenue from own sources of all states level, also continuously

decreased from 1.1 percent in the initial phase to 0.3 percent during 2010-11 — 2015-16.
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Table 2.17 presents the rate of growth of “entertainment tax” for Bihar, BIMARU and all states.

Bihar experienced the negative growth rate during the phase just after its division and during
the period 2005-06 — 2009-10 but shows the significant growth rate in the last phase.

Table 2.17: Growth rate of Entertainment Tax- Annual Average

Items 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16

Bihar 6.7 235 -1.5 -1.3 31.0

BIMARU 24.6 52.6 4.6 41.5 26.8

All states 2.5 141 2.9 8.9 171

Source: Calculation from State Finances: A Study of Budget, RBI

“Direct tax includes tax on property and capital transactions, tax on vehicles, tax and duties on
electricity and tax on income, the last one being rather insignificant while indirect tax includes
sales tax, state excise and tax on goods and passengers” (Economic Survey, Govt. of Bihar,
2011-12, pg. no. 388). Table 2.18 shows that indirect tax steadily gained importance and
correspondingly the share of direct tax has declined over the period for Bihar and BIMARU
states. “It also indicates that the process of fiscal reform of the state government is yet to be
reflected in the structure of its taxation” (Economic Survey, Govt. of Bihar, 2011-12, pg. no.
390-91).

Table 2.18: Contribution of Direct Tax and Indirect Tax to Own Tax Revenue- Annual Average
(Percentage)

Items 1990-91 - | 1995-96 -—|2000-01 - |2005-06 - |?2010-11 - | 1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

Contribution of Direct Taxes to Own Tax Revenue

Bihar 23.8 22.1 23.4 20.9 20.0 22.0

BIMARU 24.0 26.2 24.7 235 22.4 24.1

All states 22.0 23.4 23.1 24.0 22.7 23.3

Contribution of Indirect Direct Taxes to Own Tax Revenue

Bihar 76.2 77.9 76.6 79.1 80.0 78.0

BIMARU 76.0 73.8 75.3 76.5 77.6 75.9

All states 78.0 76.6 76.9 76.0 77.3 76.7

Total

Bihar 100.0 100.0 100.0 100.0 100.0 100.0

BIMARU 100.0 100.0 100.0 100.0 100.0 100.0

All states 100.0 100.0 100.0 100.0 100.0 100.0

Source: Calculation from State Finances: A Study of Budget, RBI

In case of undivided Bihar, the contribution of direct tax to tax revenue from own sources was
23.8 percent during the phase 1990-91 — 1994-95 and decreased to 22.1 percent during the
period 1995-96 — 1999-00. After the division of Bihar, its share was 23.4 percent during the
period 2000-01 — 2004-05 which continuously declined to 20.0 percent in the last phase. The

participation of direct tax in tax revenue from own sources of BIMARU states has shown some
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improvement initially from 24.0 percent in the initial phase to 26.2 percent during the period
1995-96 — 1999-00 but after that it has gradually decreased to 22.4 percent in the last phase.
The data also indicates that at all states level, it has improved from 22.0 percent in the initial
phase to 22.7 percent in the last phase with alternatively increase and decrease in the
intervening phase. “This skewed structure is due to the high yielding direct taxes like income
tax or corporation tax are administered only by the central government” (Economic Survey,
Govt. of Bihar, 2011-12, pg. no. 391). The percentage contribution of direct tax to tax revenue
from own sources of Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to
2010-11 — 2015-16 has been displayed in chart 2.15 and Chart 2.16 presents the percentage

share of indirect to own tax revenue of Bihar, BIMARU and all states during the same period.

Chart 2.15: Direct Tax to Own Tax Revenue (%)
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Chart 2.16: Indirect Tax to Own Tax Revenue (%)
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Table 2.19 shows the ratio of tax revenue and its components to GSDP of Bihar, BIMARU and
all states during the period 1990-91 — 1994-95 to 2010-11 — 2014-15. The proportion of tax
revenue to GSDP of state government “measure of its capacity to raise resources and state tax
proceeds to GSDP has been accepted as an indices of tax effort of a state” (State Finances, A
Study of Budget, RBI).

Table 2.19: Tax Revenue to GSDP- Annual Average (Percent)

ltems 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2014-15
Own Tax Revenue
Bihar 35 35 4.1 4.4 5.3
BIMARU 45 45 55 6.3 6.8
All states 5.9 5.6 6.4 6.8 7.5
Share in Central Taxes
Bihar 51 5.8 9.9 12.8 10.7
BIMARU 3.9 3.9 4.7 6.4 6.2
All states 2.8 2.7 2.8 3.4 3.4
Tax Revenue
Bihar 8.6 9.3 13.9 17.3 16.0
BIMARU 8.3 8.4 10.3 12.6 13.0
All states 8.8 8.2 9.2 10.3 10.9

Source: Calculation from State Finances: A Study of Budget, RBI

Before the bifurcation of Bihar, the percentage contribution of tax revenue from own sources
to its GSDP was stagnant at 3.5 but after its division, the ratio was 4.1 during the period 2000-
01 — 2004-05 which has risen slowly to 5.3 percent during the phase 2010-11 — 2014-15. In
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case of BIMARU states, the contribution of tax revenue from own sources to GSDP was 4.5
percent during the phase1990-91 — 1994-95 and gradually increased over the period and
reached to 6.8 percent during 2010-11 — 2014-15. At all states level, its ratio was 5.9 percent
during 1990-91 — 1994-95 and rose to 7.5 percent during 2010-11 — 2014-15. The own tax
revenue to GSDP of Bihar has been lower than that of BIMARU states and all states. The ratio
of tax revenue to GSDP of Bihar improved from 13.9 percent during the phase 2000-01 — 2004-
05 to 16.0 percent during 2010-11 —2014.15. The contribution of tax revenue to GSDP of Bihar
has been higher than that of BIMARU and all states due to higher ratio of share in central to
GSDP. Chart 2.17 shows the ratio of own tax to GSDP of Bihar, BIMARU and all states during
the period 1990-91 — 1994-95 to 2010-11 — 2014-15 and Chart 2.18 shows the ratio of tax
revenue to GSDP of Bihar, BIMARU and all states during the same period.

Chart 2.17: Own Tax Revenue to GSDP (%)
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Chart 2.18: Tax Revenue to GSDP (%)
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The percentage participation of the receipts from the components of tax revenue from own
sources to GSDP of Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to
2010-11 — 2014-15 has been displayed in table 2.20.

Table 2.20: Components of Own Tax Revenue to GSDP- Annual Average (percent)

ltems 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2014-15

1. Taxes on Income

Bihar 0.0 0.0 0.0 0.0 0.0

BIMARU 0.0 0.0 0.0 0.0 0.0

All states 0.0 0.0 0.0 0.0 0.0

2. Taxes on Property and Capital Transactions

Bihar 0.4 0.4 0.6 0.6 0.7

BIMARU 0.5 0.5 0.7 0.8 0.9

All states 0.6 0.6 0.7 0.9 0.9

3. Taxes on Commodities and Services

Bihar 3.1 3.1 3.4 3.8 4.6

BIMARU 4.0 4.0 4.8 5.4 5.9

All states 5.2 49 5.6 5.8 6.5

Source: Computation from State Finances: A study of Budget, RBI and CSO

Within own tax revenue, the contribution of receipts from “taxes on commodities and services”
to GSDP has been highest for Bihar, BIMARU and all states. This ratio was stagnant at 3.1
percent for undivided Bihar but after its division, this ratio was 3.4 percent during the period
2000-01 — 2004-05 which gradually improved to 4.6 percent in the last phase. In case of
BIMARU states, this ratio was 4.0 percent initially which has risen to 5.9 percent during the
period 2010-11 — 2014-15. At all states level, this ratio was 5.2 percent in the initial phase
which declined to 4.9 percent in the next phase but after that gradually increased over the period
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and reached to 6.5percent during the period 2010-11 — 2014-15. The data also indicates that its
contribution in GSDP has always been lower for Bihar than that of BIMARU and all states.

The ratio of “taxes on property and capital transactions” to GSDP has always been lower than
1.0 percent and slowly increased over the period for Bihar and BIMARU and all states. The
percentage contribution of receipts from tax on property and capital transactions to GSDP of
Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2014-15 has
been displayed in chart 2.19 and Chart 2.20 displays the percentage contribution of receipts

from tax on commodities and services to GSDP of Bihar, BIMARU and all states during the

same period.
Chart 2.19: Taxes on Property and Capital Transactions
to GSDP (%)
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Chart 2.20: Taxes on Commodities and Services to GSDP
(%)
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Within the receipts from tax on property and capital transactions, stamps and registration fees
has been the highest contributor to its GSDP of Bihar, BIMARU and all states as presented in
table 2.21.

Table 2.21: Components of Taxes on Property and Capital transactions to GSDP- Annual
Average (Percent)

Items 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 - | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2014-15

1. Land revenue

Bihar 0.05 0.04 0.07 0.07 0.07

BIMARU 0.08 0.05 0.06 0.1 0.1

All states 0.1 0.08 0.09 0.09 0.1

2. Stamps and Registration fees

Bihar 0.4 0.4 0.5 0.6 0.7

BIMARU 0.4 0.5 0.6 0.7 0.8

All states 0.5 0.5 0.6 0.8 0.8

3. Urban Immovable Property Tax

Bihar _ _ _ _ _

BIMARU 0.0 0.0 0.0 0.0 0.0

All states 0.0 0.0 0.0 0.0 0.01

Source: Computation from State Finances: A study of Budget, RBI and CSO

The ratio of revenue from “stamps and registration fees” to GSDP was stagnant at 0.4 percent
for undivided Bihar but after its bifurcation, this ratio was 0.5 percent during the period 2000-
01 — 2004-05 and has slowly risen to 0.7 percent in the last phase. For BIMARU states, this
ratio was 0.4 percent initially which gradually improved to 0.8 percent during the period 2010-
11 -2014-15. At all states level, this ratio was stagnant at 0.5 percent initially which has slowly
increased to 0.8 percent during the period 2010-11 — 2014-15.
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Table 2.21 also provides the information that the ratio of land revenue to GSDP for Bihar has
always been lower than that of BIMARU states and all states except during the period 2000-
01 — 2004-05 where the ratio was marginally higher than that of BIMARU states.

Within the receipts from the components of “taxes on commodities and services”, the ratio of
receipts from “sales tax” to GSDP has been highest for Bihar, BIMARU and all states as shown
in table 2.22. Apart from Sales tax, the ratio of other components of taxes on commodities and
services to GSDP have always been lower than 1 percent reflects the lower tax effort.

Table 2.22: Components of Taxes on Commodities and Services to GSDP- Annual Average
(Percent)

Items 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2014-15
Sales tax
Bihar 2.3 2.3 2.4 2.2 2.6
BIMARU 2.4 2.2 3.1 3.6 3.9
All states 3.5 3.3 3.9 4.1 4.7
State Excise
Bihar 0.3 0.4 0.4 0.5 0.8
BIMARU 0.8 0.8 0.9 0.9 1.0
All states 0.9 0.8 0.8 0.8 0.9
Taxes on Vehicles
Bihar 0.3 0.2 0.3 0.2 0.2
BIMARU 0.3 0.3 0.4 0.4 0.4
All states 0.3 0.3 0.4 0.4 0.4
Taxes on Goods and Passengers
Bihar 0.01 0.07 0.3 0.8 0.9
BIMARU 0.2 0.1 0.2 0.3 0.3
All states 0.2 0.1 0.2 0.2 0.2
Taxes and Duties on Electricity
Bihar 0.07 0.1 0.03 0.05 0.04
BIMARU 0.2 0.2 0.2 0.2 0.2
All states 0.2 0.2 0.2 0.2 0.3
Entertainment Tax
Bihar 0.03 0.03 0.02 0.01 0.01
BIMARU 0.04 0.05 0.03 0.01 0.02
All states 0.07 0.05 0.04 0.02 0.02
Other Taxes and Duties
Bihar 0.009 0.008 0.005 0.001 0.001
BIMARU 0.02 0.2 0.02 0.01 0.06
All states 0.05 0.1 0.06 0.05 0.05

Source: Computation from State Finances: A study of Budget, RBI and CSO

The ratio of “sales tax” to GSDP was stagnant at 2.3 percent for undivided Bihar but after its
bifurcation, this ratio was 2.4 percent during the period 2000-01 — 2004-05 which decreased to
2.2 percent in the next phase but again improved to 2.6 percent in the last phase. In case of
BIMARU states, this ratio was 2.4 percent in the initial phase which marginally decreased to
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2.2 percent in the next phase but after that it gradually improved to 3.9 percent during the period
2010-11 — 2014-15. At all states level, this ratio also declined initially from 3.5 percent to 3.3
percent but after that it shows the gradual improvement and reached to 4.7 percent during the
period 2010-11 — 2014-15. For divided Bihar, this ratio has always been lower in comparison
to BIMARU and all states. The improvement in this ratio has also been much slower than that
of BIMARU and all states.

Table 2.22 also presents that the ratio of state excise to GSDP for undivided Bihar was 0.3
percent in the initial phase which marginally improved to 0.4 percent during 1995-96 — 1999-
00. After the division of Bihar, this ratio was 0.9 percent during the period 2000-01 — 2004-05
which has slowly risen to 0.8 percent in the last phase. For BIMARU and all states, this ratio
has remained almost stagnant over the period but it has always been lower for Bihar in

comparison to BIMARU and all states.

The ratio of taxes on vehicle to GSDP for undivided Bihar was 0.3 percent in the initial phase
and marginally increased to 0.4 percent during 1995-96 — 1999-00. This ratio shows the
declining trend for divided Bihar i.e. from 0.3 percent during the period 2000-01 — 2004-05 to
0.2 percent in the last phase. In case of BIMARU and all states, this ratio has been stagnant at

0.3 percent initially and marginally improved to 0.4 percent in the later period.

The ratio of taxes on goods and passengers to GSDP has been negligible for undivided Bihar
but after its bifurcation this ratio was 0.3 percent during the period 2000-01 — 2004-05 and
significantly improved to 0.9 percent in the last phase. In case of BIMARU states, this ratio
improved from 0.2 percent during the phase 1990-91 — 1994-95 to 0.3 percent during 2010-11
— 2014-15. At all states level, this ratio has always been stagnant at 0.2 percent except during
the period 1995-96 — 1999-00 where it decreased to 0.1 percent. This ratio has always been
higher for divided Bihar in comparison to BIMARU and all states.

The ratio of taxes on duties and electricity to GSDP has always been negligible for Bihar while
for BIMARU and all states, this ratio has been stagnant at 0.2 percent. The percentage
contribution of receipts from entertainment tax to GSDP has always been negligible for Bihar,
BIMARU and all states. Chart 2.21 shows the ratio of sales tax to GSDP of Bihar, BIMARU
and all states during the period 1990-91 — 1994-95 to 2010-11 — 2014-15 and Chart 2.22
displays the ratio of state excise to GSDP of Bihar, BIMARU and all states during the same
period.
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Chart 2.21: Sales Tax to GSDP (%)
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Chart 2.22: State Excise to GSDP (%)
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The “buoyancy” of State tax may be defined as “the ratio of increase in tax yield to increase in
state income. It may be expressive as the responsiveness of tax yield to increase in GSDP”
(State Finances: A Study of Budget, RBI). Table 2.23 displays the buoyancy of important oen
tax revenue sources for Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to
2010-11 — 2014-15.
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Table 2.23: Buoyancy of Important Own Tax Revenue Sources

Items 1990-91 — | 1995-96 — | 2000-01 — | 2005-06 - | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2014-15
Sales Tax
Bihar 0.7 1.4 -0.3 1.0 1.0
BIMARU 0.9 1.6 1.7 1.1 1.1
All states 0.9 1.1 1.5 0.9 1.6
Stamps and Registration Fees
Bihar 2.5 0.8 0.5 1.2 1.2
BIMARU 1.4 1.1 2.1 0.9 1.3
All states 1.4 0.9 2.0 1.1 15
Taxes on Goods and Passengers
Bihar 0.8 9.6 6.0 1.7 2.3
BIMARU 0.5 1.0 3.0 14 1.2
All states 0.5 0.6 2.5 0.9 1.4
State Excise
Bihar 0.9 2.4 -1.0 2.0 1.3
BIMARU 1.0 1.2 0.8 1.2 1.2
All states 0.7 1.1 0.9 1.2 1.3
Taxes on Vehicles
Bihar 2.3 0.9 0.04 1.0 1.2
BIMARU 15 1.4 14 0.8 11
All states 1.0 1.2 1.3 0.8 1.5
Land Revenue
Bihar 0.8 0.9 0.2 0.8 0.9
BIMARU -0.2 1.0 1.2 2.4 0.8
All states 1.1 -0.05 2.1 1.0 1.2
Taxes & Duties on Electricity
Bihar 2.1 1.6 -4.0 4.3 2.7
BIMARU 0.6 1.2 2.1 1.2 1.0
All states 1.1 0.8 1.6 0.7 1.6
Own Tax Revenue
Bihar 1.1 1.4 -0.05 1.2 1.1
BIMARU 0.9 1.2 1.6 1.1 1.1
All states 0.9 1.0 1.4 1.0 15

Source: Computation from State Finances: A study of Budget, RBI and CSO

2 (13

“Taxes on goods and passengers”, “state excise” and “taxes and duties on electricity” have
been more buoyant than the own tax revenue receipt of the Bihar government. Buoyancy of
sale tax was 1.4 during the period 1995-96 — 1999-00 but fell to 1.0 during the phase 2010-11
—2014-15. Buoyancy of land revenue has always been less than 1 for Bihar. Buoyancy of own
tax revenue receipt of Bihar government decreased from 1.4 during the period 1995-96 — 1999-
00 to 1.1 during 2010-11 — 2014-15 because of the fall in the buoyancy of “sales tax”, “state

excise” and “taxes on goods and passengers” during the same period.

Table 2.24 presents the per capita tax revenue and its components for Bihar, BIMARU and all
states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.
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Table 2.24: Per Capita Tax Revenue and its components- Annual Average (Rs.)

Items 1990-91 1995-96 2000-01 2005-06 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16
1. Own Tax Revenue
Bihar 223 334 341 549 1570
BIMARU 272 459 753 1423 3155
All states 465 808 1331 2482 5275
2. Share in Central Taxes
Bihar 325 548 829 1562 3070
BIMARU 235 398 649 1437 2965
All states 224 386 572 1271 2532
3. Per Capita Tax revenue
Bihar 548 882 1170 2111 4640
BIMARU 507 856 1403 2860 6120
All states 689 1194 1903 3753 7806

Source: Calculation from State Finances: A Study of Budget, RBI

The Per capita tax revenue from own sources and per capita share in Central taxes were Rs.
1570 and Rs. 3070 respectively for present Bihar during the period 2010-11 — 2015-16 against
Rs. 223 and Rs. 325 respectively for former Bihar during 19901-91 — 1994-95. Per capita own
tax revenue of Bihar has always been lower while per capita share in central taxes for Bihar
has always been higher than that of BIMARU and all states which reflects the higher
dependency of Bihar government on Centre. The average ratio of per capita tax revenue from
own sources of Bihar to that of all states declined from 0.47 during the period 1990-91 — 1994-
95 to 0.29 during 2010-11 — 2015-16 and the average ratio of per capita tax revenue of Bihar
to that of all states fell from 0.79 to 0.59 during the same period. The per capita gap of own tax
revenue of all states with that of Bihar increased from Rs. 990 during the phase 2000-01 —
2004-05 to Rs. 3705 during 2010-11 — 2015-16. Chart 2.23 shows the per capita own tax
revenue of Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 —
2015-16 and Chart 2.24 shows the per capita tax revenue of Bihar, BIMARU and all states
during the same period. Fig. 2.6 displays the per capita gap of own tax revenue of all states
with that of Bihar during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.
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Chart 2.23: Per Capita Own Tax Revenue (Rupees)
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Fig. 2.6: Per capita gap of Own tax Revenue of All States with
that of Bihar (Rupees)
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Table 2.25 presents the per capita revenue from the components of own tax revenue for Bihar,
BIMARU and all states during the period 1990-91-1994-95 to 2010-11-2015-16. The data
indicates that the average per capita of tax revenue from own sources of Bihar has always been
lower than that of BIMARU states and all states.

Table 2.25: Per Capita Revenue from the Components of Own Tax Revenue- Annual Average
(Rs.)

Items 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16

1. Taxes on Income

Bihar 0 0 0 0 3

BIMARU 0 3 6 6 9

All states 7 13 22 28 39

2. Taxes on Property and Capital Transactions

Bihar 28 38 51 77 228

BIMARU 31 52 90 188 407

All states 45 83 146 331 666

3. Taxes on Commodities and Services

Bihar 195 296 290 472 1339

BIMARU 241 404 657 1231 2740

All states 412 712 1162 2122 4570

Source: Calculation from State Finances: A study of Budget, RBI

For erstwhile Bihar, per capita tax revenue from own sources was Rs. 223 in the initial phase
which increased to Rs. 334 in the next phase. After the division of Bihar, it was Rs. 341 during
the period 2000-01 — 2004-05 and significantly increased to Rs. 1570 in the last phase. In case
of BIMARU states, it was Rs. 272 in the initial phase which grew over the period and increased
to Rs. 3155 in the last phase. At all states level, it has also increased significantly from Rs. 465
in the initial phase to Rs. 5275 in the last phase. The data also indicates that there has been
profound increase in per capita tax revenue from own sources for Bihar, BIMARU and all
states during the period 2010-11 — 2015-16. It is on account of significant improvement in per
capita revenue receipt from the “taxes on commodities and services” and “taxes on property

and capital transactions” both during this period.

Per capita receipt from the tax on property and capital transactions has also shown
improvement over the period while per capita taxes on income has been negligible for Bihar,
BIMARU and all states.

Table 2.26 displays the correlation between per capita tax revenue from the own sources and
per capita GSDP for Bihar, BIMARU and all states. It shows the strong correlation between
them. However, for Bihar, it has been weaker during the period 2000-01 — 2004-05 but after
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that it became stronger. Due to strong correlation, the trend of per capita GSDP influences the

trend of per capita own tax revenue. Fig. 2.7 presents the trend of per capita GSDP while Fig.

2.8 shows the trend of per capita own tax revenue of Bihar, BIMARU and all states. Fig.2.7

presents that per capita GSDP for Bihar has always been lower than that of BIMARU and all

states which has been responsible for lower per capita own tax revenue for Bihar in comparison
to BIMARU and all states as displayed in Fig. 2.8.

Table 2.26: Correlation Between Per Capita Own Tax Revenue and Per Capita GSDP

Items 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 - | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2014-15
Bihar 0.9 0.8 0.7 1.0 1.0
BIMARU 1.0 1.0 1.0 1.0 1.0
All states 1.0 1.0 1.0 1.0 0.9
Source: Computation from State Finances: A study of Budget, RBI and CSO
Fig. 2.7: Per Capita GSDP (Rupees)
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Fig. 2.8: Per Capita Own Tax Revenue (Rupees)
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Table 2.27 shows the per capita revenue from the components of “taxes on property and capital
transactions” for Bihar, BIMARU and all states since 1990-91 — 1994-95 to 2010-11 — 2015-
16. Per capita receipt from “stamps and registration fees” has always been highest among the
per capita receipt from other components of “taxes on property and capital transactions”.

Table 2.27: Per capita Revenue from the Components of Taxes on Property and Capital
Transactions- Annual Average (Rs.)

Items 1990-91 - 1 1995-96 — | 2000-01 — | 2005-06 - | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16

1. Land revenue

Bihar 3 4 5 9 25

BIMARU 4 5 7 23 45

All states 8 12 18 34 68

2. Stamps and Registration fees

Bihar 25 34 46 68 203

BIMARU 26 47 82 163 352

All states 37 71 127 294 588

3. Urban Immovable Property Tax

Bihar 0 0 0 0 0

BIMARU 0 1 0 2 12

All states 0 1 1 3 9

Source: Calculation from State Finances: A study of Budget, RBI

Per capita receipt form “stamps and registration fees” was Rs. 25 for former Bihar during the
period 1990-91 — 1994-95 which climbed to Rs. 203 for present Bihar during 2010-11 — 2015-
16 but it has always been lower than that of BIMARU and all states. Per capita land revenue
was Rs. 25 for divided Bihar during the period 2010-11 — 2015-16 as against only Rs. 3 for
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undivided Bihar during 1990-91 — 1994-94 but it has also been always lower than that of
BIMARU and all states.

Table 2.28 displays the per capita revenue from the components of “taxes on commodities and
services” for Bihar, BIMARU and all states since 1990-91 — 1994-95 to 2010-11 — 2015-16.
Per capita “sales tax” revenue has always been highest and per capita revenue from “taxes on
goods and passengers” has significantly improved since 2005-06 — 2009-10 and exceeded the
per capita revenue from “state excise” and “taxes on vehicles” for Bihar.

Table 2.28: Per Capita Revenue from the Components of Taxes on Commodities and Services-
Annual Average (Rs.)

Items 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16

1. Sales tax

Bihar 148 219 205 269 727

BIMARU 146 233 420 820 1813

All states 274 480 806 1511 3292

2. State Excise

Bihar 20 34 31 61 232

BIMARU 51 85 117 201 488

All states 70 112 170 307 640

3. Taxes on Vehicles

Bihar 20 24 23 29 69

BIMARU 17 29 53 83 171

All states 25 48 80 131 275

4, Taxes on Goods and Passengers

Bihar 1 7 25 106 292

BIMARU 9 14 28 69 149

All states 15 19 35 66 132

5. Taxes and Duties on Electricity

Bihar 4 8 3 6 15

BIMARU 14 22 33 51 105

All states 19 32 51 81 179

6. Entertainment Tax

Bihar 2 3 2 1 4

BIMARU 2 5 4 3 11

All states 5 7 8 8 16

7. Other Taxes and Duties

Bihar 1 1 0 0 1

BIMARU 2 15 3 2 3

All states 4 15 12 18 35

Source: Calculation from State Finances: A study of Budget, RBI

The per capita receipt from “sales tax™ was Rs. 727 for present Bihar during the period 2010-
11 — 2015-16 against Rs. 148 during 1990-91 — 1994-95 for former Bihar while per capita
receipt from “state excise” climbed from Rs. 20 during 1990-91 — 1994-95 to Rs. 232 during

the period 2010-11 — 2015-16. Per capita revenue from “taxes on goods and passengers” for
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present Bihar was Rs. 292 during the phase 2010-11 — 2015-16 against only re. 1 for erstwhile
Bihar during 1990-91 — 1994-95 while per capita revenue from “taxes on vehicles” improved
from Rs. 20 during the period 1990-91 — 1994-5 to Rs. 292 during 2010-11 — 2015-16. Per
capita receipt from “taxes and duties on electricity” and “entertainment tax” has been negligible
for Bihar. The data also indicates that per capita revenue from all the components of taxes on
commodities and services for Bihar has always been lower than that of BIMARU and all states.
Chart 2.25 shows the per capita revenue from sales tax of Bihar, BIMARU and all states during
the period 1990-91 — 1994-95 to 2010-11 — 2015-16 and Chart 2.26 displays the per capita
revenue from state excise of Bihar, BIMARU and all states during the same period.

Chart 2.25: Per Capita Sales Tax (Rupees)
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Chart 2.26: Per Capita State Excise (Rupees)
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With the declining revenue from own resources and the implementation of prohibition policy
in 2016 which is adversely affecting the state own revenue source, Bihar’s dependency on
centre has increased over the time. As the revenue transferred from the centre and several relief
measures by the central government to the state governments has been linked with rule based
fiscal reform at state level on the recommendation of 12" Finance Commission, Bihar
legislation enacted FRBM act in 2006 to eliminate revenue deficit and maintain GFD at
targeted level. On the one hand, the contribution of revenue from Bihar government’s own
resources is shrinking and on the other hand, dependency on reform linked central transfers is
increasing, it is creating the strain on state expenditure which is detrimental to developmental

expenditure.
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Chapter 111: Own Non Tax Revenue Receipts: Overview of Trend, Composition and Pattern

“Non-tax revenue of the state government includes own non tax revenue and grants from the
centre. The own non tax revenues are classified in to interest receipts from loan and advances
to various government companies, public sector, quasi-commercial undertakings and other
bodies, dividends and profits from them, receipts from various services (general, social and
fiscal) and from economic services” (State Finances: A Study of Budget, RBI). Table 3.1
presents the composition of non-tax revenue for Bihar, BIMARU and all states since 1990-91
—1994-95 to 2010-11 — 2015-16.

Table 3.1: Composition of Non-Tax Revenue- Annual Average (Percent)

Items 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16
1. Own Non Tax Revenue
Bihar 40.2 45.2 22.1 12.3 9.3
BIMARU 41.4 48.0 42.1 38.3 39.3
All states 44.8 50.6 43.8 39.2 35.1
2. Grants from the Centre
Bihar 59.8 54.8 77.9 87.7 90.7
BIMARU 58.6 52.0 57.9 61.7 60.7
All states 55.2 49.4 56.2 60.8 64.9
Non-Tax Revenue
Bihar 100.0 100.0 100.0 100.0 100.0
BIMARU 100.0 100.0 100.0 100.0 100.0
All states 100.0 100.0 100.0 100.0 100.0

Source: Calculation from State Finances: A study of Budget, RBI

The contribution of “non-tax revenue” from own sources to non-tax revenue shows the sharp
decline for Bihar after its division. Its contribution came down from 40.2 percent during the
period 1990-91 — 1994-95 to 9.3 percent during 2010-11 — 2015-16. The reason for sharp fall
in the contribution of “own non tax revenue” to “non-tax revenue” of divided Bihar is the “large
part of mining and metallurgical industries went to Jharkhand, which was the important source
of own non tax revenue” (Economic Survey, Govt. of Bihar, 2006-07, pg. no. 54) and
consequently the contribution of grants from the centre to “non-tax revenue” of Bihar increased
over the period. The participation of grants from the centre in non-tax revenue climbed from
59.8 percent during the period 1990-91 — 1994-95 to 90.7 percent during 2010-11 — 2015-16.
Chart 3.1 displays the percentage contribution of “own non tax revenue” to “non-tax revenue”

of Bihar, BIMARU and all states during the period 1990-91 — 1994- 95 to 2010-11 — 2015-16
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and the percentage contribution of grants from the centre to “non-tax revenue” of Bihar,

BIMARU and all states during the same period has been presented in chart 3.2.

Chart 3.1: Own Non Tax revenue to Non-Tax Revenue
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Chart 3.2: Grants from the Centre To Non-Tax Revenue
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Analysis of Own Non Tax Revenue

Table 3.2 depicts the pattern of “own non tax revenue” of Bihar, BIMARU and all states during
the period 1990-91 — 1994-95 to 2010-11 — 2015-16. The Economic service has always been
the highest contributor to non-tax revenue from own sources, while in case of Bihar, it shows
the declining trend after its division. The contribution of interest receipts to “non-tax revenue”
gained importance since 2005 while the contribution of general services shows the wide
fluctuation over the period in case of Bihar. The participation of receipts from “social services”

in “own non tax revenue” has been lowest among the major components of own non tax
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revenue while its share shows improvement during the period 2000-01 — 2004-05 due to sharp

decline in the contribution of receipts from “economic services” to “own non tax revenue” of

Bihar.

Table 3.2: Composition of Own Non Tax revenue- Annual Average (Percent)

ltems 1990-91 - | 1995-96 - | 2000-01 - | 2005-06 - |2010-11 —|1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
Interest Receipts
Bihar 1.9 12.1 15.0 31.2 28.3 18.1
BIMARU 19.9 21.3 18.0 16.6 9.9 16.9
All states 30.7 30.7 25.3 18.4 17.6 24.3
General Services
Bihar 2.5 11.2 27.4 23.5 6.1 13.9
BIMARU 23.3 16.6 12.0 22.3 15.8 17.9
All states 20.1 25.0 23.7 28.5 17.4 22.8
Social Services
Bihar 3.7 7.9 15.8 9.5 5.0 8.2
BIMARU 5.8 7.2 9.7 11.3 17.2 10.5
All states 5.9 6.3 8.0 10.1 16.1 9.5
Economic Services
Bihar 91.8 67.7 41.7 35.8 60.4 59.5
BIMARU 50.8 54.2 59.0 48.7 55.8 53.8
All states 42.8 37.4 42.2 42.1 47.8 42.7
Others”
Bihar 0.0 1.1 0.0 0.0 0.3 0.3
BIMARU 0.2 0.7 1.3 1.2 1.3 0.9
All states 0.5 0.6 0.7 1.0 1.1 0.8
Total
Bihar 100.0 100.0 100.0 100.0 100.0 100.0
BIMARU 100.0 100.0 100.0 100.0 100.0 100.0
All states 100.0 100.0 100.0 100.0 100.0 100.0

Source: Calculation from State Finances: A study of Budget, RBI

Note: * includes dividends and profits and receipts from fiscal services
Before the bifurcation of Bihar, the participation of interest receipts to “own non tax revenue”
was 1.9 percent during the phase 1990-91 — 1994-95 and increased to 12.1 percent during the
period 1995-96 — 1999-00. After bifurcation, its relative share was 15.0 percent during the
period 2000-01 — 2004-05 which significantly increased to 31.2 percent in the next phase but
again declined to 28.3 percent in the last phase. In case of BIMARU states, its relative share
was 19.9 percent in the initial phase and increased to 21.3 percent during the period 1995-96 —
1999-00 due to decline in the relative share of general services but after that it continuously
declined over the period and reached to 9.9 percent in the last phase. At all states level, its share
was 30.7 percent initially which continuously declined to 17.6 percent in the last phase as

shown in Table 3.2. The percentage stake of interest receipts to “own non tax revenue” of
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Bihar, BIMARU and all states during the period 1990-91 — 1994- 95 to 2010-11 — 2015-16 has
been displayed in chart 3.3.

Chart 3.3: Interest Receipts to Own Non Tax Revenue (%)
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The rate of growth of interest receipts of Bihar, BIMARU and all states during the period 1990-
91 — 1994-95 to 2010-11 — 2015-16 has been displayed in table 3.3 below. The data indicates
that Bihar experienced negative rate of growth of interest receipts during the period 2000-01 —
2004-05 just after its division. The improvement in growth rate for Bihar, BIMARU and all
states during the period 2005-06 — 2009-10 is mainly from the “investment of surplus cash
balance in Cash Balance Investment Account” (Economic Survey, Govt. of Bihar, 2008-09,
pg. no. 271). In the last phase, its growth rate declined because interest income from surplus
cash balances came down. However, there was “higher collection of interest receipt in case of
Bihar, due to contra-adjustment of Rs 268 cr. on account of interest on loan given to the Bihar
State Electricity Board, against its outstanding dues payable by water resource department”
(Economic Survey, Govt. of Bihar, 2012-13, pg. no. 397). Fig. 3.1 shows the trend of growth
rate of interest receipts of Bihar, BIMARU and all states during the period 1990-91 — 1994- 95
to 2010-11 — 2015-16.

Table 3.3: Growth rate of Interest receipts- Annual Average

Items 1990-91 - |1995-96  —|2000-01  —|2005-06 - |2010-11  —
1994-95 1999-00 2004-05 2009-10 2015-16

Interest Receipts

Bihar | 87.4 | 80.5 | -1.3 | 52.1 | 32.7
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BIMARU 23.0 10.6 2.6 18.7 6.1
All states 32.1 12.3 0.6 12.9 4.6
Source: Calculation from State Finances: A study of Budget, RBI

Fig. 3.1: Growth Rate of Interest Receipts
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Table 3.2 indicates that the contribution of receipts from general services for Bihar before its
bifurcation was 2.5 percent initially and increased to 11.2 percent during the period 1995-96 —
1999-00. After its division, the relative share was 27.4 percent during the period 2000-01 —
2004-05 and decreased continuously over the period and reached to 6.1 percent in the last
phase. In case of BIMARU states, its relative share decreased continuously from 23.3 percent
in the initial phase to 12.0 percent during 2000-01 — 2004-05 but improved in the next phase
to 22.3 percent and again declined to 15.8 percent in the last phase. At all states level, its relative
share was 20.1 percent in the initial phase and decreased to 17.4 percent during the period
2010-11 — 2015-16 with alternatively increase and decrease in the intervening period. The
percentage contribution of receipts from “general services” to “own non tax revenue” of Bihar,
BIMARU and all states during the period 1990-91 — 1994- 95 to 2010-11 — 2015-16 has been
displayed in chart 3.4.
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Chart 3.4: Receipts from General Services to Own Non
Tax Revenue (%)
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Table 3.4 presents the growth rate of General services for Bihar, BIMARU and all states. Bihar
experienced impressive growth rate of general services during the period 1995-96 — 1999-00
and 2005-06 — 2009-10. The impressive growth rate of general services for Bihar during the
period 1995-96 — 1999-00 is due to “increase in the revenue from general services from Rs
20.7 cr. in 1996-97 to Rs 131.6 cr. 1997-98 under the debt relief from the centre on the basis
of recommendations of the Tenth Finance Commission” (State Finances A Study of Budget,
RBI, 2000-01). The significant growth during the period 2005-06 — 2009-10 is because of “debt
relief from the Central government on the recommendation of the Twelfth Finance
Commission under Miscellaneous General Service account. Bihar government received the
debt relief of rs. 385 cr. in 2008-09 for the earlier year of 2005-06 and Rs. 770 cr. received in
2009-10 for the combined relief of 2006-07 and 2007-08 (Economic Survey, Govt. of Bihar,
2010-11, pg. no. 417). In the last phase, the negative growth rate is due to “withdrawal of debt
relief which was available till 2009-10 and recovery of Rs. 384 cr. as the amount which was
sanctioned as a debt waiver in 2009-10 was found to be in excess” (Economic Survey, Govt.
of Bihar, 2012-13, pg. no. 360).

In case of BIMARU states, the rate of growth of receipts from general services was 19.6 percent
during the period 1990-91 — 1994-95 and decreased to 2.2 percent during the period 2000-01
— 2004-05 but significantly improved to 93.6 percent during the phase 2005-06 — 2009-10
because of debt relief and shows the drastic decline during the period 2010-11 — 2015-16

because of withdrawal of debt relief which was available till 2009-10.

At all states level, the general services registered growth rate 50 percent in the initial phase
but experienced negative growth rate of 1.7 percent during 1995-96 — 1999-00 is because of
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“discontinuation of lottery system by many states” (State Finances: A Study of Budget, RBI,
1996-97). Its growth rate improved to 19.8 percent during 2005-06 — 2009-10 because of “debt
relief to states by Central government on the Twelfth Finance Commission’s recommendation
but again declined to 7.5 percent in the last phase with the withdrawal of debt relief scheme”
(State Finances: A Study of Budget, RBI, 2010-11). Fig. 3.2 displays the rate of growth of
receipts from general services of Bihar, BIMARU and all states during 1990-91 — 1994- 95 to
2010-11 — 2015-16.

Table 3.4: Growth rate of receipts from General services- Annual Average

Items 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16

General Services

Bihar 25.4 112.9 1.8 153.3 -76.6

BIMARU 19.6 9.7 2.2 93.6 1.3

All states 50.0 -1.7 13.7 19.8 7.5

Source: Calculation from State Finances: A study of Budget, RBI

Fig. 3.2: Growth Rate of receipt from General Services
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“State government receives revenue from imposing user charges on different social services.
Social services consists of education (includes sports, art and culture), medical and public
health, employment, social security and welfare, water supply, urban development etc.” (State
Finances: A Study of Budget, RBI). The contribution of receipts from “social service” for Bihar
before its bifurcation was 3.7 percent initially and increased to 7.9 percent during the period
1995-96 — 1999-00 as shown in table 3.2. Its relative share was 15.8 percent during the phase

just after the division of Bihar and after that it experienced continuous decline over the period
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and reached to 5.0 percent in the last phase. In case of BIMARU states, its relative share was
5.8 percent in the initial phase which shows the continuous increase over the period and
achieved to 17.2 percent during the period 2010-11 — 2015-16. At all states level, its relative
share of has continuously improved from 5.9 percent during the phase 1990-91 — 1994-95 to
16.1 percent during the period 2010-11 — 2015-16. Chart 3.5 shows the percentage participation
of receipts from “social services” to “own non tax revenue” of Bihar, BIMARU and all states

during the period 1990-91 — 1994- 95 to 2010-11 — 2015-16.

Chart 3.5: Receipts from Social services to Own Non Tax
Revenue (%)
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The growth rate of receipts from social services for Bihar, BIMARU and all states has been
presented in table 3.5 below. In case of Bihar, it shows the declining trend after its separation.
The significant improvement in growth rate during the period 1995-96 — 1999-00 is due to
increase in the revenue from social services (particularly due in increase in the revenue from
“education, sports art and culture”) from Rs. 24 cr. in in 1996-97 to Rs. 92 cr. in 1997-98. The
growth rate of social services for BIMARU states has improved from 10.4 percent in the initial
phase to 24.9 percent in the last phase with alternatively increase and decrease in the
intervening period. The data also indicates that the growth rate of social services at all states
level, has also improved from 13.6 percent in the initial phase to 23.0 percent during the period
2010-11 — 2015-16. Fig. 3.3 shows the growth rate of receipts from social services of Bihar,
BIMARU and all states during the period 1990-91 — 1994- 95 to 2010-11 — 2015-16.

Table 3.5: Growth rate of Social Services- Annual Average
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1990-91 - 1995-96 — 2000-01 - 2005-06 — 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16
Bihar 8.6 42.0 10.2 8.5 20.8
BIMARU 10.4 18.4 12.6 29.3 24.9
All states 13.6 18.8 10.2 21.9 23.0

Source: Calculation from State Finances: A study of Budget, RBI

Fig. 3.3: Growth Rate of Receipts from Social services
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The contribution of receipts from economic services of Bihar before its bifurcation was 91.8
percent in the initial phase which decreased to 67.7 percent during 1995-96 — 1999-00 as
presented in table 3.2. After the division of Bihar, its relative share was 41.7 percent during the
period 2000-01 — 2004-05 which declined to 35.8 percent in the next phase but again improved
to 60.4 percent in the last phase due to decrease in the relative share of general services. Table
3.6 displays that if Bihar and Jharkhand were not separated, the relative share of economic
services would have been improved from 67.7 percent during the period 1995-96 — 1999-00 to
71.4 percent during the phase 2000-01 — 2004-05. In case of BIMARU states, its relative share
was 50.8 percent initially which continuously increased to 59.0 percent during the period 2000-
01 — 2004-05 but fell to 48.7 percent during 2005-06 — 2009-10 and again rose to 55.8 percent
during the phase 2010-11 — 2015-16. At all states level, its relative share was 42.8 percent
initial phase which improved to 47.8 percent in the last phase with alternatively increase and
decrease in the intervening period as shown in table 2.2. Chart 3.6 displays the percentage
contribution of receipts from “economic services” to “own non tax revenue” of Bihar,

BIMARU and all states during the period 1990-91 — 1994- 95 to 2010-11 — 2015-16.
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Table 3.6: Share of Economic Services to Own Non Tax Revenue (Bihar & Jharkhand)-

Annual Average (Percent)

Item 1990-91 - | 1995-96 —|2000-01 - |2005-06 - |?2010-11 —|1990-91 -

1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
Economic | 91.8 67.7 71.4 72.1 80.5 76.9
Services

Source: Calculation from State Finances: A study of Budget, RBI

Chart 3.6: Receipts from Economic Services to Own Non
Tax Revenue (%)
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The average growth rate of receipts from economic services of Bihar, BIMARU and all states
have been displayed in table 3.7 below. The undivided Bihar registered the whopping growth
rate of economic services during the phase 1995-96 — 1999-00 due to steep fall in the receipts
from economic services from rs. 903.3 cr. in 1996-97 to rs. 78.1 cr. in 1997-98 and again
improved to rs. 829.1 cr. in 1998-99. After the division of Bihar, it experienced negative growth
of 22.2 percent during 2000-01 — 2004-05 but after that it improved to 17.2 percent in the last
phase. Table 3.8 indicates that if Bihar were not divided then the growth rate of revenue from
economic services would have been 15.9 percent. In case of BIMARU states, its growth rate
was 17.6 percent in the initial phase which declined to 14.9 percent during the period 2010-11
—2015-16 with alternatively decrease and increase in the intervening period as shown in table
2.7. At all states level, its growth rate was 17.0 percent in the initial phase which improved to
14.6 percent during the period 2000-01 — 2004-05 but after that it started to decline and reached
to 10.0 percent in the last phase. Fig. 3.4 shows the growth rate of receipts from economic
services of Bihar, BIMARU and all states during the period 1990-91 — 1994- 95 to 2010-11 —
2015-16.
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Table 3.7: Growth rate of Receipts from Economic Services- Annual Average

Item 1990-91 - 1995-96 — 2000-01 - 2005-06 — 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16

Bihar 8.7 183.5 -22.2 25.4 17.2

BIMARU 17.6 10.2 16.5 12.9 14.9

All states 17.0 9.1 14.6 12.0 10.0

Source: Calculation from State Finances: A study of Budget, RBI

Table 3.8: Growth rate of Receipts from Economic Services (Bihar & Jharkhand)-
Annual Average

Item 1990-91 - 1995-96 — 2000-01 — 2005-06 — 2010-11 -

1994-95 1999-00 2004-05 2009-10 2015-16
Economic 8.7 183.5 15.9 18.8 12.9
Services

Source: Calculation from State Finances: A study of Budget, RBI

Fig. 3.4: Growth Rate of Receipts from Economic

Services

200.0
150.0
100.0
50.0

N

0.0 4 \/
© o S Q ©
-50.0 > o > o o
& § RS S§ >
N N A A>
N & N o N
2 9 Q N N
o & § K% oS
N N > 2 o
e Bihar BIMARU All states

Table 3.9 provides the information about the share of the receipts from the components of
social services to own non tax revenue for Bihar, BIMARU and all states since 1990-91 — 1994-
95 to 2010-11 — 2015-16.

Table 3.9: Share of the Receipts from the Components of Social Services to Own Non Tax
revenue- Annual Average (Percent)

ltems 1990-91 -] 1995-96 - | 2000-01 2005-06 - | 2010-11 - 1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

Education, Sports, Art and Culture

Bihar 0.7 3.5 3.9 3.7 1.4 2.6

BIMARU 1.4 2.1 3.9 7.2 13.6 6.0

All states 1.6 1.6 2.5 3.8 8.9 3.9

Medical and Public Health
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Bihar 1.3 1.4 47 2.5 2.3 2.4
BIMARU 1.1 11 1.3 1.3 0.8 1.1
All states 1.8 1.6 1.7 1.3 1.7 1.6
Others”

Bihar 1.7 3.0 7.2 3.2 1.3 3.2
BIMARU 3.3 3.9 4.6 2.8 2.9 3.5
All states 2.5 3.2 3.8 5.0 55 4.1

Source: Calculation from State Finances: A study of Budget, RBI

Note: * includes “housing”, “urban development”, “social security and welfare”, “labour and employment”, “water supply
and sanitation” etc.

The relative share of revenue from education etc. was 0.7 percent for erstwhile Bihar in the
initial phase which significantly improved to 3.5 per cent during 1995-96 — 1999-00. After the
bifurcation of Bihar, its relative share was 3.9 per cent during 2000-01 — 2004-05 which
continuously declined over the period and reached to 1.4 per cent in the last phase. In case of
BIMARU states, the relative share has continuously improved from 1.4 percent in the initial
phase to 13.6 per cent during the period 2010-11 — 2015-16. At all states level, it also shows
the significant increase from 1.6 percent in the initial phase to 8.9 per cent during the period
2010-11 — 2015-16. The percentage contribution of receipts from “education, sports, art and
culture” to “own non tax revenue” of Bihar, BIMARU and all states during the period 1990-91
—1994- 95 to 2010-11 — 2015-16 has been presented in chart 3.7.

Chart 3.7: Receipts from Education, Sports,Art and Culture to
Own Non Tax Revenue (%)
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The growth rate of revenue from education etc. has been presented in table 3.10 below.
Erstwhile Bihar registered impressive growth rate of 293.9 percent during the period 1995-96
—1999-00 due to rise in receipts from Rs. 3.2 cr. in 1996-97 to Rs. 56.6 cr. in 1997-98. The
divided Bihar experienced the whopping growth rate of 312.4 percent during the phase 2000-
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01 — 2004-05 due to improvement in the revenue from Rs.4 cr. in 2002-03 to Rs. 58.3 cr. in
2003-04 and after that its growth rate declined to 63.3 percent in the last phase. For BIMARU
states, its growth rate increased continuously from 9.5 percent in the initial phase to 43.8 per
cent during the period 2005-06 — 2009-10 but decreased to 27.5 percent in the last phase. The
data also indicates that, at all states level, its growth rate improved from 8.0 percent in the
initial phase to 25.0 percent during the period 2010-11 — 2015- 16 with alternatively increase

and decrease in the intervening period.

Table 3.10: Growth rate of revenue from Education, Sports, Art and Culture- Annual
Average

1990-91 - 1995-96 — 2000-01 - 2005-06 — 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16
Bihar 0.9 293.9 312.4 58.2 63.3
BIMARU 9.5 271.7 31.0 43.8 275
All states 8.0 23.9 15.9 31.9 25.0

Source: Calculation from State Finances: A study of Budget, RBI

The contribution of receipts from “medical and public health” to non-tax revenue from own
sources of Bihar before its bifurcation was 1.3 percent during the phase 1990-91 — 1994-95 and
marginally improved to 1.4 percent during the period 1995-96 — 1999-00. After the bifurcation
of Bihar, its contribution continuously decreased from 4.7 percent during 2000-01 — 2004-05
to 2.3 percent during 2010-11 — 2015-16 as presented in the table 3.9. In case of BIMARU
states, its contribution improved from 1.1 percent in the initial phase to 1.3 percent during the
period 2005-06 — 2009-10 but again decreased to 0.8 percent in the last phase. At all states
level, its share marginally decrease from 1.8 percent in the initial phase to 1.7 percent during
the phase 2010-11 — 2015-16 with alternatively decrease and increase in the intervening period.
Chart 3.8 shows the percentage share of receipts from “medical and public health” to “own non
tax revenue” of Bihar, BIMARU and all states during the period 1990-91 — 1994- 95 to 2010-
11 - 2015-16.
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Chart 3.8: Receipts from Medical and Public Health to Own
Non Tax revenue (%)
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The growth rate of revenue from medical and public health has been depicted in table 3.11
below. For erstwhile Bihar, its growth rate improved from 9.9 percent in the initial phase to
14.2 percent during the period 1995-96 — 1999-00. After the bifurcation of Bihar, it registered
the negative rate of growth of 3.8 percent during the phase 2000-01 — 2004-05 because of
continuous fall in the revenue from medical and public health from Rs. 27 cr. in 2001-02 to Rs.
12.6 cr. in 2004-05 but shows the impressive growth rate of 24 percent in the last phase. In
case of BIMARU states, its growth rate improved from 7.6 percent in the initial phase to 20.4
percent in the last phase with alternatively increase and decrease in the intervening period as
presented in table 3.11. At all states level, its growth rate declined from 12.6 percent in the
initial phase to 9.3 percent during the period 2005-06 — 1009-10 but shows the significant
improvement of 21.8 percent growth rate in the last phase.

Table 3.11: Growth rate of revenue from Medical and Public Health- Annual Average

1990-91 - 1995-96 — 2000-01 — 2005-06 — 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16
Bihar 9.9 14.2 -3.8 3.8 24.0
BIMARU 7.6 15.7 49 57.6 20.4
All states 12.6 13.0 9.8 9.3 21.8

Source: Calculation from State Finances: A study of Budget, RBI

Table 3.9 also provides the information about the contribution of revenue from other sources
(include “labour and employment”, “social security and welfare”, “water supply and
sanitation”, “housing”, *
Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16. In
case of erstwhile Bihar, its share improved from 1.7 percent during the phase 1990-91 — 1994-

95 to 3.0 percent during 1995-96 — 199-00. After the division of Bihar, its share was 7.2 percent

urban development” etc.) to non-tax revenue from own sources of
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during the phase 2000-01 — 2004-05 which continuously decreased to 1.3 percent in the last

phase. For BIMARU states, its contribution climbed from 3.3 percent during the phase 1990-
91 — 1994-95 to 4.6 percent during 2000-01 — 2004-05 but declined to 2.9 percent in the last
phase. At all states level, its share has continuously rose from 2.5 percent during the phase
1990-91 — 1994-95 to 5.5 percent during 2010-11 — 2015-16.

Table 3.12 provides the information about the contribution of the receipts from the components

of economic services to non-tax revenue from own sources of Bihar, BIMARU and all states
during the period 1990-91 — 1994-95 to 2010-11 — 2015-16. Among the components of

economic services, industries have been the highest contributor to own non tax revenue.

Table 3.12: Share of the Receipts from the Components of Economic Services to Own
Non Tax revenue- Annual Average (Percent)

ltems 1990-91 - 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 — 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

Forestry and Wildlife

Bihar 9.1 1.7 3.7 1.0 1.3 3.3
BIMARU 16.0 11.3 8.7 6.5 3.9 9.0
All states 9.9 6.7 5.0 3.8 3.3 5.6
Major and Medium Irrigation Projects

Bihar 15 45 5.7 1.9 1.6 3.0
BIMARU 2.7 2.7 3.8 2.7 2.8 2.9
All states 2.3 1.8 2.4 2.5 3.3 2.5
Power

Bihar 0.0 0.1 0.1 0.0 0.0 0.05
BIMARU 0.6 1.3 4.6 3.0 1.8 2.2
All states 1.9 2.4 4.4 6.1 49 4.0
Petroleum

Bihar 0.0 0.0 0.0 0.0 0.0 0.0
BIMARU 0.0 0.01 0.04 0.1 7.5 1.8
All states 1.9 1.2 1.6 2.1 4.6 2.4
Industries

Bihar 77.3 57.2 22.5 25.0 47.6 46.0
BIMARU 26.6 32.7 34.9 32.4 35.7 32.6
All states 14.7 15.2 17.1 19.1 24.4 18.4
Road Transport

Bihar 0.0 0.8 0.02 0.007 0.01 0.2
BIMARU 0.003 0.2 0.8 0.03 0.01 0.2
All states 2.5 2.2 2.2 1.2 1.1 1.8
Others”

Bihar 3.9 3.3 9.8 7.8 9.9 7.0
BIMARU 5.0 6.1 6.3 4.0 4.1 5.1
All states 9.7 8.1 9.5 7.4 6.3 8.1

Source: Calculation from State Finances: A study of Budget, RBI

Note: * includes “crop husbandry”, “animal husbandry”, “fisheries”, “plantations”, “ports”, “tourism”, “co-operation”,

“village and small industries” etc.
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“The most important source of revenue from industries is the royalty from mines and minerals.
In Bihar mining is is governed by Bihar Minor Mineral Concession Rules, 1972 and Mineral
Concession rules, 1960 which was framed under the Mines and Minerals (Regulation and
Development) Act, 1957 (Economic Survey, Govt. of Bihar, 2013-14, pg. no. 370). “Though
undivided Bihar possessed nearly 25 percent of the total minerals deposits in the country, after
bifurcation the state is left with only 1 percent of total deposits. Only two minerals, viz.,
limestones and pyrite are found in sufficient quantity in present Bihar” (Economic Survey,
Govt. of Bihar, 2006-07, pg. no. 54). Table 3.12 presents that the relative share of revenue from
industries for undivided Bihar was 77.3 percent and decreased to 57.2 percent during the period
1995-96 — 1999-00 because of fall in the receipts from Rs. 820 cr. in 1996-97 to Rs. 0.3 cr. in
1997-98. After the bifurcation of Bihar, its relative share was 22.5 percent during the period
2005-06 — 2009-10 and improved to 47.6 percent in the last phase. The data also shows that
the contribution of industries to own non tax revenue for erstwhile Bihar has always been
higher than that of BIMARU and all states. If Bihar and Jharkhand were together, the share of
industries to own non tax revenue would have been 62.0 percent during the phase 2000-01 —
2004-05 as presented in table 3.13 below. For BIMARU states, its share has continuously
increased from 26.6 percent in the initial phase to 35.7 percent in the last phase except the
period 2005-06- 2009-10 during which it shows marginal decline as shown in table 3.12. At all
states level, its share shows the continuous improvement from 14.7 percent in the initial phase
to 24.4 percent during the period 2010-11- 2015-16. Chart 3.9 shows the percentage share of
receipts from industries to “own non tax revenue” of Bihar, BIMARU and all states during the

period 1990-91 — 1994- 95 to 2010-11 — 2015-16.

Table 3.13: Share of revenue from Industries to Own Non Tax revenue (Bihar &
Jharkhand)- Annual Average (Percent)

1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11- | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
Industries | 77.3 57.2 62.0 63.8 72.2 66.7

Source: Calculation from State Finances: A study of Budget, RBI
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Chart 3.9: Receipts from Industries to Own Non Tax
Revenue (%)
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The growth rate of revenue from industries has been depicted in table 3.14 below. It registered
the whopping growth rate of 49407 percent during the period 1995-96 — 1999-00 for undivided
Bihar, due to increase in the revenue from Rs. 0.3 cr. in 1997-98 to Rs. 741.5 cr. in 1998-99.
Bihar experienced negative growth rate of 20.3 percent during the phase just after its
bifurcation but improved in the later phase. If Bihar and Jharkhand were not separated its
growth rate would have been 21.5 percent during the phase 2000-01 — 2004-05 as presented in
table 3.14. In case of BIMARU states, its growth rate continuously declined from 22.2 percent
in the initial phase to 9.6 percent during the period 2000-01 — 2004-05 but shows the
improvement in the later phase. The data also indicates that at all states, its growth rate
significantly declined from 26.6 percent in the initial phase to 9.2 percent in the next phase
after that it started to improve and reached to percent during the period 2005-06 — 2009-10 but

again decreased to 13.1 percent in the last phase.

Table 3.14: Growth rate of revenue from Industries- Annual Average

1990-91 - 1995-96 — 2000-01 - 2005-06 — 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16
Bihar 9.4 49407.0 -20.3 35.3 20.4
Bihar & 215 17.4 14.5
Jharkhand
BIMARU 22.2 12.1 9.6 18.5 16.1
All states 26.6 9.2 12.4 17.8 13.1

Source: Calculation from State Finances: A study of Budget, RBI

“The division of state pushed present Bihar into still lower level of industrialisation. In terms
of value added, the share of divided Bihar was only 17.9 percent as against 82.1 percent of
Jharkhand during 2002-03. With nearly all the minerals remaining with Jharkhand, the
contribution of mining and manufacturing sector to GSDP has dropped” (Economic Survey,
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Govt. of Bihar, 2009-10, pg. no. 71). As is revealed from the table 3.16, the contribution of

mining and manufacturing sector to GSDP decreased considerably after bifurcation of the state.

Table 3.15: Industrial Units in Bihar and Jharkhand (2002-03)

Characteristics Bihar Jharkhand Total

No. of Units 1388 (50.2) 1376 (49.8) 2764 (100.0)
Net Value Added 125090 (17.9) 572580 (82.1) 697670 (100.0)
(Rs. Lakh)

Source: Economic Survey: 2006-07, Government of Bihar, Finance Department,

Table 3.16: Contribution of Mining and Manufacturing sector to GSDP of Bihar
(percent)

Sectors 1999-00 2004-05 2008-09
i. Mining 0.19 0.07 0.08
ii. Manufacturing 7.20 5.34 4.69

Source: Economic Survey, Government of Bihar, Finance Department, various rounds

Table 3.12 also reveals that the share of “forestry and wildlife” to “own non tax revenue” for
undivided Bihar decreased from 9.1 percent in the initial phase to 1.7 percent during the period
1995-96 — 1999-00. After the division of Bihar, its share was 3.7 percent during the period
2000-01 — 2004-05 which declined to 1.3 percent in the last phase. In case of BIMARU states,
its contribution continuously fell from 16.0 percent in the initial phase to 3.9 percent in the last
phase. At all states, its share also shows the significant fall from 9.9 per cent in the initial phase
to 3.3 per cent during 2010-11 -2015-16. Chart 3.10 shows the percentage share of receipts
from forestry and wildlife to own non tax revenue of Bihar, BIMARU and all states during the
period 1990-91 — 1994- 95 to 2010-11 — 2015-16.
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Chart 3.10: Receipts from Forestry and Wildlife to Own Non
Tax Revenue (%)
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The growth rate of revenue from forestry and wildlife can be observed from table 3.17 below.
For erstwhile Bihar, its growth rate was 4.0 percent in the initial phase but experienced the
negative growth of 5.8 per cent during 1995-96 — 1999-00. After the bifurcation of Bihar, its
growth rate was 32.9 percent during the phase 2000-01 — 2004-05 which significantly fell to
0.6 percent in the next phase but shows the improvement of 28.7 percent in the last phase. In
case of BIMARU states, its growth rate was 6.1 percent in the initial phase but experienced the
negative rate of growth of 4.8 percent in the next phase after that it started to improve and
reached to 10.6 percent during the period 2005-06 — 2009-10 and again declined to 7.0 percent
in the last phase. At all states, it has continuously decreased from 9.8 percent in the initial phase
to 3.6 percent during the period 2000-01 — 2004-05 but improved to 6.4 percent in the last

phase.

Table 3.17: Growth rate of revenue from Forestry and Wildlife- Annual Average

1990-91 - 1995-96 — 2000-01 — 2005-06 — 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16
Bihar 4.0 -5.8 32.9 0.6 28.7
BIMARU 6.1 -4.8 10.3 10.6 7.0
All states 9.8 5.6 3.6 8.2 6.4

Source: Calculation from State Finances: A study of Budget, RBI

The contribution of revenue from irrigation projects to non-tax revenue from own sources of
Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16 can
be observed in table 3.12. Its share for erstwhile Bihar was 1.5 percent in the initial phase which
increased to 4.5 percent during the period 1995-96 — 1999-00. After the division of Bihar, its
share was 5.7 percent during the phase 2005-06 — 2009-10 which continuously decreased to
1.6 percent in the last phase. In case of BIMARU states, its share has been almost stagnant at
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2.7 percent except the period 2000-01 — 2004-05 where it shows improvement.. At all states
level, its share was 2.3 percent in the initial phase which decreased to 1.8 percent during the
period 1995-96 — 1999-00 after that it started to improve and reached to 3.3 percent in the last
phase. Chart 3.11 shows the percentage share of receipts from major and medium irrigation
projects to own non tax revenue of Bihar, BIMARU and all states during the period 1990-91 —
1994- 95 to 2010-11 — 2015-16.

Chart 3.11: Receipts from Major and Medium Irrigation
Projects to Own Non Tax Revenue (%)
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The growth rate of revenue from irrigation projects for Bihar, BIMARU and all states has been
presented in table 3.18 below. In case of undivided Bihar, its growth rate was 25.6 percent in
the initial phase which improved to 27.5 percent during the period 1995-96 — 1999-00. The
present Bihar experienced the negative growth rate of 3.4 percent during 2000-01 -2004-05 but
improved to 7.9 percent in the last phase. For BIMARU states, its growth rate declined from
27.7 percent in the initial phase to 22.2 percent in the last phase with alternatively decrease and
increase in the intervening period. At all states level, its growth rate also came down from 22.6
percent during the phase 1990-91 — 1994-95 to 20.1 percent during 2010-11 — 2015-16 with

alternatively decrease and increase in the intervening period.

Table 3.18: Growth rate of revenue from Major and Medium Irrigation Projects-
Annual Average

1990-91 - 1995-96 — 2000-01 — 2005-06 — 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16
Bihar 25.6 27.5 -3.4 0.1 7.9
BIMARU 271.7 8.2 28.6 10.6 22.2
All states 22.6 1.9 25.3 14.2 20.1

89



Source: Calculation from State Finances: A study of Budget, RBI

The contribution of revenue from power project to non-tax revenue from own sources has been
negligible for Bihar as can be seen in table 3.12. In case of BIMARU states, its share was 0.6
percent during the phase 1990-91 -1994-95 and gradually improved to 4.6 percent during 2000-
01 — 2004-05 but after that it started to fall and reached to 1.8 percent in the last phase. The
data also revealed that at all states level, its share shows the continuous improvement from 1.9
percent in the initial phase to 6.1 percent during the period 2005-06 — 2009-10 but declined to
4.9 percent in the last phase. Chart 3.12 shows the percentage share of receipts from power
sector to own non tax revenue of Bihar, BIMARU and all states during the period 1990-91 —
1994- 95 to 2010-11 — 2015-16.

Chart 3.12: Receipts from Power Sector to Own Non Tax
Revenue (%)
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In case of Bihar, revenue from petroleum doesn’t contribute to “own non tax revenue” as
displayed in table 3.12. For BIMARU states, its share significantly improved from 0.01 percent
initially to 7.5 percent during the period 2010-11 — 2015-16. At all states level, its share has
also improved from 1.9 percent in the initial phase to 4.6 percent during the period 2010-11 —
2015-16.

Table 3.12 also reveals that the share of revenue from road transport to own non tax revenue
has been negligible for Bihar and BIMARU states while at all states level, its contribution
decreased from 2.5 percent during the phase 1990-91 — 1994-95 to 1.1 percent during 2010-11
— 2015-16.
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The share of others, which include crop husbandry, animal husbandry, fisheries, co-operation,
agricultural programmes, tourism etc., to non-tax revenue from own sources of Bihar,
BIMARU and all states can be observed in table 3.12. In case of Former Bihar, its share was
3.9 percent in the initial phase and decreased to 3.3 percent during the period 1995-96 — 1999-
00. After the division of Bihar, its share was 9.8 percent during the phase 2000-01 2004-05
which fell to 7.8 percent in the next phase but again improved in the last phase to 9.9 percent.
For BIMARU states, its share shows the improvement from 5.0 percent in the initial phase to
6.3 percent during the period 2000-01 — 2004-05 but after that it declined to 4.1 percent in the
last phase. At all states level, its share decreased from 9.7 percent in the initial phase to 6.3
percent during the period 2010-11 — 2015-16.

Analysis of Cost Recovery

“State government receives revenues from user charges imposed on different social and
economic services. It isargued that levying of user charges ensures that only those who benefit
from the service have to pay for it. If the public services are tax financed all taxpayers share
the burden of the providing the service irrespective of whether they benefit from it or not..
However, in the case of services characterised by externalities or merit goods like education
and health it is not only the direct consumers who benefit. So subsidised provision of these

services financed by taxation is justified” (Das-Gupta and Arindam, 2005).

“The ratio of non-tax revenue to non-plan revenue expenditure could be taken as a proxy
measure of the extent of cost recovery from these services. This ratio provides a rough measure
of the extent of recovery of the maintenance expenditure from various public services” (State
Finances: A study of Budget, RBI, 2004-05, pg. no. 22). Table 3.19 displays the cost recovery
of social services and the components education and health for Bihar, BIMARU and all states
since 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 3.19: Cost Recovery of Selected Social Services*- Annual Average (Percent)

ltems 1990-91 - | 1995-96 —|2000-01 - |2005-06 —|?2010-11 —|1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

Social Services

Bihar 15 1.6 1.6 1.0 0.6 1.2

BIMARU 2.9 2.8 3.3 51 8.7 4.6

All states 2.9 2.9 3.3 5.0 5.9 4.0

Education

Bihar 0.4 0.7 0.6 0.6 0.2 0.5

BIMARU 1.1 1.2 2.1 5.3 10.7 4.1

All states 1.2 11 1.6 2.9 5.1 2.4

Health
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Bihar 4.0 3.0 4.0 1.8 1.8 2.9

BIMARU 4.0 3.2 3.2 4.1 2.7 3.5

All states 6.1 5.2 5.5 4.9 4.8 5.3
Source: Calculation from State Finances: A study of Budget, RBI

*: Ratio of “Non-Tax Revenue” to “Non-Plan Revenue Expenditure”

The undivided Bihar could recover 1.5 percent of total non-plan revenue expenditure on social
services in the initial phase which marginally improved to 1.6 percent during the period 1995-
96 — 1999-00. After the division of Bihar, the cost recovery from social services was 1.6 percent
during the period 2000-01 — 2004-05 which significantly declined to 0.6 percent in the last
phase. In case of BIMARU states, it has significantly improved from 2.9 percent in the initial
phase to 8.7 percent during the period 2010-11 — 2015-16. At all states level, it has also shown
the improvement from 2.9 percent in the initial phase to 5.9 percent in the last phase. The data
also indicates that the cost recovery for social services of Bihar has always been lower than
that of BIMARU and all states. Fig. 3.5 shows the cost recovery of social services for Bihar,
BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Fig. 3.5: Cost recovery of Social services (%)
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Within social services, the cost recovery from education sector was 0.4 percent in the initial
phase for former Bihar which improved to 0.7 percent during the period 1995-96 — 1999-00.
The present Bihar could recover 0.6 percent of total non-plan revenue expenditure on education
sector during the period 2000-01 — 2004-05 which significantly declined to 0.2 percent in the
last phase as presented in table 3.19. The cost recovery on education of BIMARU states has
significantly increased from 1.1 percent in the initial phase to 10.7 percent in the last phase. At
all states level, it also shows the improvement from 1.2 percent in the initial phase to 5.1 percent

during the period 2010-11 0 2015-16. The cost recovery on education for Bihar has always
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been lower than that of BIMARU and all states. Fig. 3.6 shows the cost recovery of education
for Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Fig. 3.6: Cost recovery of Education (%)
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The undivided Bihar could recover 4.0 percent of total non-plan revenue expenditure on health
sector in the initial phase which decreased to 3.0 percent during the period 1995-96 — 1999-00.
After the bifurcation of Bihar, the cost recovery on health was 4.0 percent during the phase
2000-01 -2004-05 which drastically declined to 1.8 percent in the last phase as depicted in table
3.19. In case of BIMARU states, it was 4.0 percent in the initial phase which shows the
significant decline in the last phase to 2.7 percent. At all states level, the cost recovery on health
was 6.1 percent in the initial phase which also significantly decreased to 4.8 percent during the
period 2010-11 — 2015-16. Fig. 3.7 shows the cost recovery of health for Bihar, BIMARU and
all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.
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Fig. 3.7: Cost recovery of Health (%)
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Table 3.20 depicts the cost recovery of economic services and the components irrigation, power
and roads for Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11
— 2015-16.

Table 3.20: Cost Recovery of Selected Economic Services*-Annual Average (Percent)

ltems 1990-91 - | 1995-96 - | 2000-01 - | 2005-06 - |2010-11 —|1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

Economic Services

Bihar 81.2 62.1 15.2 10.0 10.2 35.8

BIMARU 48.2 43.9 39.3 425 49.1 44.6

All states 32.9 29.2 30.0 33.0 31.0 31.2

Irrigation

Bihar 9.3 16.7 7.4 2.7 1.9 7.6

BIMARU 9.3 7.9 11.7 12.4 16.3 11.5

All states 7.9 5.9 9.9 13.5 14.8 10.4

Power

Bihar 0.0 0.0 0.0 0.0 0.0 0.0

BIMARU 3.7 7.0 17.5 12.8 55 9.3

All states 16.1 10.8 11.4 16.4 10.7 13.1

Roads

Bihar 0.0 5.5 0.0 0.0 0.0 1.1

BIMARU 0.0 0.9 4.0 0.2 0.1 1.0

All states 15.0 15.1 17.5 7.5 6.0 12.2

Source: Calculation from State Finances: A study of Budget, RBI

*: Ratio of “Non-Tax revenue” to “Non-Plan Revenue Expenditure”

The former Bihar could recover 81.2 percent of total non-plan revenue expenditure on
economic services in the initial phase which decreased to 62.1 percent during the period 1995-
96 — 1999-00. After the division of Bihar, its cost recovery from economic services was 15.2

percent during the phase 2000-01 — 2004-05 which fell to 10.2 percent in the last phase. In case
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of BIMARU states, the cost recovery from economic services declined from 48.2 percent in
the initial phase to 39.3 percent during the period 2000-01 — 2004-05 but after that it started to
improve and achieved to 49.1 percent in the last phase. At all states level, it has improved from
32.9 percent in the initial phase to 33.0 percent during the phase 2005-06 — 2009-10 but again
fell to 31.0 percent in the last phase. The data also indicates that the cost recovery from
economic services for present Bihar has always been lower than that of BIMARU and all states.
Fig. 3.8 shows the cost recovery of economic services for Bihar, BIMARU and all states during
the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Fig. 3.8: Cost Recovery of Economic services (%)
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Within economic services, the cost recovery from irrigation sector for erstwhile Bihar
improved from 9.3 percent in the initial phase to 16.7 percent during the period 1995-96 —
1999-00. After the bifurcation of Bihar, the cost recovery was 7.4 percent during the phase
2000-01 — 2004-05 which drastically declined to 1.9 percent in the last phase as displayed in
table 3.20. The cost recovery from irrigation for BIMARU states shows the continuous increase
from 9.3 percent in the initial phase to 16.3 percent in the last except during the period 1995-
96 — 1999-00 where it shows decline. At all states level, it also shows the continuous
improvement from 7.9 percent in the initial phase to 14.8 percent in the last phase except during
the period 1995-96 — 1999-00 where it has declined. The data also indicates that the cost
recovery from irrigation for divided Bihar has always been lower than that of BIMARU and
all states. Fig. 3.9 shows the cost recovery of irrigation for Bihar, BIMARU and all states
during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.
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Fig. 3.9: Cost recovery of Irrigation (%)
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Table 3.20 also presents that the cost recovery from power sector for Bihar has been zero while
BIMARU states could recover 3.7 percent of total non-plan revenue expenditure on power
which increased to 17.5 percent during the period 2000-01 — 2004-05 but after that it
significantly declined to 5.5 percent in the last phase. At all states level, the cost recovery from
power sector marginally improved from 16.1 percent in the initial phase to 16.4 percent during
the period 2005-06 — 2009-10 but again fell to 10.7 percent in the last phase. Fig. 3.10 shows
the cost recovery of power sector for Bihar, BIMARU and all states during the period 1990-91
—1994-95 to 2010-11 — 2015-16.

Fig. 3.10: Cost recovery of Power (%)
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The former Bihar has been able to recover 5.5 percent of total revenue expenditure on revenue
account from roads during the period 1995-96 — 1999-00 only while the present Bihar has not
been able to recover from non-plan revenue expenditure on roads as depicted in table 3.20. In
case of BIMARU states, the cost recovery from roads was zero in the initial phase and have
been able to recover 0.9 percent of total non-plan revenue expenditure on roads during the
period 1995-96 — 1999-00 which declined to 0.1 percent in the last phase. At all states level, it
has improved from 15.0 percent in the initial phase to 17.5 percent during the phase 2000-01 —
2004-05 but after that it drastically decreased to 6.0 percent in the last phase. Fig. 3.11 shows
the cost recovery of roads for Bihar, BIMARU and all states during the period 1990-91 — 1994-
95 to 2010-11 — 2015-16.

Fig. 3.11: Cost recovery of Roads (%)
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Table 3.21 provides the information about own non tax revenue to GSDP ratio for Bihar,
BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 3.21: Own Non Tax revenue to GSDP- Annual Average (Percent)

Items 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2014-15

Own Non Tax Revenue

Bihar 1.8 1.4 0.6 0.7 0.4

BIMARU 2.1 1.6 1.4 1.8 2.0

All states 2.0 1.8 1.6 1.7 1.4
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Grants from the Centre

Bihar 2.7 1.8 2.5 49 4.1
BIMARU 2.9 1.8 2.0 2.9 3.0
All states 2.5 1.7 2.1 2.6 2.6
Non-Tax Revenue

Bihar 4.6 3.2 3.1 5.6 4.6
BIMARU 5.0 3.4 3.4 4.7 49
All states 4.5 3.5 3.8 4.3 4.0

Source: Computation from State Finances: A study of Budget, RBI, CSO

The contribution of non-tax revenue from own sources to GSDP of undivided Bihar was 1.8
percent during the phase 1990-91 — 1994-95 and came down to 1.4 percent during 1995-96 —
1999-00. After the division of Bihar, the ratio was 0.6 percent during the phase 2000-01 —
2004-05 and gradually declined to 0.4 percent in the last phase. In case of BIMARU states, it
decreased from 2.1 percent in the initial phase to 1.4 percent during the period 2000-01 — 2004-
05 after that it started to improve and achieved to 2.0 percent in the last phase. At all states
level, it has continuously decreased from 2.0 percent in the initial phase to 1.4 percent in the
last phase. The data also displays that the ratio of non-tax revenue from own sources to GSDP
of Bihar has always been lower than that of BIMARU and all states. The ratio of non-tax
revenue GDSP of Bihar improved from 3.1 percent during the period 2000-01 — 2004-05 to 4.6
percent during 2010-11 — 2014-15 due to “increase in the volume of grants from the centre to
states with the phase out of central loans since 2005-06 in pursuance of the recommendation
of 12 Finance Commission” (State Finances A Study of Budget, RBI). The percentage
contribution of non-tax revenue from own sources to GSDP of Bihar, BIMARU and all states
during the period 1990-91 — 1994-95 to 2010-11 — 2014-15 has been displayed in chart 3.13
and chart 3.14 presents the percentage contribution of non-tax revenue to GSDP of Bihar,

BIMARU and all states during the same period.
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Chart 3.14: Non-Tax Revenue to GSDP (%)
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Table 3.22: Components of Own Non Tax Revenue to GSDP- Annual Average (Percent)

Items 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2014-15

Interest Receipts

Bihar 0.04 0.2 0.1 0.2 0.1

BIMARU 0.4 0.3 0.3 0.3 0.2

All states 0.6 0.5 0.4 0.3 0.3

General Services

Bihar 0.05 0.1 0.2 0.2 0.02

BIMARU 0.5 0.3 0.2 0.4 0.3

All states 0.4 0.5 0.4 0.5 0.2

Social Services

Bihar | 0.07 | 0.07 | 0.1 | 0.1 | 0.02

99



BIMARU 0.1 0.1 0.1 0.2 0.3
All states 0.1 0.1 0.1 0.2 0.2
Economic Services

Bihar 1.7 1.1 0.3 0.2 0.3
BIMARU 1.1 0.9 0.9 0.9 1.1
All states 0.9 0.7 0.7 0.7 0.7
Others”

Bihar 0.0 0.0 0.0 0.0 0.0
BIMARU 0.003 0.01 0.02 0.02 0.03
All states 0.009 0.01 0.01 0.02 0.02

Source: Computation from State Finances: A study of Budget, RBI, CSO

Note: * includes “dividends and profits” and “fiscal services”.

Within own non tax revenue, the share of interest receipts to GSDP for former Bihar was 0.04

percent in the initial phase which improved to 0.2 percent during the period 1995-96 — 1999-

00 as shown in table 3.22. After the bifurcation of Bihar, its share was 0.1 percent during the

phase 2000-01 — 2004-05 which marginally improved to 0.2 percent in the next phase but again

fell to 0.1 percent in the last phase. In case of BIMARU states, its share was 0.4 percent in the

initial phase but after that that it remained stagnant at 0.3 percent and declined to 0.2 percent

in the last phase. At all states level, its share has gradually decreased from 0.6 percent in the

initial phase to 0.3 percent in the last phase. Chart 3.15 shows the ratio of interest receipts to
GSDP of Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 —

2014-15.
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The share of general services to GSDP for undivided Bihar was 0.05 percent in the initial phase
and improved to 0.1 percent during the period 1995-96 — 1999-00 as shown in table 2.22. Its
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share was 0.2 percent during the phase just after the division of Bihar which fell to 0.02 percent
during the period 2010-11 — 2015-16. For BIMARU states, its share came down from 0.5
percent in the initial phase to 0.2 percent during the period 2000-01 — 2004-05 and marginally
improved to 0.3 percent in the last phase. At all states level, its share was almost stagnant at

0.5 percent which decreased to 0.2 percent in the last phase.

Table 3.22 also represents that the share of social services to GSDP for erstwhile Bihar was
stagnant at 0.07 percent. After the division of Bihar, its share was 0.1 percent during the period
2000-01 — 2004-05 which declined to 0.02 percent in the last phase. In case of BIMARU states,
its share has been stagnant at 0.1 percent and improved to 0.3 percent in the last phase. Its share
for all states has also been stagnant at 0.1 percent and marginally improved to 0.2 percent in

the later phase.

The contribution of economic services to GSDP for undivided Bihar was 1.7 percent in the
initial phase and declined to 1.1 percent during the period 1995-96 — 1999-00 as displayed in
table 3.22. After the division of Bihar, its share has been remained almost stagnant at 0.3
percent. In case of BIMARU states, its share was 1.1 percent in the initial phase and after that
it remained stagnant at 0.9 percent which again reached to 1.1 percent in the last phase. At all
states level, its share was 0.9 percent in the initial phase after that it remained stagnant at 0.7.
Chart 3.16 displays the ratio of receipts from economic services to GSDP of Bihar, BIMARU
and all states during the period 1990-91 — 1994-95 to 2010-11 — 2014-15.

Chart 3.16: Receipts from Economic Services to GSDP (%)
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The share of others components, which include “dividends and profits” and “fiscal services”,
to GSDP has been negligible for Bihar, BIMARU and all states.

Table 3.23 depicts the per capita non-tax revenue from own sources of Bihar, BIMARU and
all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 3.23: Per Capita Own Non Tax revenue- Annual Average (Rs.)

ltems 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16
Own Non Tax Revenue
Bihar 87 102 50 89 124
BIMARU 127 164 197 419 898
All states 162 255 340 620 971
Grants from the Centre
Bihar 174 170 207 611 1215
BIMARU 177 178 268 672 1419
All states 196 249 436 968 1839
Non-Tax revenue
Bihar 289 306 262 700 1339
BIMARU 305 342 464 1091 2317
All states 359 505 776 1588 2809

Source: Calculation from State Finances: A study of Budget, RBI

Per capita receipts of non-tax revenue from own resources of erstwhile Bihar was Rs. 87 in the
initial phase which increased to Rs. 102 during the period 1995-96 — 1999-00. After the division
of Bihar, it was Rs. 50 during the phase 2000-01 — 2004-05 which rose to Rs. 124 in the last
phase. In case of BIMARU states, it has climbed from Rs. 127 in the initial phase to Rs. 898
in the last phase. At all states level, it has also increased from Rs. 162 in the initial phase to Rs.
971 during the period 2010-11 — 2015-16. The data also displays that per capita receipts of
non-tax revenue from own sources of Bihar has always been lower than that of BIMARU and
all states. The ratio of per capita receipts of non-tax revenue from own sources of Bihar to that
of all states fell from 0.53 during the phase 1990-91 — 1994-95 to 0.12 during 2010-11 — 2015-
16 while the proportion of per capita “non-tax revenue” of Bihar to that of all states decreased
from 0.80 to 0.47 during the same period. Chart 3.17 shows the per capita own non tax revenue
of Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16
and Chart 3.18 displays the per capita non tax revenue of Bihar, BIMARU and all states during

the same period.

102



Chart 3.17: Per Capita Own Non Tax Revenue (Rupees)
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Chart 3.18: Per Capita Non Tax Revenue (Rupees)
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Table 3.24 shows the strong correlation between per capita receipts of non-tax revenue from
own sources and per capita GSDP of Bihar, BIMARU and all states during the period 1990-91
—1994-95 to 2010-11 — 2015-16. The lower per capita GSDP has also been responsible for the
lower per capita receipts of non-tax revenue from own sources of Bihar in comparison to
BIMARU and all states. Fig. 3.12 displays the trend of per capita receipts of non-tax revenue
from own sources of Bihar, BIMARU and all states during the period 1990-91 to 2015-16 and
Fig. 3.13 displays the trend of per capita GSDP of Bihar, BIMARU and all states during the
period 1990-91 to 2014-15.

Table 3.24: Correlation between Per capita Own Non Tax revenue and Per capita GSDP-

Annual Average
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Items 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 — | 2010-11
1994-95 1999-00 2004-05 2009-10 2014-15
Bihar 0.7 0.4 0.6 0.9 0.9
BIMARU 1.0 -0.2 0.9 0.9 1.0
All states 1.0 0.7 1.0 1.0 0.9
Source: Calculation from State Finances: A study of Budget, RBI and CSO
Fig. 3.12: Per Capita Own Non Tax Revenue (Rupees)
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Per Capita gap of receipts of non-tax revenue from the own sources of all states with that of
Bihar shoot up from rs. 46 during the period 1990-91 — 1994-95 to rs. 846 during 2010-11 —

2015-16. Fig. 3.14 shows the trend of per capita gap of receipts of non-tax revenue from own
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sources of all states with that of Bihar during the period 1990-91 — 1994-95 to 2010-11 — 2015-

16.
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Fig. 3.14: Per Capita Gap of Own Non Tax Revenue of All
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Table 3.25 shows the per capita revenue from the components of own non tax for Bihar,

BIMARU and all states since 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 3.25: Per Capita Revenue from the components of Own Non Tax Revenue- Annual

Average (Rs.)

ltems 1990-91 1995-96 2000-01 2005-06 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16
Interest Receipts
Bihar 2 16 8 25 33
BIMARU 26 34 34 66 88
All states 49 78 84 113 169
General Services
Bihar 3 11 14 28 12
BIMARU 30 29 23 102 139
All states 35 63 81 178 169
Social Services
Bihar 4 7 8 6 6
BIMARU 7 12 19 47 159
All states 9 16 27 63 160
Economic Services
Bihar 106 100 24 30 73
BIMARU 64 88 118 199 499
All states 68 96 145 260 461
Others”
Bihar 0.02 2 0.007 0.1 0.4
BIMARU 0.2 1 3 5 12
All states 0.7 1 2 6 11

Source: Calculation from State Finances: A study of Budget, RBI

Note: * includes “dividends and profits” and “fiscal services”.

105



Per capita receipts from economic services has always been highest for Bihar, BIMARU and
all states among the components of own non tax revenue, however, it shows the sharp decline
in case of Bihar after its division and again improved during the period 2010-11 — 2015-16. Per
capita revenue from interest receipts shows the improvement since 2005 since the state
governments received the higher interest receipt from cash surplus as explained earlier. Per
capita revenue from general services shows the wide fluctuation for Bihar while for BIMARU
and all states, it has significantly improved since 2005. Per capita revenue from social services
significantly improved for BIMARU and all states since 2005 but it has been negligible for
Bihar.

The sharp decline in the contribution of “own non tax revenue” to “non-tax revenue” for
divided Bihar is due to lose of large part of metal and metallurgical industries to Jharkhand.
The low cost recovery from the different sources of own non tax revenue has also been
responsible for fall in the share of own non tax revenue in non-tax revenue in case of Bihar,

which is the matter of concern.
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Chapter 1V: Central Transfers: Overview of Trend, Composition and Pattern

“Total transfers include the transfers from Finance Commission i.e. share in central taxes and
statutory grants, transfers from Planning Commission i.e. central assistance to states, centrally
sponsored schemes of Central Ministries which require the approval and clearance from
Planning Commission and other transfers i.e. specific purpose grants under the
recommendation of Finance Commission, grants for relief on account of natural calamities and
discretionary grants through Central Ministries on non-plan head” (State Finances: A Study of
Budget, RBI). The resources transferred from centre to states through Finance commission,
Planning commission and Central ministries for Bihar, BIMARU and all states during the
period 1990-91 — 1995-96 to 2010-11 — 2015-16 has been presented in table 4.1.

Table 4.1: Transfer of resources from Centre to States through various channels
(Percent)

1990-91 - 1995-96 — 2000-01 — 2005-06 — | 2010-11 - 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
A. Finance Commission
Bihar 74.2 78.9 81.3 75.7 77.1 17.4
BIMARU 60.9 72.0 73.0 73.6 73.3 70.7
All states 59.0 65.0 64.5 64.7 65.3 63.8
B. Planning Commission
Bihar 24.8 15.5 17.2 19.1 22.1 19.8
BIMARU 36.3 23.4 23.6 22.5 24.4 26.0
All states 37.9 30.7 30.1 28.6 30.0 314
C. Other Transfers”
Bihar 1.0 5.6 1.4 5.2 0.8 2.7
BIMARU 2.9 4.7 3.4 3.9 2.3 3.4
All states 3.1 4.3 5.4 6.7 4.7 4.8
Total (Ato C)
Bihar 100.0 100.0 100.0 100.0 100.0 100.0
BIMARU 100.0 100.0 100.0 100.0 100.0 100.0
All states 100.0 100.0 100.0 100.0 100.0 100.0

Source: Calculation from State Finances: A Study of Budget, RBI

Note: * includes specific purpose grants under the recommendation of Finance commission, grants for relief on account of
natural calamities and discretionary grants through Central ministries.

Finance commission transfers include share in central taxes and statutory grants, based on gaps
between non-plan revenue expenditure on non-plan head of the state government and revenue
receipts after tax devolution from the centre. In case of undivided Bihar, the share of transfer
from Finance commission was 74.2 percent during the period 1990-91 — 1995-96 (FC 9) which
increased to 78.9 percent during FC 10 (1995-96 — 1999-00). After the division of Bihar, its
share was 81.3 percent during the period 2000-01 — 2004-05 (FC 11) which declined to 75.7

107



percent during FC 12 (2005-06 — 2009-10) but again improved to 77.1 percent during the period
2010-11 — 2015-16. “The declining share of devolution for present Bihar consistently over the
award period of Finance commissions creating serious fiscal strain on state finances”
(Chakraborty P., Implication of Finance Commission’s transfer to lower income states: A study
of Bihar, pg.19). The share of transfer from Finance commission for BIMARU states shows
the continuous increase from 60.9 percent during FC 9 to 73.3 percent during FC 12 but
marginally declined to 73.3 percent in the last phase as shown in the table 4.1. At all states
level, its share increased from 59.0 percent during FC 9 to 65.0 percent during FC 10 after that
it decreased to 64.7 percent during FC 12 but again improved to 65.3 percent in the last phase.

The transfers through Planning Commission include the grants for the purpose of state plan
schemes, central plan schemes and centrally sponsored schemes. Its share was 24.8 percent in
the initial phase for erstwhile Bihar which declined to 15.5 percent during the period 1995-96
—1999-00. After the bifurcation of Bihar, its share was 17.2 percent during the phase 2000-01
— 2004 -05 and continuously increased to 22.1 percent in the last phase. For BIMARU states,
its share was 36.3 percent in the initial phase which decreased to 22.5 percent during the period
2005-06 — 2009-10 but improved in the last phase to 24.4 percent. At all states level, its share
gradually declined from 37.9 percent in the initial phase to 28.6 percent during the period 2005-
06 — 2009-10 but increased to 30.0 percent in the last phase.

Table 4.1 also displays the share of other transfers, which include specific purpose grants under
the recommendation of Finance commission, natural calamities relief grants and discretionary
grants through Central ministries. Its share was 1.0 percent for the former Bihar in the initial
phase which significantly increased to 5.6 percent during the period 1995-96 -1999-00 due to
provision of grants for upgradation and special problems under the recommendation of FC 10.
After the division of Bihar, its share was 1.4 percent during the period 2000-01 — 2004-05
which rose to 5.2 percent in the next phase due to introduction of equalisation principle to
provide grants for education and health under the recommendation of FC12 but its share again
declined to 0.8 percent in the last phase. In case of BIMARU states, its share increased from
2.9 percent to 4.7 percent initially but after that it decreased to 2.3 percent in the last phase. At
all states level, its share gradually rose from 3.1 percent during the phase 1990-91 — 1994-95
to 6.7 percent during the period 2005-06 — 2009-10 but decreased to 4.7 percent in the last

phase.
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The share of transfers from Finance Commission in total transfers from the centre, which are
unconditional, has declined while the contribution of transfers under the approval of Planning
Commission in total transfers from the centre, which are mostly conditional and matching
contributions are required from states to spend, has increased for present Bihar. On the other
hand, the declining receipt from own resources create strain on the expenditure side of the
Bihar government. “While the Finance Commission transfers tend to have a strong equalizing
effect, the transfers from discretionary sources as well as for state plan schemes do not help
balance fiscal abilities across states” (Rao and Singh, 2005). The percentage contribution of
transfer of resources through finance commission to total resource transferred from the centre
to Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16
has been displayed in chart 4.1 and Chart 4.2 presents the percentage contribution of transfer
of resources through planning commission to total resources transferred from the centre to

Bihar, BIMARU and all states during the same period.

Chart 4.1: Transfer of Resources through Finance Commission
to Total Transfers from the Centre to State Governments (%)
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Chart 4.2: Transfer of Resources through Planning
Commission to Total Transfers from the Centre to State
Governments (%)
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Table 4.2 provides the information about the share of the components of Finance commission
transfer to total transfers for Bihar, BIMARU and all states since 1990-1991 — 1994-95 to 2010-
11 — 2015-16.

Table 4.2: Components of Finance Commission transfers as a percentage of Total
transfers

1990-91 - 1995-96 — 2000-01 — 2005-06 — 2010-11 - 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
Share in Central Taxes
Bihar 65.3 77.1 80.5 72.3 71.9 73.3
BIMARU | 56.8 69.2 70.1 68.6 67.8 66.6
All states | 53.2 60.7 56.7 56.7 58.0 57.1
Statutory Grants
Bihar 8.9 1.9 0.9 35 5.2 4.1
BIMARU | 4.1 2.8 2.9 5.0 5.5 4.1
All states | 5.8 4.3 7.8 8.1 7.3 6.7

Source: Calculation from State Finances: A Study of Budget, RBI

In case of undivided Bihar, the percentage contribution of central taxes in total transfers was
65.3 during the period FC IX and improved to 77.1 during FC X. The FC IX and FC X
recommended 11.0 percent and 11.3 percent contribution of central tax transfer respectively
for former Bihar and the actual share in central tax devolution for erstwhile Bihar was 11.2
percent and 11.3 percent during FC IX and FC X respectively as displayed in table 4.3 below.
“The increase in the share of central tax devolution for former Bihar during FC X due to
inclusion of infrastructure index and enhancement of the weightage of distance of the per capita

income for horizontal distribution” (Economic Survey of Bihar, 2006-07). After the division
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of Bihar, the contribution of central tax in total transfers shows the declining trend as shown in
table 4.2. 1t was 80.5 percent during FC XI (2000-01 — 2004-05). FC XI recommended 14.6
percent share in central tax devolution for Bihar while the actual share has been 11.9 percent
as presented in table 4.3. “The decline in actual transfer in central tax devolution for Bihar is
due to the inclusion of fiscal discipline as a criterion for horizontal distribution under the fiscal
reform programme of FC XI”” (Economic Survey, Govt. of Bihar, 2006-07) . “The commission
adopted the improvement in the ratio of own revenue receipts of a state to its total revenue
expenditure as a criterion for measurement of fiscal discipline. The ratio so computed is used
to measure the improvement in the index of fiscal discipline in a reference period in comparison
to a base period. For the base period, the commission took the average for the three year period
from 1990-91 to 1992-93. For the reference period, it took the three years from 1996-97 to
1998-99” (Sharma, 2005, pg. no. 25). The contribution of share in central taxes to total transfer
for present Bihar decreased to 72.3 percent during the phase 2005-06 — 2009-10 (FC XII) as
presented in table 4.2. FC12 recommended 14.6 percent share in central taxes for Bihar while
the actual share has been 10.5 percent as shown in table 4.3. “The decline in share of central
taxes for Bihar was because of lowering of the weights of equalising factors and enlargement
of the efficiency indicators during FC XII” (Srivastava and Rao, 2009, pg.no.7). The weightage
of efficiency indicators, fiscal discipline and tax effort, together constitute 12.5 percent during
FC Xl and increased to 15.0 percent during FC XII while the weightage of income distance
was 62.5 percent under FC XI which has been reduced to 50.0 percent during FC XII. The
contribution of central taxes transfers to total resource transferred by the centre to Bihar further
reduced to 71.9 percent during the period 2010-11 — 2015-16. The recommended and actual
share in central taxes for Bihar was 10.9 percent during FC XIII as depicted in table 4.3. The
decline in the recommended share in central taxes for Bihar during FC X111 was due to increase
in the weight to fiscal discipline indicator. FC XIII enhanced the weight of fiscal discipline
indicator to 17.5 percent from 15.0 percent under FC XII. “If the index of fiscal discipline index
was dropped then Bihar’s share in central taxes devolution would have been 12.6 percent
during FC XIII” (Chakraborty P., Implication of Finance Commission’s transfer to lower
income states: A study of Bihar, pg. no. 7). In case of BIMARU states, the percentage
contribution of central tax transfers to total transfers was 56.8 in the initial phase (FC IX) and
climbed to 70.1 percent during the period 2000-01 — 2004-05 (FC XI) but after that it fell to
67.8 percent during the phase 2010-11 — 2015-16. At all states level, its contribution was 53.2
in the initial phase (FC 1X) which increased to 60.7 percent during the period 1995-96 — 1999-
00 but after that it decreased to 56.7 percent during the phase 2005-06 — 2009-10 and again
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improved to 58.0 percent in the last phase as shown in table 4.2. The percentage contribution
of central tax transfers to total resources transferred by the centre to Bihar, BIMARU and all
states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16 has been displayed in fig.
4.1. Fig. 4.2 displays the share in central taxes recommended by different finance commissions

and actual transfer of share in central taxes for Bihar as a percentage to all states.

Table 4.3: Share in Central Taxes recommended by different Finance Commissions and actual

transfers of share in central taxes to Bihar as a Percentage of All States

1990-91 - 1995-96 — 2000-01 — 2005-06 — 2010-11 -
1994-95 1999-00 2004-05 2009-10 2014-15
Share in Central Taxes (recommended by different FCs)
Bihar [ 11.0 [11.3 | 14.6 | 11.0 | 10.9
Share in Central Taxes (Actual Transfers)
Bihar | 11.2 1 11.3 | 11.9 | 10.5 | 10.9

Source: 1. Calculation from State Finances: A Study of Budget, RBI

2. Report of different Finance Commissions.

Fig 4.1: Share in Central taxes to Total Transfers from the
Centre to the state Governments (%)
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Fig 4.2: Share in Central Taxes Recommended through
Finance Commission and Actual Transfers of share in
Central Taxes to the Bihar Government (%)
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“Apart from tax devolution from centre to states, Finance commission also recommends for
statutory grants for states which mainly target towards achieving a degree of equalisation. The
recommendation of statutory grants is based on projected gaps between non-pan revenue
expenditure and post-tax devolution revenue receipts assessed by Finance commission”
(Economic Survey, Govt. of Bihar, 2006-07, pg. no. 9). The share of statutory grants in total
transfer for erstwhile Bihar was 8.9 percent in the initial phase (FC 1X) which significantly
decreased to 1.9 percent during the period 1995-96 — 1999-00 (FC X) as shown in table 4.2.
The decline in the share of statutory grants during the phase 1995-96 — 1999-00 is because of
lower transfer of statutory grants to former Bihar under the recommendation of FC X. FC X
reduced the share in statutory grants for undivided Bihar from 9.2 percent under FC I1X to 4.4
percent under FC X while the actual share was 15.1 percent during the period FC IX which
decreased to 2.3 percent during the period FC X as displayed in table 4.4. After the bifurcation
of Bihar, the contribution of statutory grants in total transfers was 0.9 percent during the phase
2000-01 — 2004-05 (FC XI) which increased to 5.2 percent in the last phase as presented in
table 4.2. Bihar gets nothing in the recommended share of statutory grants since FC Xl to FC
X1 as displayed in table 4.4 because of surplus on account of post devolution non-plan
revenue expenditure evaluated by different Finance commissions as presented in table 4.5. In
case of BIMARU states, the contribution of statutory grants in total transfers was 4.1 percent
in the initial phase which reduced to 2.9 percent during the period 2000-01 — 2004-05 (FC XI)
after that its share increased to 5.5 percent in the last phase as displayed in table 4.2. At all
states level, its contribution was 5.8 percent in the initial phase which rose to 8.1 percent during
the period 2005-06 — 2009-10 but declined to 7.3 percent in the last phase.
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Table 4.4: Share in Statutory Grants recommended by different Finance Commissions and

actual transfers to Bihar as a Percentage of All States

1990-91 - 1995-96 — 2000-01 - 2005-06 — 2010-11 -
1994-95 1999-00 2004-05 2009-10 2014-15
Share in Statutory Grants (recommended by different FCs)
Bihar 9.2 | 4.4 1 0.0 | 0.0 | 0.0
Share in Statutory Grants (Actual transfers)
Bihar | 15.1 2.3 [ 1.0 3.9 | 6.5

Source: 1. Calculation from State Finances: A Study of Budget, RBI
2. Report of different Finance Commissions.
Table 4.5: Pre-Devolution Non-Plan Revenue Surplus/Deficit and Post-Devolution Non-Plan

Revenue Deficit for Bihar

(Rs. Crore)

FC XI1 (2000-01 - | FC XII (2005-06 — | FC X111 (2010-11 -
2004-05) 2009-10) 2014-15)
Pre-Devolution Non-Plan Revenue Surplus/Deficit(-)
Bihar | -37639.15 | -46214.02 | -89165.0
Post-Devolution Non-Plan Revenue Surplus/Deficit(-)
Bihar | 17295.76 | 21457.02 [ 69177.0

Source: Calculation from State Finances: A Study of Budget, RBI

“Grants from the Centre to states include central assistance to state plan through Planning
Commission and centrally sponsored schemes (CSS) through central ministries under the
approval and clearance of Planning Commission. Apart from these, states also receive statutory
grants and some specific purpose grans through Finance Commission and discretionary grants
through central ministries under non-plan head. Central assistance to state plans has three
components, viz., normal central assistance (NCA), additional central assistance for externally
added projects (ACA for EAP) and assistance for programmes based on specific criteria and
guidelines. Normal central assistance is only untied grants, while ACA for EAP and
programme linked assistance are both tied In 2002-03 nearly 65 percent of all the central
assistance was in the form of ‘tied’ assistance which increased to almost 78 percent in 2013-
14. Over the years, the central government has introduced several CSS in areas of national
priority such as health, education, agriculture, skill development, employment, urban
development and rural infrastructure. The CSS are operationalized by the central ministries
based on scheme-specific guidelines and are largely funded by the central government, with

state government having to make a defined contribution” (State Finances: A Study of Budget,
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RBI, 2013-14, pg. no. 5-6).. With the depleting own resources of Bihar government, as has
been mentioned in Chapter 1, it creates fiscal strain on state to utilise the funds provided
through centre under CSS which is detrimental to developmental expenditure, as the detailed
analysis has been done in Chapter 5. Table 4.6 shows the composition of grants from the centre
to Bihar government since 2002-03 to 2015-16.

Table 4.6: Composition of Grants from the Centre to Bihar Government

2002-03 | 2003-04 | 2004-05 | 2005-06 | 2006-07 | 2007-08 | 2008-09

1. Plan
Grants 92.4 92.6 80.0 63.8 67.9 74.2 68.0
a. State
Plan
Schemes 52.1 61.7 80.0 46.6 46.6 50.0 45.2
b. Central
Plan
Schemes 1.4 0.7 0.0 2.7 2.7 0.9 1.7
C.
Centrally
Sponsored
Schemes 38.9 30.2 0.0 14.6 18.6 23.3 21.1
2. Non-
Plan
Grants 7.6 7.4 20.0 36.2 32.1 25.8 32.0
a.
Statutory
Grants 4.2 4.8 2.1 0.2 0.5 19.5 16.0
b. Others” 3.4 2.7 17.9 36.0 31.6 6.3 16.0
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0

(1+2)

2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16

1. Plan
Grants 70.2 80.2 74.1 76.5 73.9 82.9 82.4
a. State
Plan
Schemes 49.2 56.3 51.3 49.2 49.6 78.0 71.0
b. Central
Plan
Schemes 1.8 1.8 1.0 0.3 1.1 0.6 10.7
C.
Centrally
Sponsored
Schemes 19.2 22.1 21.8 27.0 23.2 4.3 0.8
2. Non-
Plan
Grants 29.8 19.8 25.9 23.5 26.1 17.1 17.6
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a.
Statutory

Grants 24.7 14.9 25.0 19.9 22.4 15.9 14.7
b. Others” 5.2 4.9 1.0 3.6 3.7 1.2 2.9
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0
(1+2)

Source: Calculation from State Finances: A Study of Budget, RBI

Note: * includes grants from relief on account of natural calamities, specific purpose grants under the recommendation of
Finance Commission and discretionary grants through Central Ministries on non-plan side.

The percentage contribution of plan grants to the grants through the centre to Bihar government
came down from 92.4 in 2002-03 to 67.9 in 2006-07 but after that it started to rise and climbed
to 82.4 in 2015-16. From 2007-08 onwards, “the plan grants portion of the assistance has been
significantly enhanced in pursuance of the recommendation of FC XII with the phase out of
central loan for plan purpose and states raise market borrowing for the loan portion of the state
plan schemes” (State Finances: A Study of Budget, RBI). The data also shows that the share
of CSS in grants from the centre has significantly declined since 2014-15 due to “delinking of
8 CSS from central support and under the restructured scheme, the entire financial assistance
to the states for CSS fund has been routed through their consolidated fund and not directly to
district rural development agencies or other independent agencies form 2014-15 onwards”
(State Finances: A Study of Budget, RBI, 2015-16, pg. no. 34), which has been reflected in
state plan scheme head. On the other hand, the percentage contribution of grants through the
centre on non-plan account of the Bihar government to grants through the centre improved
from 7.6 in 2002-03 to 32 in 2008-09 but came down to 17.6 in 2015-16. Within the non-plan
grants, the constitutionally mandate unconditional statutory grants has gained importance since
2007-08 where its share in grants from the centre was 19.5 percent and climbed to 22.4 percent
in 2013-14 with varied fluctuation during the intervening period but significantly declined to
14.7 percent in 2015-16. The contribution of other grants, which is also conditional grants, in
grants from the centre shows the wide fluctuation since 2002-03 to 2015-16. Its share was 2.9
percent in 2015-16 against the share of 36.2 percent in 2005-06. Fig. 4.3 displays the pattern
of grants through the centre to Bihar government during the period 2002-03 to 2015-16.
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Fig 4.3: Composition of Grants from the Centre to the
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“The gross transfers of resources from the centre to state governments include share in central
taxes, grants from the centre and loans and advances from the centre” (State Finances: A Study
of Budget, RBI). Table 4.7 provides the information about the pattern of gross transfers from
the centre, which includes contribution of central taxes to state governments, grants through
the centre and loans and advances from the centre for Bihar, BIMARU and all states during the
period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 4.7: Pattern of Gross Transfers of Resources from Centre to States (Percent)

1990-91 - 1995-96 — 2000-01 — 2005-06 — | 2010-11 — 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
A. Share in Central Taxes
Bihar 49.8 58.9 68.7 715 70.8 64.2
BIMARU 42.7 49.8 57.2 67.1 66.9 57.1
All states 38.0 42.6 46.2 55.0 56.8 48.1
B. Grants from the Centre
Bihar 26.5 17.7 16.8 27.4 27.7 23.4
BIMARU 325 22.3 24.3 30.7 31.7 28.4
All states 334 27.7 35.2 42.1 41.2 36.1
C. Loans and Advances from the Centre
Bihar 23.6 23.4 145 11 15 12.4
BIMARU 24.8 27.9 18.5 2.2 1.4 145
All states 28.6 29.6 18.6 2.9 2.0 15.8
Gross transfers (A to C)
Bihar 100.0 100.0 100.0 100.0 100.0 100.0
BIMARU 100.0 100.0 100.0 100.0 100.0 100.0
All states 100.0 100.0 100.0 100.0 100.0 100.0

Source: Calculation from State Finances: A Study of Budget, RBI

Share in central taxes has always been highest contributor to gross transfers of resources

through the centre to states and presents the increasing trend over the period while “loans and
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advances from the centre declined in the later phase due to phase out of plan loans from centre
to states under the recommendation of FC XI11” (State Finances: A Study of Budget, RBI).

The percentage contribution of share of central taxes to gross transfers was 49.8 in the initial
phase (FC IX) and rose to 58.9 during the period 1995-96 — 1999-00 (FC X) for former Bihar.
After the division was Bihar its contribution was 68.7 percent during the period 2000-01 —
2004-05 (FC XII) and improved to 70.8 percent in the last phase as displayed in table 4.7. In
case of BIMARU states, its percentage contribution gradually improved from 42.7 in the initial
phase to 66.9 during the period 2010-11 — 2015-16. At all states level, its contribution climbed

from 38.0 percent in the initial phase to 56.8 percent during the last phase.

For erstwhile Bihar, the percentage contribution of grants through the centre to gross transfers
through the centre to state fell from 26.5 in the initial phase to 17.7percent during the period
1995-96 — 1999-00. After the bifurcation Bihar, its share increased from 16.8 percent during
2000-01 — 2004-05 to 27.7 percent in the last phase because of fall in the contribution of loans
and advances through the centre to gross transfers as presented in table 4.7. In case of BIMARU
states and all states, its share declined from 1990-91 — 1994-95 to 1995-96 — 1999-00 but after
that it shows the increasing trend because of phase out of plan loans from the centre. At all
states level, its share increased from 33.4 percent in the initial phase to 41.2 percent during the
period 2010-11 — 2015-16.

Within the grants from the centre, the percentage contribution of plan grans, comprise of grants
for the purpose of central plan schemes, state plan schemes and centrally sponsored schemes
(CSS), to gross transfers came down from 19.0 in the initial phase to 12.0 during the period
1995-96 — 1999-00 for former Bihar as depicted in table 4.8 below. After the division of Bihar,
its share was 14.8 percent during the phase 2000-01 — 2004-05 which gradually increased to
21.8 percent in the last phase. In case of BIMARU states, its share declined from 27.3 percent
in the initial phase to 24.0 percent during the period 2010-11 — 2015-16 while at all states level,
its contribution has improved from 27.2 percent during the phase 1990-91 — 1994-95 to 29.4
percent in the last phase as presented in table 4.8. “The increase in the share of plan grants in
last phase is due to the entire financial assistance to the states for CSS has been routed thorough
state budget since 2014-15 and not directly to “District Rural Development agencies (DRDAs)”
or through other independent agencies in line with the recommendation of B.K.Chaturvedi
committee and National Development council” (State Finances: A Study of Budget, RBI 2014-
15, pg.no. 19).
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“The non-plan grants include statutory grants (unconditional grants through the
recommendation of Finance Commissions) and others (discretionary grants through Central
Ministries, grants for relief on account of natural calamities and specific purpose grants through
Finance Commissions)” (State Finances: A Study of Budget, RBI). The contribution of
statutory grants shows the increasing trend for present Bihar as displayed in table 4.7. The share
of non-plan grants to gross transfers declined from 7.6 percent in the initial phase to 5.7 percent
during the period 1995-96 — 1999-00 due to decrease in the share of statutory grants for
undivided Bihar. After the division of Bihar, its share was 2.0 percent during the phase 2000-
01 — 2004-05 which significantly increased to 8.6 percent on account of rise in share of
statutory grants and others both during the period 20005-06 — 2009-10 while its share reduced
to 5.9 percent in the last phase because of fall in the contribution of “others” components to
gross transfers while the participation of statutory grants has improved during this phase as
presented in table 4.8. In case of BIMARU states, the share of non-plan grants to gross transfers
increased from 5.2 percent in the initial phase to 8.7 percent during the period 2005-06 — 2009-
10 but fell to 7.7 percent in the last phase because of fall in the share of others to gross transfers.
At all states level, its share has also improved from 6.3 percent in the initial phase to 14.3
percent during the period 2005-06 — 2009-10 but declined to 11.7 percent in the last phase due
to decrease in the share of statutory grants and others to gross transfers as shown in table 4.8.
Chart 4.3 displays the percentage contribution of share in central taxes to gross transfers
through the centre to Bihar, BIMARU and all states during the phase 1990-91 — 1994-95 to
2010-11 —2015-16. Chart 4.4 displays the percentage contribution of grants through the centre
to gross transfers by the centre to Bihar, BIMARU and all states during the period 1990-91 —
1994-95 to 2010-11 — 2015-16 and chart 4.5 shows the percentage contribution of loans and
advances by the centre to gross transfers through the centre to Bihar, BIMARU and all states

during the same period.

Table 4.8: Components of the Grants from the Centre as a percentage of Gross transfers

1990-91 - 1995-96 — | 2000-01 — | 2005-06 — | 2010-11-— | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
A. Plan Grants
Bihar 19.0 12.0 14.8 18.9 21.8 17.5
BIMARU 27.3 16.8 19.2 22.0 24.0 22.0
All states 27.2 21.6 24.5 27.8 29.4 26.2
B. Non-Plan Grants (1 and 2)
Bihar 7.6 5.7 2.0 8.6 5.9 5.9
BIMARU 5.2 5.4 5.1 8.7 7.7 6.5
All states 6.3 6.1 10.7 14.3 11.7 9.9
1. Statutory Grants
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Bihar 6.8 1.5 0.7 3.4 51 3.6
BIMARU 3.0 2.1 2.3 49 5.4 3.6
All states 4.1 3.0 6.3 7.8 7.2 5.7
2. Others”

Bihar 0.8 4.2 1.2 5.1 0.8 2.4
BIMARU 2.1 34 2.8 3.9 2.3 2.9
All states 2.2 3.1 4.4 6.5 4.6 4.2

Source: Calculation from State Finances: A Study of Budget, RBI

Note: * includes grants from relief on account of natural calamities, specific purpose grants under the recommendation of
Finance Commission and discretionary grants through Central Ministries.
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Chart 4.5: Loans and Advances from the Centre to Gross
Transfers from the Centre to the States (%)
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“Total revenue receipts of the state government include own revenue receipt of state
government, share in central taxes and grants from the centre” (State Finances: A Study of
Budget, RBI). The percentage contribution of transfers of resources through the Centre to total
revenue receipts of Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to
2010-11 — 2015-16 has been presented in table 4.9.

Table 4.9: Transfers of Resources from the Centre as a percentage of Total Revenue Receipts of
the States

1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11— | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
A. Finance Commission
Bihar 44.1 47.8 58.6 58.7 55.5 53.0
BIMARU 30.9 34.6 34.8 39.2 37.9 35.6
All states 23.7 24.3 24.3 27.3 26.7 25.3
B. Planning Commission
Bihar 14.8 9.3 12.5 14.8 15.9 13.6
BIMARU 18.4 11.2 11.1 12.0 12.6 13.1
All states 15.3 11.5 11.3 12.1 12.3 12.5
C. Others”
Bihar 0.6 3.6 1.0 4.0 0.6 1.9
BIMARU 15 2.3 1.6 2.1 1.2 1.7
All states 1.2 1.6 2.0 2.8 1.9 1.9
Total Transfers (A to C)
Bihar 59.5 60.7 72.2 77.6 72.0 68.5
BIMARU 50.9 48.1 47.5 53.3 51.8 50.4
All states 40.2 375 37.7 42.2 40.9 39.7

Source: 1. Calculation from State Finances: A Study of Budget, RBI

Note: * includes grants from relief on account of natural calamities, specific purpose grants under the recommendation of
Finance Commission and discretionary grants through Central Ministries on non-plan side.
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The percentage contribution of total transfers through the centre to total revenue receipts was
59.5 in the initial phase and rose to 60.7 during the phase 1995-96 — 1999-00 for undivided
Bihar. After the division of Bihar, its share was 72.2 percent during the phase 2000-01 — 2004-
05 which rose to 77.6 percent in the next phase but declined to 72.0 percent during the period
2010-11 — 2015-16. In case of BIMARU states, its share decreased from 50.9 percent in the
initial phase to 47.5 percent during the period 2000-01 — 2004-05 but increased to 51.8 percent
in the last phase. At all states level, its share also reduced from 40.2 percent in the initial phase
to 37.7 percent during the period 2000-01 — 2004-05 but improved to 40.9 percent in the last
phase. The data also presents that the contribution of total transfers of resources through the
centre to total revenue receipts of divided Bihar is much higher than that of BIMARU states

and all states represents the much higher dependency of Bihar on centre.

For erstwhile Bihar, the share of transfers from Finance commission to total receipts increased
from 44.1 percent in the initial phase (FC9) to 47.8 percent during the period 1995-96 — 1999-
00 (FC10). After the division of Bihar, its share reduced from 58.6 percent during the phase
2000-01 — 2004-05 (FC11) to 55.5 percent in the last phase as presented in table 4.9. Out of
the components of resource transferred through the Finance Commission, the percentage
contribution of share in central taxes to total revenue receipts decreased from 58.0 to 51.7and
the corresponding share of statutory grants improved from 0.6 percent to 3.7 percent during the
period 2000-01 — 2004-05 to 2010-11 — 2015 -16 for divided Bihar as displayed in table 4.10
below. In case of BIMARU states, the share of Finance Commission transfers increased from
30.9 percent in the initial phase to 37.9 percent in the last phase. At all states level, its share
has also increased from 23.7 percent in the initial phase to 26.7 percent in the last phase as
presented in table 4.9. The data from table 4.9 also indicates that the contribution of share in
central taxes in gross revenue receipts for Bihar has always been higher than that of BIMARU
and all states. It reflects Bihar’s higher dependency on centre and subject to the vulnerability

of the conditions at central level.

The share of planning commission transfers in total revenue receipts decreased from 14.8
percent in the initial phase to 9.3 percent during the period 1995-96 — 1999-00 for former Bihar
while its share improved from 12.5 percent to 15.9 percent during 2000-01 — 2004-05 to 2010-
11 — 2015-16 for present Bihar as displayed in table 4.9. In case of BIMARU states, its share
has declined from 18.4 percent in the initial phase to 12.6 percent during the period 2010-11 -
2015-16. At all states level, its share has also decreased from 15.3 percent in the initial phase

to 12.3 percent during the phase 2010-11 — 2015-16. The percentage contribution of transfer
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of resources through Finance Commission to total revenue receipts of Bihar, BIMARU and all
states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16 has been presented in chart

4.6 and chart 4.7 depicts the percentage contribution of transfer of resources through Planning

Commission to total revenue receipts of Bihar, BIMARU and all states during the same period.

Table 4.10: Components of Finance Commission transfers as a percentage of Total Revenue
Receipts of the States

1990-91 - 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 — 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
Share in Central Taxes
Bihar 38.8 46.7 58.0 56.1 51.7 50.3
BIMARU 28.9 33.3 33.5 36.6 35.1 33.5
All states 21.4 22.7 21.4 23.9 23.7 22.7
Statutory Grants
Bihar 5.3 1.1 0.6 2.7 3.7 2.7
BIMARU 2.1 1.3 1.3 2.6 2.8 2.1
All states 2.3 1.6 2.9 3.4 3.0 2.7

Source: 1. Calculation from State Finances: A Study of Budget, RBI

Note: * includes grants from relief on account of natural calamities, specific purpose grants under the recommendation of

Finance Commission and discretionary grants through Central Ministries on non-plan side.
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Chart 4.7: Transfer of Resources through Planning
Commission to Total Revenue Receipts of the State
Governments (%)
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The percentage contribution of share in central taxes to tax revenue and grants through the
centre to non-tax revenue of Bihar, BIMARU and all states during the period 1990-91 — 1994-
95 to 2010-11 — 2015-16 has been presented in table 4.11.

Table 4.11: Contribution of Share in Central Taxes to Tax Revenue and Share of Grants from
the Centre in Non-Tax Revenue- Annual Average (Percent)

1990-91 - 1995-96 — | 2000-01 — | 2005-06 — | 2010-11— | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
1. Share in Central Taxes/States’ Tax revenue (Percent)
Bihar 59.3 62.4 70.8 74.3 66.6 66.7
BIMARU 46.2 46.6 45.6 50.2 48.3 47.4
All states 32.5 32.4 30.1 33.6 32.2 32.1
2. Grants from the Centre/States’ Non-Tax revenue (Percent)
Bihar 59.8 54.8 77.9 87.7 90.7 74.8
BIMARU 58.6 52.0 57.9 61.7 60.7 58.3
All states 55.2 49.4 56.2 60.8 64.9 57.6

Source: 1. Calculation from State Finances: A Study of Budget, RBI

The percentage contribution of central taxes to tax revenue of undivided Bihar climbed from
59.3 in the initial phase (FC 1X) to 62.4 during the period 1995-96 — 1999-00 (FCX) while after
the division of Bihar, its contribution improved from 70.8 percent during the phase 2000-01 —
2004-05 (FC XI) to 74.3 percent during 2005-06 — 2009-10 (FC XI1) but fell to 66.6 percent in
the last phase. In case of BIMARU states, its share increased from 46.2 percent in the initial
phase to 50.2 percent during the period 2005-06 — 2009-10 but decreased to 48.3 percent in the
last phase. At all states level, its contribution came down from 32.5 percent to 30.1 percent
during the period 1990-91 -1994-95 to 2000-01 — 2004-05 but improved to 32.2 percent in the
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last phase. The data also displays that the contribution of share in central taxes to tax revenue
for Bihar has always been higher than that of BIMARU states and all states.

Table 4.11 also presents the contribution of grants through the centre to non-tax revenue
reduced from 59.8 percent in the initial phase to 54.8 percent during the period 1995-96 — 1999-
00 for erstwhile Bihar. After the division of Bihar, its share improved from 77.9 percent during
the period 2000-01 — 2004-05 to 87.7 percent during 2005-06 — 2009-10. This improvement in
the contribution is because of improvement in the participation of non-plan grants in non-tax
revenue from 9.0 percent during the phase 2000-01 — 2004-05 to 27.3 percent during 2005-06
— 2009-10 while the contribution of plan grants fell during the same period as depicted in table
4.12 below. Out of the grants through the centre on non-plan account, the percentage
contribution of statutory grants to non-tax revenue climbed from 3.6 to 10.5 and the
contribution of transfers through “others” components rose from 5.5 percent to 16.8 percent
during the period 2000-01 — 2004-05 to 2005-06 — 2009-10, because of increase in transfer for
specific purpose grants under the recommendation of FC XIl. The contribution of grants
through the centre to non-tax revenue of the Bihar government rose to 90.7 percent during the
period 2010-11 — 2015-16 due to “increase in the share of plan grants as the entire financial
assistance to the states for CSS has been routed thorough state budget since 2014-15 on the
basis of the recommendation of B.K.Chaturvedi committee and National Development
council” (State Finances: A Study of Budget, RBI 2014-15, pg.no. 19) while the share of non-
plan transfers declined during this phase because of fall in the share of other transfers in non-
tax revenue as displayed in table 4.12. The percentage contribution of grants through the centre
to non-tax revenue of BIMARU states rose from 58.6 in the initial phase to 60.7 during the
period 2010-11 -2015-16 as presented in table 4.11. At all states level, its share has also
increased from 55.2 percent in the initial phase to 64.9 percent in the last phase.

Table 4.12: Components of Grants from the Centre as a percentage of Non-Tax revenue of the
States- Annual Average

1990-91 - 1995-96 — | 2000-01 — | 2005-06 — | 2010-11-— | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
A. Plan Grants
Bihar 42.7 35.7 68.8 60.4 71.0 56.3
BIMARU 49.2 39.5 45.9 44.2 45.9 45.0
All states 44.7 38.7 39.1 40.2 46.3 42.0
B. Non-Plan Grants (1 and 2)
Bihar 17.0 19.1 9.0 27.3 19.6 18.5
BIMARU 9.4 12.6 12.0 17.5 14.8 13.3
All states 10.5 10.7 17.1 20.7 18.6 15.6
1. Statutory Grants
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Bihar 15.3 4.6 3.6 10.5 17.0 10.5
BIMARU 5.5 4.4 5.3 9.7 10.3 7.2
All states 6.8 5.2 10.1 11.3 11.4 9.1
2. Others”

Bihar 1.8 14.5 5.5 16.8 2.6 8.0
BIMARU 3.9 8.2 6.6 7.8 4.4 6.1
All states 3.7 5.4 7.0 9.4 7.3 6.6

Source: Calculation from State Finances: A Study of Budget, RBI

Note: * includes grants from relief on account of natural calamities, specific purpose grants under the recommendation of
Finance Commission and discretionary grants through Central Ministries on non-plan side.

Table 4.13 depicts the growth rate of share in central taxes for Bihar, BIMARU and all states

during the period 1990-91 — 1994-95 to 2010-11 -2015-16.

Table 4.13: Growth rate of States’ share in Central Taxes- Annual Average

1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11— | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
Bihar 14.7 13.1 13.0 15.3 18.3 15.0
BIMARU 14.6 12.7 20.1 16.8 20.4 17.2
All states 151 124 12.4 195 18.6 15.8

Source: Calculation from State Finances: A Study of Budget, RBI

The growth rate of contribution of central taxes came down from 14.7 percent in the initial
phase to 13.1 percent during the period 1995-96 — 1999-00 for former Bihar while its growth
rate improved from 13.0 percent during the phase 2000-01 — 2004-05 to 18.3 percent in the last
phase for present Bihar. In case of BIMARU states, its growth rate improved from 14.6 percent
in the initial phase to 20.4 percent during the period 2010-11 — 2015-16 with increase and
decrease in the intervening period. At all states level, its growth rate has also improved from
15.1 percent in the initial phase to 18.6 percent during the period 2010-11 — 2015-16. Fig 4.4
displays the growth rate of contribution of central taxes for Bihar, BIMARU and all states
during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.
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Fig. 4.4: Growth rate of Share in Central Taxes
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Table 4.14 presents the growth rate of grants through the centre for Bihar, BIMARU and all
states since 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 4.14: Growth rate of Grants from the Centre- Annual Average

1990-91 - 1995-96 — | 2000-01 — | 2005-06 — | 2010-11— | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
Bihar 12.8 38.6 12.6 23.6 18.5 214
BIMARU 9.7 7.4 12.2 25.3 16.6 145
All states 12.6 9.1 13.4 22.0 15.3 14.6

Source: Calculation from State Finances: A Study of Budget, RBI

The growth rate of grants through the centre significantly improved from 12.8 percent in the
initial phase to 38.6 percent during the period 1995-96 — 1999-00 for erstwhile Bihar. The
significant improvement in the rate of growth of grants through the centre is due to impressive
growth rate of plan grants as well as non-plan grants during the period 1995-96 — 1999-00 as
shown in table 4.15 below. Out of the components of non-plan grants, statutory grants
experiences extra-ordinary rate of growth of 2242.1 percent during the period 1995-96 — 1999-
00 due to increase in the transfer under this head from rs.0.1 crore in 1997-98 to rs.11.5 crore
in 1998-99. After the division of Bihar, the growth rate of grants from the centre improved
from 12.6 percent during the period 2000-01 — 2004-05 to 23.6 percent during 2005-06 — 2009-
10 but fell to 18.5 percent in the last phase. The improvement in the rate of growth of the grants
through the centre during the phase 2000-01 — 2004-05 to 2005-06 — 2009-10 is because of
improvement in the rate of growth of plan grants while non-plan grants experienced the fall in
growth rate due to lower growth rate of transfers of resources through “others” components

during the same period as presented in table 4.15. Out of the components of non-plan grants,
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statutory grants experienced whopping rate of growth of 827.9 percent during the period 2000-
01 — 2004-05 due to increase in the transfer under this head from rs.2.0 crore in 1999-00 to
rs.85.0 crore in 2000-01 and it again grew at the rate of 1002.4 percent during the period 2005-
06 —2009-10 due increase in transfer under this head from rs.23.7 crore in 2006-07 to rs.1137.9
crore in 2007—08. The fall in growth rate of grants through the centre for present Bihar during
the period 2010-11 — 2015-16 is due to fall in the growth rate of non-plan grants particularly
the growth rate of statutory grants during this period. The rate of growth grants through the
centre improved from 9.7 percent in the initial phase to 25.3 percent during the period 2005-
06 — 2009-10 but fell to 16.6 percent in the last phase for BIMARU states. At all states level,
its growth rate also improved from 12.6 percent in the initial phase to 22.0 percent during the
period 2005-06 — 2009-10 but decreased to 15.3 percent in the last phase. Fig 4.5 displays the
growth rate of grants through the centre to Bihar, BIMARU and all states during the period
1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 4.15: Growth rate of components of Grants from the Centre- Annual Average

1990-91 - 1995-96 — | 2000-01 — | 2005-06 — | 2010-11-— | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
A. Plan Grants
Bihar 16.8 40.8 9.9 21.2 23.1 22.6
BIMARU 13.8 4.3 13.8 22.0 20.2 15.1
All states 17.3 7.9 11.7 20.4 16.6 14.7
B. Non-Plan Grants (1 and 2)
Bihar 9.2 57.6 60.8 40.0 8.9 35.3
BIMARU -7.9 41.6 6.6 42.8 15.1 20.6
All states -5.4 30.9 26.9 324 17.9 21.5
1. Statutory Grants
Bihar 12.7 2242.1 827.9 1002.4 11.9 819.3
BIMARU -1.7 30.5 29.2 70.4 13.3 28.9
All states -4.6 11.4 74.4 34.3 18.0 27.6
2. Others”
Bihar -19.8 309.5 145.4 55.0 58.4 112.9
BIMARU -14.3 81.8 8.9 30.6 29.1 29.0
All states -5.2 67.6 135 31.1 194 26.3

Source: Calculation from State Finances: A Study of Budget, RBI

Note: * includes grants from relief on account of natural calamities, specific purpose grants under the recommendation of
Finance Commission and discretionary grants through Central Ministries.
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Fig 4.5: Growth Rate of Grants from the Centre
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Table 4.16 presents the rate of growth of loans and advances through the centre to Bihar,
BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11- 2015-16.

Table 4.16: Growth rate of Loans and Advances from the Centre- Annual Average

1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11—- | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
Bihar 2.2 13.8 3.9 2961.3 3.7 597.0
BIMARU 9.6 10.3 5.4 -7.9 11.7 5.9
All states 8.5 7.7 4.9 -11.8 7.7 3.4

Source: Calculation from State Finances: A Study of Budget, RBI

The rate of growth of loans and advances through the centre improved from 2.2 percent during
the period 1990-91 — 1994-95 to 13.8 percent during 1995-96 — 1999-00 for undivided Bihar.
It expanded at the rate of 3.9 percent during the period 2000-01 — 2004-05 and experienced the
whopping rate of 2961.3 percent during 2005-06 — 2009-10 due to rise in the loans and
advances through the centre from rs.3.2 crores in 2006-07 to rs.468.2 crores in 2007-08 but it
growth rate fell to 3.7 percent in the last phase for present Bihar. In case of BIMARU states,
its growth rate improved from 9.6 percent in the initial phase to 11.7 percent during the period
2010-11 — 2015-16. At all states level, its growth rate declined from 8.5 percent in the initial

phase to 7.7 percent in the last phase.

Table 4.17 depicts the rate of growth of gross transfers of resources through the centre to Bihar,
BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.
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Table 4.17: Growth rate of Gross transfers from the Centre to the States- Annual Average

1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11— | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
Bihar 10.5 11.7 9.9 15.0 17.5 13.2
BIMARU 111 9.2 141 16.1 18.1 14.0
All states 11.7 8.9 11.0 16.9 16.1 131

Source: Calculation from State Finances: A Study of Budget, RBI

The growth rate of gross transfers climbed from 10.5 percent in the initial phase to 11.7 percent
during the period 1995-96 — 1999-00 for former Bihar and in case of present Bihar, its growth
rate improved from 9.9 percent during the period 2000-01 — 2004-05 to 17.5 percent in the last
phase. Its growth rate rose from 11.1 percent in the initial phase to 18.1 percent during the
period 2010-11 — 2015-16 for BIMARU states. At all states level, its growth rate also improved
from 11.7 percent in the initial phase to 16.1 percent in the last phase. Fig 4.6 displays the
growth rate of gross transfers through the centre to Bihar, BIMARU and all states during the
period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Fig: 4.6: Growth Rate of Gross Transfers from the Centre
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“The pre-devolution resource gap is defined as the difference between receipt from state’s own
resources and state government expenditure. The post-devolution resource gap is defined as
the difference between state’s total revenue receipts including transfers and the state
expenditure” (T M Thomas Issac and Chakraborty P., 2008, pg. no. 88). Table 4.18 shows the
pre-devolution and post-devolution resource gap as a percentage contribution to GSDP of the
Bihar government during the period 1990-91 — 1994-95 to 2010-11 — 2014-15.
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Table 4.18: Pre-Devolution and Post-Devolution Resource Gap as a Percentage of GSDP of the
Bihar Government- Annual Average

1990-91 - 1995-96 — 2000-01 — 2005-06 — 2010-11 -
1994-95 1999-00 2004-05 2009-10 2014-15
Pre-Devolution Resource Gap
Bihar | -12.3 | -11.4 | -19.6 | -218 | -18.3
Post-Devolution Resource Gap
Bihar | -4.4 | -3.8 | -7.2 | -4.0 | -35

Source: Calculation from State Finances: A Study of Budget, RBI and CSO

“The increasing vertical imbalance is sharply depicted in the pre-devolution resource gap of
the state government. The post-devolution resource gap is much lower than the pre-devolution
resource gap indicating the role of transfers in financing state government expenditure” (T M
Thomas Issac and Chakraborty P., 2008, pg. no. 88). The percentage ratio of pre-devolution
resource gap to GSDP of undivided Bihar came down from (-)12.3 to (-)11.4 while after the
division of Bihar, it climbed from (-)19.6 percent during the period 2000-01 — 2004-05 to (-)
21.8 percent during 2005-06- 2009-10 but this gap came down to -18.3 percent in the last phase.
The post-devolution resource gap reduced from (-)4.4 percent of GSDP to (-)3.8 percent for
undivided Bihar. After the bifurcation of Bihar, it has decreased from (-)7.2 percent of GSDP
during 2000-01 — 2004-05 to (-)3.5 percent during 2010-11 — 2014-15. The much lower post-
devolution as a percentage of GSDP than the pre-devolution-GSDP ratio shows the increased
dependency of Bihar on centre. The decline in post-devolution resource gap for divided Bihar
is mainly due to higher transfer through grants since the contribution of share in central taxes
in total transfers of resources through fell. Fig 4.7 displays the trend of pre-devolution and post-
devolution resource gap as a percentage contribution to GSDP of Bihar Government during the
period 1990-91 — 1994-95 to 2010-11 — 20141-5.
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Fig. 4.7: Pre-Devolution and Post-Devolution Resource Gap as
a Percentage of GSDP of the Bihar Government
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Table 4.19 depicts the contribution of share in central taxes to GSDP of Bihar, BIMARU and
all states since 1990-91 — 1994-95 to 2010-11 — 2014-15.

Table 4.19: Share in Central Taxes to GSDP — Annual Averages (Percent)

1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11— | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2014-15 2014-15
Bihar 5.1 5.8 9.9 12.8 10.7 8.9
BIMARU 3.9 3.9 4.7 6.4 6.2 5.0
All states 2.8 2.7 2.8 3.4 3.4 3.0

Source: Calculation from State Finances: A Study of Budget, RBI and CSO

The contribution of transfer of central taxes to GDSP of erstwhile Bihar rose from 5.1 percent

to 5.8 percent. In case of present Bihar, its contribution increased from 9.9 percent during 2000-
01 —2004-05 to 12.8 percent during the period 2005-06 — 2009-10 but decreased to 10.7 percent
in the last phase. For BIMARU states, its contribution climbed from 3.9 percent in the initial

phase to 6.2 percent during the period 2010-11 — 2014-15. At all states level, it has also rose
from 2.8 percent in the initial phase to 3.4 percent during the period 2010-11 — 2014-15. The

data also indicates that the contribution of transfer of central taxes to GSDP of Bihar has always

been higher than that of BIMARU states and all states which reflects the much higher

dependency of Bihar on centre. Chart 4.8 presents the percentage contribution of the transfer
of central taxes to GSDP of Bihar, BIMARU and all states during the period 1990-91 — 1994-
95 to 2010-11 — 2014-15.
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Chart 4.8: Share in Central Taxes to GSDP (%)
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Table 4.20 presents the contribution of grants from the centre to GSDP of Bihar, BIMARU and
all states since 1990-91 — 1994-95 to 2010-11 — 2014-15

Table 4.20: Grants from the Centre to GSDP — Annual Averages (Percent)

1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11— | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2014-15 2014-15
Bihar 2.7 1.8 2.5 4.9 4.1 3.2
BIMARU 2.9 1.8 2.0 2.9 3.0 2.5
All states 2.5 1.7 2.1 2.6 2.6 2.3

Source: Calculation from State Finances: A Study of Budget, RBI and CSO

The percentage contribution of grants through the centre in GSDP came down from 2.7 percent
to 1.8 percent in case of undivided Bihar while after the division of Bihar, its share improved
from 2.5 percent during the period 2000-01 — 2004-05 to 4.1 percent during 2010-11 — 2014-
15. The increase in share of grants from the centre to GSDP is due to rise in contribution of
grants through the centre on plan and non-plan accounts both plan but the participation of plan
grants has always been higher than non-plan grants for divided Bihar as presented in table 4.21.
In case of BIMARU states, the share of grants from the centre to GSDP has marginally
increased from 2.9 percent in the initial phase to 3.0 percent during the period 2010-11 — 2014
-15 as shown in table 4.20. At all states level, its percentage contribution also marginally
improved from 2.5 in the initial phase to 2.6 during the period 2010-11 — 2014-15. Chart 4.9
presents the percentage contribution of grants through the centre to GSDP of Bihar, BIMARU
and all states during the period 1990-91 — 1994-95 to 2010-11 — 2014-15.
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Table 4.21: Components of Grants from the Centre to GSDP — Annual Averages (Percent)

1990-91 - 1995-96 — | 2000-01 — | 2005-06 — | 2010-11— | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2014-15 2014-15
A. Plan Grants
Bihar 2.0 1.2 2.2 3.4 3.2 2.4
BIMARU 2.5 1.3 1.6 2.1 2.3 1.9
All states 2.0 1.3 1.5 1.7 1.9 1.7
B. Non-Plan Grants (1 and 2)
Bihar 0.8 0.6 0.3 15 0.9 0.8
BIMARU 0.5 0.4 0.4 0.8 0.7 0.6
All states 0.5 0.4 0.6 0.9 0.7 0.6
1. Statutory Grants
Bihar 0.7 0.1 0.1 0.6 0.8 0.5
BIMARU 0.3 0.2 0.2 0.5 0.5 0.3
All states 0.3 0.2 0.4 0.5 0.4 0.4
2. Others”
Bihar 0.1 0.4 0.2 0.9 0.1 0.3
BIMARU 0.2 0.3 0.2 0.4 0.2 0.2
All states 0.2 0.2 0.3 0.4 0.3 0.3

Source: Calculation from State Finances: A Study of Budget, RBI and CSO

Note: * includes grants from relief on account of natural calamities, specific purpose grants under the recommendation of
Finance Commission and discretionary grants through Central Ministries.
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Table 4.22 depicts the percentage contribution of loans and advances through the centre to
GSDP of Bihar, BIMARU and all states since 1990-91 — 1994-95 to 2010-11 — 2014-15.

Table 4.22: Loan and Advances from the Centre to GSDP — Annual Averages (Percent)

1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11-— | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2014-15 2014-15
Bihar 2.4 2.3 2.0 0.2 0.2 1.4
BIMARU 2.2 2.2 1.5 0.2 0.1 1.3
All states 2.1 1.9 1.1 0.2 0.1 1.1
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Source: Calculation from State Finances: A Study of Budget, RBI and CSO

The percentage contribution of loans and advances through the centre to GSDP of undivided
Bihar marginally decreased from 2.4 to 2.3 while after its division, the share sharply fell from
2.0 to 0.2 “due to phase out of central loans in the line with the recommendation of FC12”
(State Finances: A Study of Budget, RBI). Its percentage contribution for BIMARU states
decreased from 2.2 in the initial phase to 0.1 during the period 2010-11 — 2014-15. At all states
level, its percentage contribution also fell from 2.1 in the initial phase to 0.1 during the period
2010-11 — 2014-15. Chart 4.10 displays the percentage contribution of loans and advances
through the centre to GSDP of Bihar, BIMARU and all states during the period 1990-91 —
1994-95 to 2010-11 — 2014-15.

Chart 4.10: Loans and Advances from the Centre to GSDP (%)
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Table 4.23 displays the percentage contribution of gross transfers of resources through the
centre to GSDP of Bihar, BIMARU and all states since 1990-91 — 1994-95 to 2010-11 — 2015-
16.

Table 4.23: Gross transfers from the Centre to GSDP — Annual Averages (Percent)

1990-91 - 1995-96 — | 2000-01 — | 2005-06 — | 2010-11— | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2014-15 2014-15
Bihar 10.3 9.9 14.4 18.0 15.1 13.5
BIMARU 9.0 7.9 8.2 9.5 9.3 8.8
All states 7.5 6.3 6.0 6.3 6.1 6.4

Source: Calculation from State Finances: A Study of Budget, RBI and CSO

The contribution of gross transfers through the centre to GSDP reduced from 10.3 percent to

9.9 percent in case of undivided Bihar while after its bifurcation, the share increased form 18.0
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percent during the period 2000-01 — 2004-05 to 18.0 percent during 20005-06 — 2009-10 but
declined to 15.1 percent in the last phase. In case of BIMARU states, its share has marginally
improved from 9.0 percent in the initial phase to 9.3 percent during the period 2010-11 — 2014-
15. At all states level, its percentage contribution fell from 7.5 in the initial phase to 6.1 during
the period 2010-11 — 2014-15. The data also displays that the percentage contribution of gross
transfers of resources through the centre to GSDP of Bihar has always been higher than that of
BIMARU states and all states indicating the higher dependency of Bihar on centre. Chart 4.11
displays the percentage contribution of gross transfer of resources through the centre to GSDP
of Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2014-15.

Chart 4.11: Gross Transfers from the Centre to GSDP (%)
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Table 4.24 presents the per capita central tax devolutions to Bihar, BIMARU and all states
during the period 1990-91 — 1994-95 to 2010-11 — 2015-16. Per capita transfer of central taxes
significantly improved during the period 2005-06 — 2009-10 and 2010-11 — 2015-16 for Bihar,
BIMARU and all states due to increase in central tax devolution under the recommendation of
FC Xl and FC XIII.

Table 4.24: Per capita Share in Central Taxes — Annual Averages (Rs.)

1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11— | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
Bihar 244 413 790 1562 3070 1287
BIMARU 235 398 649 1437 2965 1207
All states 224 386 572 1271 2532 1056

Source: Calculation from State Finances: A Study of Budget, RBI

136




Per capita central tax devolutions to divided Bihar significantly improved from Rs. 790 during
the period 2000-01 — 2004-05 (FC11) to Rs. 3070 during 2010-11 — 2015-16 while it was only
Rs. 244 for former Bihar during the phase 1990-91 — 1994-95 (FC9). The data also indicates
that per capita share in central taxes for Bihar has always been higher than that of BIMARU
and all states. Chart 4.12 displays the per capita central tax devolutions to Bihar, BIMARU and
all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Chart 4.12: Per Capita Share in Central Taxes (Rupees)
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Table 4.25 presents the per capita grants through the centre to Bihar, BIMARU and all states
since 1990-91 — 1994-95 to 2010-11 — 2015-16. Per capita grants through the centre
significantly improved since 2005 due increase in the volume of grants from the centre with

the phase out of central loans for plan purpose under the recommendation of FC XII.

Table 4.25: Per Capita Grants from the Centre — Annual Averages (rupees)

1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11— | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
Bihar 130 128 201 611 1215 486
BIMARU 177 178 268 672 1419 576
All states 196 249 436 968 1839 780

Source: Calculation from State Finances: A Study of Budget, RBI

Per capita grants through the centre to undivided Bihar climbed from Rs. 201 during the period
2000-01 — 2004-05 to Rs. 1215 during 2010-11 — 2015-16 while it was only Rs. 130 for former
Bihar during the phase 1990-91 — 1994-95. The significant rise in per capita grants through the
centre to divided Bihar during the period 2005-06 — 2009-10 to 2010-11 — 2015-16 is because

of significant improvement in per capita plan grants from Rs. 423 to Rs. 961 while per capita
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grants through the centre on non-plan account rose only from Rs. 188 to Rs. 254 during this
period as shown in table 4.26. Within non-plan grants, per capita statutory grants improved
from Rs. 86 during the period 2005-06 — 2009-10 to Rs. 221 during 2010-11 — 2015-16 while
per capita grants from the centre under other components declined from Rs. 102 to Rs. 33 for
present Bihar. The data in table 4.26 also indicates that the share of per capita plan grants to
per capita grants from the centre is much higher than the share of per capita non-plan grants to
per capita grants from the centre for Bihar. The ratio of per capita plan grants to per capita
grants from the centre to Bihar increased from 0.69 during the period 2005-06 — 2009-10 to
0.79 percent during 2010-11 — 2015-16 and the ratio of per capita non-plan grants to per capita
plan grants from the centre to Bihar fell from 0.31 to 0.21 during the same period. The grants
from the centre under plan head are mostly the conditional grants and states are required to
match the contribution to spend. The decline in revenue from own resources and enactment of
FRBM Act by Bihar government, due to the linkage of central transfers with fiscal reforms at
state level, create constraint on state expenditure and leave less space to use the grants,
detrimental to developmental expenditure. Chart 4.13 depicts the per capita grants through the
centre to Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 —
2015-16.

Table 4.26: Per Capita components of Grants from the Centre — Annual Averages (rupees)

1990-91 - 1995-96 — | 2000-01 — | 2005-06 — | 2010-11— | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
A. Plan Grants
Bihar 93 87 176 423 961 372
BIMARU 150 135 213 483 1079 437
All states 161 196 305 647 1312 554
B. Non-Plan Grants (1 and 2)
Bihar 37 40 25 188 254 114
BIMARU 27 43 54 189 341 139
All states 36 54 131 321 527 226
1. Statutory Grants
Bihar 33 9 8 86 221 77
BIMARU 16 15 23 107 236 85
All states 23 26 77 175 319 131
2. Others”
Bihar 4 32 16 102 33 37
BIMARU 11 28 31 82 105 53
All states 12 28 54 146 208 94

Source: Calculation from State Finances: A Study of Budget, RBI

Note: * includes grants from relief on account of natural calamities, specific purpose grants under the recommendation of
Finance Commission and discretionary grants through Central Ministries.
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Chart 4.13: Per Capita Grants from the Centre (Rupees)
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Table 4.27 displays the per capita loans and advances through the centre to Bihar, BIMARU
and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16. Per capita loans and
advances through the centre sharply fell since 2005 because of phase out of central loans for

plan purpose under the recommendation of FC XII.

Table 4.27: Per Capita Loan and Advances from the Centre — Annual Averages (rupees)

1990-91 - 1995-96 - | 2000-01 - | 2005-06 — | 2010-11- | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
Bihar 113 167 164 28 64 105
BIMARU 135 225 203 46 63 132
All states 166 272 229 63 87 160

Source: Calculation from State Finances: A Study of Budget, RBI

Per capita loans and advances through the centre to divided Bihar came down from Rs. 164
during the period 2000-01 — 2004-05 to Rs. 64 during 2010-11 — 2015-16 while it was Rs. 113
during the phase 1990-91 — 1994-95 for former Bihar. Chart 4.14 presents per capita loans and
advances through the centre to Bihar, BIMARU and all states during the period 1990-91 —
1994-95 to 2010-11 — 2015-16.
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Chart 4.14: Per Capita Loans and Advances from the Centre
(Rupees)
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Table 4.28 depicts the per capita gross transfer of resources through the centre to Bihar,
BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 4.28: Per Capita Gross transfers from the Centre — Annual Averages (rupees)

1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11— | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
Bihar 487 708 1155 2200 4349 1879
BIMARU 547 801 1120 2155 4447 1915
All states 586 908 1237 2302 4457 1996

Source: Calculation from State Finances: A Study of Budget, RBI

Per capita gross transfer of resources through the centre to divided Bihar climbed from Rs.
1155 during the period 2000-01 — 2004-05 to Rs. 4349 during 2010-11 — 2015-16 while it was
only Rs. 487 during the phase 1990-91 — 1994-95 for erstwhile Bihar. The data also indicates
that the per capita gross transfer of resources through the centre to divided Bihar has always
been higher than that of BIMARU and all states reflecting the higher dependency of Bihar on
the centre.

140



Chart 4.15: Per Capita Gross Transfers from the Centre
(Rupees)
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The transfers of resource through Finance Commission to Bihar, which is unconditional in
nature, declined from 81.3 percent during the period 2005-06 — 2009-10 to 77.1 percent during
2010-11 — 2015-16 while the transfer of resources through Planning Commission, which is
mostly conditional in nature and state is required to contribute to use the resources, increased
from 17.2 percent during the period 2005-06 — 2009-10 to 22.1 percent during 2010-11 — 2015-
16. The actual transfer of share in central taxes through Finance Commission to Bihar as a
percentage to all states declined from 11.2 during the period 1990-91 — 1994-95 (FC9) to 10.9
percent during 2010-11 — 2014-15 (FC13). Within the grants from the centre to states, the
contribution of plan grants, which is mostly conditional grants, increased from 70.2 percent
during the period 2009-10 to 82.4 percent in 2015-16 while the share of non-plan grants, which
is mostly unconditional grants, decreased from 29.8 percent during 2009-10 to 17.6 percent in
2015-16 for Bihar. On the one hand, Bihar’s dependency on centre has increased over the
period due to decline in the revenue receipt from own resources and on the other hand, central
transfers has been linked with fiscal reform at state level. Bihar government enacted FRBM act

in 2006 to maintain GFD at targeted level which creates serious strain on state expenditure.
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Chapter V: Capital Receipts: Overview of Trend, Composition and Pattern

Gross capital receipts of state government comprise of “internal debt, loans and advances from
the Centre, recovery of loans and advances, state provident funds, reserve funds, deposits and
advances, suspense and miscellaneous, remittances and contingency fund. Internal debt, loans
and advances from the Centre and recovery of loans and advances together constitute the
consolidated fund of capital receipts while state provident funds, reserve fund, deposits and
advances, suspense and miscellaneous and remittances are the component of Public account of
the state government” (Economic Survey, 2011-12, Govt. of Bihar, pg. no. 353-354). Table 5.1
presents the composition of Capital Receipts Consolidated Funds (CRCF) for Bihar, BIMARU
and All States for 1990-91 to 2015-16. The composition of CRCF changed since 2000 as the
internal debt gained importance, while loans and advances through the Centre lost its

importance since 2005-06.

Table 5.1: Composition of Capital Receipts Consolidated Fund- Annual Average (Percent)

Heads 1990-91 - | 1995-96 - |2000-01 - |2005-06 - |2010-11 - |1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
1. Internal Debt
Bihar 28.2 34.6 70.3 90.5 90.7 63.9
BIMARU 26.2 34.8 69.1 86.2 87.7 61.8
All states 22.9 325 74.0 88.3 92.0 63.1
2. Loans and Advances from the Centre
Bihar 69.4 64.0 29.0 8.7 7.6 34.7
BIMARU 64.6 57.3 24.5 6.6 4.7 30.5
All states 65.0 57.7 19.6 5.3 4.1 29.3
Debt Receipts (1 + 2)
Bihar 97.7 98.6 99.2 99.3 98.2 98.6
BIMARU 90.8 92.2 93.6 92.7 924 92.3
All states 87.9 90.2 93.6 93.6 96.1 92.4
3. Recovery of Loans and Advances
Bihar 2.3 14 0.8 0.7 1.8 14
BIMARU 9.2 7.8 6.4 7.3 7.6 7.7
All states 12.1 9.8 6.4 6.4 3.9 7.6
Capital Receipt Consolidated Fund (1 + 2 + 3)
Bihar 100.0 100.0 100.0 100.0 100.0 100.0
BIMARU 100.0 100.0 100.0 100.0 100.0 100.0
All States 100.0 100.0 100.0 100.0 100.0 100.0

Source: Calculation from State Finances: A Study of Budget, RBI

The contribution of internal debt of undivided Bihar climbed from 28.2 to 34.6 percent and
after the division of Bihar, its contribution rose from 70.3 percent during the phase 2000-01 —
2004-05t0 90.7 percent during 2010-11 to 2015-16. The percentage contribution of borrowings
through internal sources by BIMARU states was 26.2 percent during 1990-91 — 1994-95 but
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has increased to 87.7 percent during 2010-11 — 2015-16. At All states level, the contribution

was 22.9 percent initially which has gone up to 92.0 percent in the last phase.

The contribution of loans and advances through the Centre to CRCF has continuously
decreased during the period. The percentage contribution decreased from 69.4 to 64.0 for
undivided Bihar while it sharply fell from 29.0 during the period 2000-01 — 2004-05 to 7.6
during the last phase 2010-11 to 2015-16. Its contribution for BIMARU states was 64.6 percent
during the initial phase and fell to 4.7 percent in the last phase. At all states level, its

participation was 65.0 percent initially and decreased to 4.1 percent in the last phase.

Table 5.1 also provides the information about the percentage contribution of recovery of loans
and advances to CRCF for the period. It can be seen that the contribution of recovery loan and
advances to CRCF of undivided Bihar decreased from 2.3 percent to 1.4 percent between 1990-
91 — 1994-95 to 1995-96 — 1999-00, while it has increased later, from 0.8 percent to 1.8
percent in the last phase for divided Bihar. For BIMARU states, its contribution was 9.2 percent
initially which decreased to 7.3 percent during the period 2005-06 — 2009-10 but slightly
improved to 7.6 percent in the last phase. At all states level, its contribution continuously fell
from 12.1 percent initially to 3.9 percent during the last phase. In case of Bihar, its share has

always been less than that of BIMARU and all states.

The significant change in the compositions of CRCF is due to the following reasons:
“(i) The institution of National Small Savings Fund (NSSF) w.e.f April 1, 1999.

(ii) Implementation of Debt Swap Scheme (DSS) during the period 2002-2005

(iii) Disintermediation of Plan loan from April 1, 2005 in accordance with the recommendation
of Finance Commission XII (TFC)” (State Finances: A study of Budget, RBI).

Before the institution of NSSF, small savings were treated as loans from Centre to states. After
its establishment, small “savings collections are channelized through NSSF’s investment in
state government securities, instead of being intermediated by the Centre and became the part
of internal debt of state government” (State Finances: A Study of Budget, RBI, 2012-13, pg.
no. 61). The DSS enabled states to “prepay high cost loans contacted from the Central
government through low cost market borrowings and proceeds from small savings. This
reduced the contribution of fresh loans from the Centre but increased the share of internal debt”
(State Finances: A Study of Budget, RBI, 2012-13, pg. no. 65).
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The fall in the importance of loans and advances through the Centre reflects discontinuance of
plan loans since April 1, 2005 on the basis of the recommendation of TFC. States would borrow
directly from the market to finance their annual plans. The “method of issuance of market loans
migrated from the administratively controlled system to an auction based system since 2006-
07” (State Finances: A Study of Budget, RBI, 2006-07; pg. no. 46-47). However, TFC
recommended that Centre could raise loans for fiscally weaker states, who are unable borrow

sufficiently from the market.

The total borrowings through the internal sources and loans and advances through the Centre
together constitute debt receipts of capital receipts consolidated fund of the state governments.
In case of erstwhile Bihar, its contribution rose from 97.7 percent to 98.6 percent while its
percentage contribution came down from 99.2 to 98.2 for divided Bihar as presented in Table
5.1. For BIMARU states, its percentage contribution improved from 90.8 initially to 92.4
during 2010-11 — 2015-16. At all states level, it has significantly increased from 87.9 percent
in the initial phase to 96.1 percent during the last phase. Chart 5.1 depicts the percentage
contribution of internal debt to CRCF of Bihar, BIMARU and all states during the period 1990-
91 — 1994-95 to 2010-11 — 2015-16. Chart 5.2 displays the percentage participation of loans
and advances through the centre to CRCF of Bihar, BIMARU and all states during the period
1990-91 — 1994-95 to 2010-11 — 2015-16 and chart 5.3 presents the percentage contribution of
recovery of loans and advances to CRCF of Bihar, BIMARU and all states during the same
period. Chart 5.4 displays the pattern of CRCF of the Bihar government during the period 2000-
01 -2015-16.

Chart 5.1: Internal Debt to Capital Receipt Consolidated
Fund (%)
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Chart 5.2: Loans and Advances to Capital Receipt
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Chart 5.3: Recovery of Loans and Advances to Capital Receipt
Consolidated Fund (%)
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Chart 5.4: Composition of Capital Receipt Consolidated Fund
of the Bihar Government during 2000-01 - 2015-16 (%)
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Note: ID- Internal Debt, L&A- Loans and Advances.

Within the total borrowings through internal sources, market borrowings and special securities

provided to NSSF together constitute more than 70 percent share in capital receipts

consolidated fund since 2005 as presented in table 5.2.

Table 5.2: Share of the Components of Internal Debt to Capital Receipts Consolidated Fund-
Annual Average (Percent)

Heads 1990-91 - | 1995-96 - | 2000-01 -—| 2005-06 - |2010-11 —|1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

Market Loans

Bihar 26.9 25.2 22.8 29.0 59.7 33.8

BIMARU 21.1 24.2 23.8 44.8 52.8 34.1

All states 16.1 19.5 22.1 47.3 67.9 35.9

Loans from Banks and Financial Institutions

Bihar 0.8 1.1 45 9.4 9.9 5.3

BIMARU 1.3 3.1 4.2 9.4 9.8 5.7

All states 2.7 3.4 4.7 6.8 6.1 4.8

Special Securities issued to NSSF*

Bihar - 38.0 38.7 41.4 19.7 21.4

BIMARU - 30.7 35.4 27.6 15.0 16.7

All states - 35.9 38.6 29.4 12.7 17.4

Others

Bihar 0.5 0.7 4.2 10.7 1.4 3.4

BIMARU 3.8 15 5.7 4.4 10.1 5.3

All states 4.1 2.5 8.7 4.8 5.3 5.1

Source: Calculation from State Finances A Study of Budget, RBI

Note: * indicates only for the year 1999-2000.

In case of Bihar, the contribution of market loan was 26.9 percent initially but there has been

significant increase in its share from 29.0 percent during the period 2005-06 — 2009-10 to 59.7

percent in the last phase due decline in the relative share of NSSF from 41.4 percent to 19.7
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percent. For BIMARU states, the share of market loans was 21.1 percent in the initial phase
which increased to 44.8 percent during the period 2005-06 — 2009-10 and again significantly
rose to 52.8 percent in the last phase while the relative contribution of NSSF came down from
35.4 percent in 2000-01 — 2004-05 to 15.0 percent in the last phase. At all states level, the
market loans contributed 16.1 percent in capital receipt consolidated fund initially which
increased to 47.3 percent during the period 2005-06 — 2009-10 and again significantly
increased to 67.9 percent in the last phase while the percentage contribution of NSSF fell from
38.6 during 2000-01 — 2004-05 to 12.7 in the last phase. Chart 5.5 shows the percentage
contribution of market loans to CRCF for Bihar, BIMARU and all states during the period
1990-91 — 1994-95 to 2010-11 — 2015-16 and Chart 5.6 displays the percentage contribution
of NSSF to CRCF for Bihar, BIMARU and all states during the same period.

Chart 5.5: Market Loans to Capital receipt Consolidated
Fund (%)
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Chart 5.6: NSSF to Capital Receipt Consolidated Fund (%)
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Table 5.3 provides the information about the pattern of internal debt of Bihar, BIMARU and
all states during the period 1990-91-1994-95 to 2010-11-2015-16. Before the institution of
NSSF, market borrowings were the most important source of internal debt but were
administered by the Centre and regulated by the RBI. “States may not, without the consent of
central government, raise any loan if they are indebted to the central government (Art 293)”.
With the institution of NSSF effective April 1, 1999, contribution of market loans declined, but
it again gained importance in the later phase as the states were permitted to borrow directly

from the market by auction route since 2006-07.

Table 5.3: Composition of Internal Debt- Annual Average (Percent)

Heads 1990-91 - | 1995-96 —|2000-01 - |2005-06 —|?2010-11 —|1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

Market Loans

Bihar 95.4 83.6 32.6 31.0 65.6 61.8

BIMARU 82.3 76.4 34.6 51.7 61.3 61.3

All states 71.3 69.6 29.6 53.3 73.9 60.1

Loans from Banks and Financial Institutions

Bihar 2.7 2.0 6.6 11.2 10.9 6.9

BIMARU 5.4 9.5 6.0 10.9 11.4 8.8

All states 115 11.7 6.5 7.8 6.6 8.7

Special Securities issued to NSSF*

Bihar - 62.5 55.4 47.0 22.0 27.2

BIMARU - 50.1 51.2 32.1 16.9 21.9

All states - 55.2 52.1 335 13.8 21.8

Others”

Bihar 1.8 1.9 54 10.8 1.5 4.2

BIMARU 12.3 4.0 8.2 5.3 10.4 8.1

All states 17.2 7.7 11.8 5.5 5.7 9.4
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Source: Calculation from State Finances: A Study of Budget, RBI

Note: * includes “land compensation bonds”, “loans from Khadi and Village Industries Commission” etc.

The contribution of market loans to internal debt of divided Bihar significantly rose from 32.6
percent during the period 2000-01 — 2004-05 to 65.6 percent during 2010-11 — 2015-1because
of fall in the contribution of NSSF. For BIMARU states, the contribution of market loans to
internal debt was 82.3 percent initially and continuously decreased to 34.6 percent during 2000-
01-2004-05 but after that it started to improve and reached to 61.3 percent in the last phase due
to decline in the share of NSSF. At all states level, the contribution of market loans to internal
debt was 71.3 percent in the initial phase which continuously declined to 29.6 percent during
the period 2000-01-2004-05 but after that it again gained importance and reached to 73.9

percent in the last phase due to decrease in the relative share of NSSF.

As per Economic Survey of Bihar (2014-15) the “collections under the small saving schemes,
net of withdrawals, are the source of funds for the NSSF. The NSSF invests the net collections
of small savings in the Special State Government Securities (SSGS) and Special Central
Government Securities (SCGS), as per the sharing formula decided by the central government”
(pg. no. 345). According to Rangarajan and Prasad (2012) the NSSF borrowings are “inherently
inflexible as they are based on their availability and collections within the geographical
territory of the state than the borrowing requirement of the state. The NSSF is an autonomous
source of fund as the state governments cannot determine either the quantum or cost of these
borrowings” (State Finances: A Study of Budget, RBI 2012-13, pg. no. 61). In the context
“borrowings from NSSF versus market borrowings, there are trade-offs between lower interest
rate of market borrowings and longer maturity and stability of NSSF”’ (State Finances: A Study
of Budget, RBI, 2005-06, pg. 50). The maturity period of market borrowings has been 10 years
and average interest rate has been 6.5 percent while the maturity period of NSSF has been 25
years and interest rate, which is determined by central government varied between 9.5 percent

and 10.5 percent.

In case of Bihar, the share of NSSF in internal debt was 55.4 percent during the period 2000-
01 — 2004-05 after that it started to decline and reached to 22.0 percent during 2010-11-2015-
16 as shown in Table 5.3. For BIMARU states, its share was 51.2 percent during the period
2000-01 — 2004-05 after that it continuously declined to 16.9 percent in the last phase. At all
states level, its share was 52.1 percent during the period 2000-01 — 2004-05 after it has also

shown the declining trend and reached to 13.8 percent in the last phase.
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The share of NSSF has been highest during the period 2000-01 — 2004-05 for Bihar, BIMARU
and all states. It is due to the “entire net collections credited to NSSF were passed on to the
states against the issues of SSGS under the DSS” (State Finances: A Study of Budget, RBI,
2007-08). The declining role of NSSF contribution in the later phase “can be attributed to three
factors: (i) volatility in net collections under small saving schemes (ii) revision in norms
relating to sharing of net collections between the centre and the states (iii) redemption of SSGS”
(State Finances: A Study of Budget, RBI, 2013-14, pg. no. 10).

“As per recommendation of the Committee on Comprehensive Review of the NSSF, interest
rates on small saving instruments have been made more market-aligned since December 2011.
Although, they are revised at annual intervals, they cannot respond to market signals as quickly
as other instruments of savings” (State Finances: A Study of Budget, RBI, 2013-14, pg. no.
10). The fluctuation of NSSF’s contribution is also related to the revisions of norms associated
with sharing of net collections from small savings between the centre and the states. “The
sharing between the centre and the states was in the ratio of 20:80 between 1999-2000 and
2001-02; 0:100 between 2002-03 and 2006-07; and 20:80 between 2007-08 and 2011-12. From
2012-13 onwards, state government have been given the options of availing either the entire
net small saving collections within the state or only 50 percent of the net collections. 16 states
including Bihar opted for a 50 percent share of net small saving collections as state
governments have had funds in excess of their financial requirement” (State Finances: A Study

of Budget, RBI, 2013-14, pg. no. 10).

Table 5.3 also provides the information about the percentage contribution of loans from banks
and financial institutions to internal debt of Bihar, BIMARU and all states during the period
1990-91 — 1994-995 to 2010-11 — 2015-16. Its contribution was 10.9 percent during the phase
2010-11 — 2015-16 for divided Bihar against 2.7 percent during 1990-91 — 1994-95 for
undivided Bihar. For BIMARU states, it has also shown the increasing trend i.e. 5.4 percent in
the initial phase to 11.4 percent during the period 2010-11 — 2015-16. However, at all states
level, it has significantly fall from 11.5 percent initially to 6.6 percent in the last phase. Chart
5.7 displays the pattern of internal debt of the Bihar government during the period 2000-01 —
2015-16.
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Chart 5.7: Composition of Internal Debt of the Bihar
Government during 2000-01 - 2015-16 (%)
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Note: ML- Market Loans, Fls- Financial Institutions.

The central government’s role has been critical for deterioration of the state finances. “The
rates of interest on borrowings were gone up after 1990-91. The coupon rates of state’s
government securities were pulled harshly by the RBI from 1990-91 onwards. The weighted
average of coupon rates, which was 11.5 percent in 1990-91, reached to 14 percent in 1995-96.
However, the interest rates on small borrowings by states increased from 13 percent to 14.5
percent between 1990-91 and 1992-93, and remained stable after that till 1997-98” (T M
Thomas Issac and R. Ramakumar, 2011, pg. no. 191). However, the interest rate started to
decline thereafter but the financial burden of high interest rates of these periods has been
notable (table 5.4).

Table 5.4: Key Interest rates on State Government Borrowings from the Centre and the
Market, 1990-91 to 2007-08 (in Percent Per Annum)

Year Coupon rates on | Interest rates on | Interest rates on
state government | small savings | plan and non-plan
securities (weighted | borrowings by | loans from the
average) states centre

1990-91 11.5 13.0 10.3

1991-92 11.8 13.5 10.8

1992-93 13.0 14.5 11.8

1993-94 13.5 14.5 12.0

1994-95 12.5 14.5 12.0
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1995-96 14.0 145 13.0
1996-97 13.8 145 13.0
1997-98 12.8 145 13.0
1998-99 12.4 14.0 125
1999-00 11.9 135 _
2000-01 11.0 12.5 _
2001-02 9.2 11.0 _
2002-03 75 10.5 _
2003-04 6.1 9.5 _
2004-05 6.4 9.5 _
2005-06 7.6 9.5 _
2006-07 8.1 9.5 _
2007-08 8.3 9.5 _

Source: RBI (2005c; 2005d, 2006); EPWRF (2004)

Gross capital receipts of the state government include capital receipts from consolidated fund
and capital receipts from public account. “Public Account includes state provident fund etc.,
reserve funds, deposits and advances (like the earnest money deposits taken from the
contractors for public works etc.), suspense and miscellaneous accounts where amounts are as
an interim measure pending their final adjustments in the books of accounts and remittances”
(Economic Survey of Bihar, 2006-07, pg. no. 203). As per the Economic Survey of Bihar
(2014-15) “liability from Public Account constitutes a significant part of the total liabilities of
the state government, though it is not a debt in the strict sense of the term. But the resources
are indeed used by the state government, and there is a liability to pay back the outstanding
balances in these accounts, which form a part of cash balance of the state” (pg. no. 365) Table
5.5 presents the share of public account and its components to gross capital receipts over the
period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 5.5: Share of Public Accounts and its Components to Gross Capital Receipts- Annual
Average (Percent)

Heads 1990-91 - | 1995-96 — | 2000-01 - | 2005-06 2010-11 1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

1. State Provident Funds, e.t.c

Bihar 18.7 7.4 9.7 0.9 0.6 7.2

BIMARU 15.6 16.1 8.1 1.4 1.3 8.2

All states 12.3 13.3 6.8 1.8 1.9 7.0

2. Reserve Funds
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Bihar 0.0 -0.1 0.0 0.4 0.5 0.2
BIMARU 3.8 4.6 3.3 0.8 0.9 2.6
All states 4.8 4.5 2.6 0.9 0.9 2.7
3. Deposits and Advances

Bihar -0.3 5.4 7.2 3.6 9.7 5.3
BIMARU 8.2 8.7 9.5 9.8 9.2 9.1
All states 6.8 8.1 7.4 8.8 9.2 8.1
4. Suspense and Miscellaneous

Bihar 0.0 -0.5 15.2 87.3 77.1 374
BIMARU 14 -0.7 18.5 79.7 80.1 37.5
All states 2.9 2.1 20.4 77.2 76.6 37.4
5. Remittances

Bihar -0.6 29.3 0.7 4.7 6.1 8.0
BIMARU -1.1 -13.1 1.7 4.2 4.0 -0.7
All states -1.0 -3.2 2.5 4.8 4.5 1.6
Public Account (1 to 5)

Bihar 17.8 41.6 32.8 97.0 94.1 58.1
BIMARU 28.0 15.4 41.2 96.0 95.5 56.8
All states 25.8 24.8 39.8 93.5 93.1 56.8

Source: Calculation from State Finances: A Study of Budget, RBI

The contribution of public account to gross capital receipts rose from 17.8 percent during the
phase 1990-91 — 1994-95 for undivided Bihar to 94.1 percent during 2010-11 — 2015-16 for
divided Bihar. For BIMARU states, its contribution was 28.0 percent in the initial phase and
climbed to 95.5 percent in the last phase. At all states level, its contribution also improved
significantly from 25.8 percent initially to 93.1 percent during the last phase. The contribution
of suspense and miscellaneous has been responsible for the significant rise in the contribution
of public account. Chart 5.8 presents the percentage contribution of state provident fund etc. to
gross capital receipt of Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to
2010-11 —2015-16 and Chart 5.9 displays the percentage contribution of reserve funds to gross
capital receipt of Bihar, BIMARU and all states during the same period. Chart 5.10 depicts the
percentage contribution of deposits and advances to gross capital receipt of Bihar, BIMARU
and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16 and Chart 5.11
displays the percentage contribution of suspense and miscellaneous to gross capital receipt of
Bihar, BIMARU and all states during the same period and Chart 5.12 shows the percentage
contribution of public accounts to gross capital receipt of Bihar, BIMARU and all states during

the same period.
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Chart 5.10: Deposits and Advances to Gross Capital
Receipts (%)
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Chart 5.12: Public Account to Gross Capital receipt
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Table 5.6 depicts the percentage contribution of the components of suspense and miscellaneous
to gross capital receipts of Bihar, BIMARU and all states during the period 1990-91 — 1994-95
to 2010-11 — 2015-16. Within the components of suspense and miscellaneous, cash balance
investment accounts has been the main contributor to gross capital receipts.

Table 5.6: Share of the Components of Suspense and Miscellaneous to Gross Capital Receipts-
Annual Average (Percent)

Heads 1990-91 - | 1995-96 —|2000-01 - |2005-06 - |?2010-11 - 1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

Cash Balance Investment Accounts

Bihar 0.0 0.0 15.5 87.0 76.7 374

BIMARU 0.0 0.0 5.8 474 42.5 20.0

All states 0.0 0.0 6.8 51.1 48.8 22.4

Deposits with RBI

Bihar 0.0 0.0 0.0 0.0 0.0 0.0

BIMARU 0.0 0.0 9.3 25.7 26.0 12.7

All states 0.0 0.0 8.4 16.3 14.9 8.2

Others”

Bihar 0.0 -0.5 -0.3 0.3 0.4 0.0

BIMARU 1.4 -0.7 3.4 6.6 11.6 4.7

All states 2.9 2.1 5.1 9.8 12.9 6.8

Source: Calculation from State Finances: A Study of Budget, RBI

Note: * includes suspense etc.

In case of Bihar, the share of cash balance investment account was 15.5 percent during the
period 2000 -01 — 2004-05 which significantly increased to 87.0 percent in the next phase but
decreased to 76.7 percent in the last phase. During 2000-01 — 2004-05, its share was 5.8 percent
for BIMARU states which increased to 47.4 percent in the next phase while it experienced
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decline in the last phase to 42.5 percent as. At all states level, its share was 6.8 percent during
the period 2000-01 — 2004-05 which increased to 51.1 percent in the next phase but declined
to 48.8 percent in the last phase. Other than cash balance investment account, deposits with

RBI also played the important role in gross capital receipts for BIMARU states and all states.

There has been a sharp accumulation of the surplus cash balance of state governments since
the beginning of the fiscal 2005-06. This is probably because of the following reasons: “(i)
containment of expenditure by the state governments particularly, non-interest revenue
expenditure and stagnant capital outlay after the enactment of Fiscal Responsibility Legislation
(i) adherence to the fiscal restructure plan of the TFC to avail of debt relief in terms of debt
write-off and rescheduling of loans from the centre (iii) higher central transfers in the light of
TFC recommendations and higher economic growth (iv) buoyant receipts under various small
saving schemes (v) entire small savings collection (net of repayment) accrue to the states under
DSS (vi) better liquidity management by the states. States invest their temporary surplus cash
balances in 14-Day Intermediate Treasury Bills with the rate of return of 5.0 percent. The states
earned a negative spread on the reverse flow of resources from the centre since the surpluses
are funded by the borrowings mobilised at a significantly higher cost” (State Finances: A Study
of Budget RBI, 2005-06, pg. no. 5). “Even the BIMARU states, with a track record of
abysmally low provision of basic needs, have joined the rich states’ club with large amounts
of surpluses” (T M Thomas Issac, R Ramakumar, 2006, pg. no. 1). “Even the increased capital
receipts- in the form of NSSF borrowings- were not routed to revenue expenditure because of
fearing of rising revenue deficit. The cash surplus phenomenon, thus is a perverse outcome of
the FRBM Act” (T M Thomas Issac, R Ramakumar, 2011, pg. no. 203).

Within the components of public account, the contribution of small savings, provident funds,
etc. in gross capital receipts was significant initially but its relative share declined since 2005

due to increase in the share of suspense and miscellaneous as shown in table 5.5.

“According to Indian Government Accounting Standard (IGAS) and broad definition of
Finance Commission, total liabilities of state government include internal debt, loans and
advances from the centre, public accounts (include only state provident funds etc., reserve
funds and deposits and advances) and contingency fund” (State Finances: A Study of Budget,
RBI, 2012-13, pg. no. 58).

Table 5.7 displays the pattern of total liabilities of Bihar, BIMARU and all states during the
period 1990-91 — 1994-95 to 2010-11 — 2015-16. Its composition has changed over the period

157



as the loans and advances from the centre was the major component earlier but its contribution
sharply fell in the later phase because of phase out Central loans for plan purpose from April
1, 2005 on the basis of the recommendation of TFC and the institution of NSSF effective from
April 1, 1999 while Public Account became the major component of total liabilities in the later

phase.

Table 5.7: Composition of Total Liabilities- Annual Average (Percent)

Items 1990-91 - | 1995-96 - | 2000-01 - | 2005-06 - |2010-11 —|1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
1.Internal debt
Bihar 23.5 30.1 54.6 36.1 32.8 35.3
BIMARU 20.5 27.6 51.9 21.1 24.3 28.9
All states 19.3 25.7 58.5 32.1 33.8 33.9
2. Loan and Advances from the Centre
Bihar 57.9 56.4 21.7 2.6 2.8 27.3
BIMARU 50.5 45.2 16.7 15 1.2 22.2
All states 54.0 46.4 14.4 1.7 1.2 22.7
3. Public Accounts”
Bihar 18.5 13.5 23.0 61.3 64.4 37.3
BIMARU 29.6 27.4 315 76.8 74.3 48.9
All states 26.8 27.6 27.2 65.8 64.7 43.3
4. Contingency fund
Bihar 0.0 0.0 0.6 0.0 0.0 0.1
BIMARU -0.6 -0.2 -0.1 0.5 0.2 -0.1
All states -0.1 0.2 -0.1 0.5 0.3 0.2
Total
Bihar 100.0 100.0 100.0 100.0 100.0 100.0
BIMARU 100.0 100.0 100.0 100.0 100.0 100.0
All states 100.0 100.0 100.0 100.0 100.0 100.0

Source: Calculation from State Finances: A Study of Budget, RBI

Note: * includes state provident funds etc., deposits and advances, reserve funds and remittances.

The percentage contribution of loans and advances to total liabilities of undivided Bihar was
57.9 during the phase 1990-91 — 1994-95 and continuously decreased to 2.8 during 2010-11 —
2015-16 for divided Bihar. In case of BIMARU states, its percentage contribution was 50.5
initially and fell to 1.2 in the last phase. At all states level, its contribution decreased from 54.0
percent initially to 1.2 percent in the last phase.

Table 5.7 also presents that the percentage contribution of internal debt to total liabilities of
undivided Bihar was 23.5 percent during the phase 1990-91 — 1994-95 and significantly rose
to 54.6 during the period 2000-01 — 2004-05 for divided Bihar after that it started to fall and
reached to 32.8 percent in the last phase. In case of BIMARU states, its share also increased
significantly from 20.5 percent initially to 51.9 percent during the period 2000-01 — 2004-05
but again decreased to 24.3 percent in the last phase. At all states level, its share also shows the
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significant rise from 19.3 percent in the initial phase to 58.5 percent during 2000-01 — 2004-05

but again declined to 33.8 percent in the last phase.

Within the internal debt, market loan was the major component of total liabilities earlier but its
relative share declined in the later phase due to the institution of NSSF as shown in table 5.8
below. The percentage contribution of internal debt to total liabilities has been highest during
the period 2000-01 — 2004-05 as shown in table 4.7 due to significant rise in the contribution
of NSSF in CRCF.

The contribution of borrowings from the market loans to total liabilities of undivided Bihar
was 22.5 percent in phase 1990-91 — 1994-95 and continuously decreased to 12.3 percent
during the period 2005-06 — 2009-10 for divided Bihar but improved to 21.3 percent in the last
phase as presented in table 5.8. Its share was 16.5 percent initially for BIMARU states which
significantly decreased to 9.8 percent during 2005-06 — 2009-10 but again increased to 13.8
percent in the last phase. While at all states level, after the improvement in its share from 13.4
percent in the initial phase to 15.4 percent during the period 1995-96 — 1999-00, it decreased
to 14.6 percent during 2005-06 — 2009-10 but again improved to 20.6 percent in the last phase
as presented in table 5.8. The share of market loan shows the improvement in the last phase
due to decline in the share of NSSF in CRCF and states were permitted to borrow from the

market directly through auction route by 2006-07.

The percentage contribution of loans from Banks and Fls to total liabilities improved
significantly from 0.6 during 1990-91 — 1994-95 for undivided Bihar to 3.6 during 2010-11 —
2015-16 for divided Bihar as observed in table 5.7. For BIMARU states, its contribution was
1.0 percent in the initial phase which increased to 3.0 percent during the period 2005-06 —
2009-10 but decreased to 2.5 percent in the last phase. At all states level, its share improved
from 2.4 percent initially to 4.4 percent during the period 2000-01 — 2004-05 and then declined

to 2.3 percent in the last phase.

Table 5.8: Share of components of Internal Debt to Total liabilities- Annual Average (Percent)

Items 1990-91 - | 1995-96 - |2000-01 - |2005-06 - |2010-11 - |1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

1.Market Loan

Bihar 22.5 225 17.0 12.3 21.3 19.2

BIMARU 16.5 18.9 15.2 9.8 13.8 14.8

All states 13.4 15.4 14.6 14.6 20.6 15.9

2. Special securities issued to NSSF

Bihar 0 29.0° 28.1 15.0 7.4 11.1

BIMARU 0 4.7 22.8 6.8 3.8 7.5
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Allstates |0 [ 5.1 | 26.0 [ 9.7 [ 3.9 | 8.7
3. Loans from Banks and Fls

Bihar 0.6 1.2 3.4 3.1 3.6 2.4
BIMARU 1.0 2.8 3.3 3.0 2.5 2.5
All states 2.4 3.3 4.4 2.6 2.3 3.0
4. Others™

Bihar 0.5 0.6 6.2 5.7 0.5 2.6
BIMARU 3.0 1.2 10.6 1.6 4.2 4.1
All states 3.5 1.9 13.5 5.3 6.9 6.2

Source: Calculation from State Finances: A Study of Budget, RBI
Note: 1. * indicates only for the year 1999-00.

2. ** includes land compensation bonds, loans from Khadi and Village Industries Commission etc.
Table 5.7 also provides the information that the percentage contribution of public accounts to
total liabilities of Bihar, BIMARU and all states during 1990-91 — 1994-95 to 2010-11 — 2015-
16. The percentage contribution of public account to total liabilities was 18.5 during 1990-91
—1994-95 for undivided Bihar and significantly rose over the period and reached to 64.4 during
the period 2010-11 — 2015-16 for divided Bihar. Its contribution was 29.6 percent in the initial
phase for BIMARU states which increased to 76.8 percent during the period 2005-06 — 2009-
10 but decreased slightly to 74.3 percent in the last phase. At all states level, its share improved
from 26.8 percent initially to 65.8 percent during the period 2005-06 — 2009-10 but decreased
to 64.7 percent in the last phase.

Within the public accounts, the collection under small savings has been volatile. In later phase
its share in total liabilities declined probably due to “better returns on alternate instruments of
savings” (state Finances: A study of Budget, RBI) as displayed in table 5.9 below. Since
December 2011, as per the recommendation of Shyamala Gopinath committee “interest rates
on small savings instruments have been made more market-aligned, but as they are revised at
annual intervals, they cannot respond to market signals as quickly as other instruments of
savings” (State Finances: A Study of Budget, RBI, 2011-12, pg. no. 50) . Its contribution was
18.9 percent during 1990-91 — 1994-95 for undivided Bihar and significantly decreased to 4.1
percent during the period 2010-11 — 2015-16 for divided Bihar. Its share was 16.7 percent for
BIMARU states in the initial phase which continuously declined over the period and reached
to 8.5 percent in the last phase. At all states level, its share was 13.7 percent initially which
continuously decreased and reached to 8.9 percent during the period 2000-01 — 2004-05 after
that its relative started to increase and reached to 10.5 percent in the last phase.

Within the public account, deposits and advances have been the main contributor to total
liabilities as shown in table 5.9. Its contribution was negative during 1990-91 — 1994-95 for
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undivided Bihar and significantly improved to 57.0 percent during 2010-11 — 2015-16 for
divided Bihar. Its share was 8.9 percent initially for BIMARU states, which continuously
increased over the period and reached to 62.7 percent during the period 2005-06 — 2009-10 but
decreased in the last phase to 59.7 percent. At all states level, its share improved significantly
from 7.7 percent in the initial phase to 50.3 percent during the period 2005-06 — 2009-10 but
declined to 49.6 percent in the last phase. Chart 5.13 shows the percentage share of internal
debt to total liabilities for Bihar, BIMARU and all states during the period 1990-91 — 1994-95
to 2010-11 — 2015-16. Chart 5.14 displays the percentage contribution of loans and advances
through the centre to total liabilities for Bihar, BIMARU and all states during the period 1990-
91 — 1994-95 to 2010-11 — 2015-16 and Chart 5.15 displays the percentage share of public
account to total liabilities for Bihar, BIMARU and all states during the same period. Chart 5.16
shows the composition of total liabilities of the Bihar government during the period 2001-02 —
2015-16.

Table 5.9: Share of components of Public Accounts to Total liabilities- Annual Average (Percent)

Items 1990-91 - | 1995-96 —|2000-01 - |2005-06 - |?2010-11 —|1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

State Provident Funds etc.

Bihar 18.9 9.9 11.3 11.6 4.1 10.9

BIMARU 16.7 15.2 9.7 8.9 8.5 11.7

All states 13.7 14.2 8.9 10.2 10.5 115

Reserve Funds

Bihar _ -0.2 0.2 4.8 3.3 1.7

BIMARU 4.0 4.3 4.0 5.2 6.2 4.8

All states 5.4 4.8 3.6 5.2 4.7 4.7

Deposits and Advances

Bihar -0.3 3.8 11.5 45.0 57.0 24.7

BIMARU 8.9 7.9 17.8 62.7 59.7 325

All states 7.7 8.7 14.8 50.3 49.6 27.1

Source: Calculation from State Finances: A Study of Budget, RBI

161



70.0
60.0
50.0
40.0
30.0
20.0
10.0

0.0

70.0
60.0
50.0
40.0
30.0
20.0
10.0

0.0

Chart 5.13: Internal Debt to Total Liabilities (%)

1990-91 - 1994- 1995-96 - 1999- 2000-01 - 2004-

95

00

H Bihar

05

H BIMARU ® All states

10

2005-06 - 2009- 2010-11 - 2015-

16

Chart 5.14: Loans and Advances to Total Liabilities (%)

1990-91 - 1994- 1995-96 - 1999- 2000-01 - 2004-

95

00

H Bihar

05

H BIMARU ® All states

10

2005-06 - 2009- 2010-11 - 2015-

16

162



Note: ID- Internal Debt, L&A- Loans and Advances, PA- Public Accounts.
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Table 5.10 presents the growth rate of capital receipts consolidated funds and its components
for Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 5.10: Growth Rates of Capital Receipts Consolidated Fund and its components- Annual

Average
Heads 1990-91 - | 1995-96 —|2000-01 - |2005-06 —|?2010-11 —|1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
1. Internal Debt
Bihar 8.3 63.8 19.2 54.5 23.6 34.5
BIMARU 26.1 46.2 23.5 8.9 32.4 27.7
All states 30.5 53.8 27.7 8.1 19.1 27.4
2. Loans and Advances from the Centre
Bihar 2.2 13.8 3.9 2961.3 3.7 597.0
BIMARU 9.6 10.3 54 -7.9 11.7 59
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Allstates | 8.5 [ 7.7 | 4.9 [ -11.8 [ 7.7 | 3.4
3. Recovery of Loans and Advances

Bihar 7.1 479.8 -37.5 74.2 1630.9 495.8
BIMARU | 53.5 16.0 414.5 69.5 130.1 139.8
All states 54.8 -3.5 72.6 2.8 42.5 33.3
Capital Receipts Consolidated Fund

Bihar 3.8 23.7 13.4 29.5 21.8 19.1
BIMARU 15.0 19.6 19.9 4.5 30.0 18.4
All states 16.4 175 22.0 5.4 18.0 15.9

Source: Calculation from State Finances: A Study of Budget, RBI

The growth rate of CRCF was 3.8 percent during 1990-91 — 1994-95 for undivided Bihar and
climbed to 21.8 percent during 2010-11 — 2015-16 for divided Bihar with increase and decrease
in the intervening period. Its growth rate was 15.0 percent initially for BIMARU states which
continuously improved to 19.9 percent during 2000-01 — 2004-05 but experienced the drastic
decline of 4.5 percent in the next phase again improved to 30.0 percent in the last phase. At all
states level, its growth rate improved from 16.4 percent initially to 22.0 percent during the
period 2000-01 — 2004-05 but it significantly decreased to 5.4 percent in the next phase but

again rose to 18.0 percent in the last phase.

The data also indicates that within CRCF, internal debt was growing at the rate of 8.3 percent
initially for undivided Bihar and climbed to 23.6 percent during 2010-11 — 2015-16 for divided
Bihar with rise and fall in the intervening period. For BIMARU states, internal debt
experienced the improvement in growth rate from 26.1 percent in the initial phase to 46.2
percent in the next phase after that it gradually declined and reached to 8.9 percent during the
period 2005-06 — 2009-10 and again improved to 32.4 percent in the last phase. At all states
level, its growth rate also experienced the same trend as that of BIMARU states with increase
from 30.5 percent initially to 53.8 percent in the next phase after that it gradually decreased
and reached to 8.1 percent during the period 2005-06 — 2009-10 and again improved to 19.1
percent in the last phase.

Within internal debt, Bihar experienced negative growth rate of market loan i.e. 64.2 percent
during the period 2005-06 — 2009-10 as shown in table 5.11 due to its not participation in
market borrowing during the period 2006-07 and 2007-08 but its growth rate improved in the
last phase to 28.9 percent. The growth rate of loans from banks and Fls in case of Bihar has
always been significant except during the last phase. It experienced the remarkable growth rate
of 3784.9 percent during the period 1995-96 — 1999-00 due to its sudden increase from rs. 14.8
cr. in 1998-99 to rs. 228.2 cr. in 1999-00. The rate of growth of NSSF was 9.5 percent 2000-
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01 — 2004-05 and significantly improved to 29.4 percent in the next phase but again decreased
to 26.8 percent in the last phase.

The growth rate of market loan of BIMARU states was 5.2 percent in the initial phase and
climbed to 21.3 percent during the period 2010-11 — 2015-16 with increase and decrease in
between the period as shown in table 5.11. It experienced the negative growth rate of loans
from banks and Fls in the initial phase which improved to 67.2 percent in the next phase after
it gradually declined to 13.7 percent in the last phase. The rate of growth of NSSF was 21.0
percent during the period 2000-01 — 2004-05 which decreased to 18.0 percent in the next phase

but again improved to 27.2 percent in the last phase.

At all states level, market loan was growing at the rate of 13.1 percent in the initial phase which
significantly increased to 51.9 percent during the period 2005-06 — 2009-10 with increase and
decrease in between the period but again declined to 16.7 percent in the last phase as presented
in table 5.11. The growth rate of loans from banks and Fls gradually fell from 128.6 percent
initially to 16.5 percent during the period 2005-06 — 2009-10 but slightly improved in the last
phase to 17.1 percent. The data also indicates that the growth rate of NSSF at all states level
gradually increased from 27.6 percent during the period 2005-06 — 2009-10 to 34.8 percent in
the last phase.

Table 5.11: Growth Rates of the Components of Internal Debt- Annual Average

Heads 1990-91 - | 1995-96 —|2000-01 - |2005-06 - |?2010-11 —|1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

Market Loans

Bihar 6.9 11.6 25.9 -64.2 28.9 8.5

BIMARU 5.2 39.8 20.1 36.3 21.3 25.2

All states 13.1 30.0 29.5 51.9 16.7 28.4

Loans from Banks and Financial Institutions

Bihar 92.4 3784.9 113.1 70.6 17.8 688.9

BIMARU -1.7 67.2 20.0 17.6 13.7 23.0

All states 128.6 22.5 17.5 16.5 17.1 36.0

Special Securities issued to NSSF

Bihar - - 9.5 29.4 26.8 22.2

BIMARU - - 21.0 18.0 27.2 22.4

All states - - 27.6 31.6 34.8 31.6

Source: Calculation from State Finances: A Study of Budget, RBI

Table 5.10 also presents the drastic fall in the rate of growth of loans and advances through the
Centre to Bihar, BIMARU and all states during the period 2000-01 — 2004-05 due to the
institution of NSSF effective April,1 1999. There has been impressive growth rate of loans and

advances through the centre in case of Bihar during the period 2005-06 — 2009- 10 due to
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increase in loans from rs. 321 cr. in 2006-07 to rs. 46825 cr. in 2007-08 while BIMARU and
all states experienced the negative growth rate during this period because of discontinuation of
central loan for plan purpose since 2005 in line with the recommendation of FC XII. Bihar was

provided the central loan under the recommendation of FC XII as it didn’t participate in raising

funds from market during 2006-07 and 2007-08.

The growth rate of recovery of loans and advances has been volatile over the period for Bihar,
BIMARU and all states as shown in table 5.10. The data also indicates that the Bihar
experienced the impressive growth rate of recovery of loans and advances during the period
1995-96 — 1999-00 and 2010-11 — 2015-16. It was due to increase in the recovery from power
projects from rs. 0.2 crore in 1998-99 to rs. 163.0 crore in 1999-00 and there was also sudden
recovery of rs. 1475 crore from power project in 2014-15. Fig. 5.1 presents the trend of the
growth rate of internal debt for Bihar, BIMARU and all states during the period 1990-91 —
1994-95 to 2010-11 — 2015-16 and Fig. 5.2 displays the trend of the growth rate of CRCF for
Bihar, BIMARU and all states during the same period.

Fig. 5.1: Growth Rate of Internal Debt
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Fig. 5.2: Growth Rate of Capital Receipt Consolidated

Fund
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Table 5.12 presents the growth rate of total liabilities for Bihar, BIMARU and all states during
1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 5.12: Growth rate of Total liabilities- Annual Average

Items 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 - | 2010-11

1994-95 1999-00 2004-05 2009-10 2015-16
Bihar 2.3 315 23.4 12.1 27.6
BIMARU 13.2 20.7 63.0 8.1 15.6
All states 13.4 22.5 55.6 7.3 155

Source: Calculation from State Finances: A Study of Budget, RBI
The growth rate of total liabilities was 2.3 percent during 1990-91 — 1994-95 for undivided

Bihar and shoot up to 31.5 percent in the next phase after that it started to fall and reached to
12.1 percent during the period 2005-06 — 2009-10 for divided Bihar but again climbed to 27.6
percent during 2010-11 — 2015-16. For BIMARU states, its growth rate increased from 13.2
percent in the initial phase to 63.0 percent during the period 2000-01 — 2004-05 but
significantly declined to 8.1 percent in the next phase and again rose to 15.6 percent in the last
phase. At all states level, its rate of growth shoot up from 13.4 percent in the initial phase to
55.6 percent during the period 2000-01 — 2004-05 but significantly fell to 7.3 percent in the
next phase and again increased to 15.5 percent in the last phase. Fig. 5.3 depicts the trend of
the growth rate of total liabilities for Bihar, BIMARU and all states during the period 1990-91
—1994-95 to 2010-11 — 2015-16.
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Fig. 5.3: Growth Rate of Total Liabilities
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Table 5.13 presents the per capita capital receipts consolidated fund and its components for
Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 5.13: Per Capita Capital Receipts Consolidated Fund and its Components- Annual Average

(Rs.)

Heads 1990-91 - | 1995-96 - |2000-01 - |2005-06 - |2010-11 - |1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

1. Internal Debt
Bihar 61 135 437 376 897 401
BIMARU 56 154 625 621 1377 598
All states 60 177 946 1082 2126 926
2. Loans and Advances from the Centre
Bihar 151 222 174 28 64 125
BIMARU 135 225 203 46 63 132
All states 166 272 229 63 87 160
Debt Receipts (1 + 2)
Bihar 212 358 611 404 961 526
BIMARU 191 380 829 668 1440 730
All states 226 449 1175 1144 2213 1087
3.Recovery of Loans and Advances
Bihar 5 7 4 2 23 9
BIMARU 20 30 73 48 94 55
All states 32 44 79 75 82 63
Capital Receipts Consolidated Fund (1 to 3)
Bihar 217 365 615 406 984 535
BIMARU 210 409 902 716 1534 784
All states 258 493 1254 1220 2295 1150

Source: Calculation from State Finances: A Study of Budget, RBI

The per capita CRCF was Rs. 217 during 1990-91 — 1994-95 for undivided Bihar and gradually
rose to Rs. 615 during 2000-01 — 2004-05 for divided Bihar but decreased to Rs. 406 in the
next phase and significantly increased to Rs. 984 during 2010-11 — 2015-16. The per capita
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CRCF of BIMARU states was Rs. 210 initially which continuously increased over the period
and reached to Rs. 902 during 2000-01 — 2004-05 but declined to Rs. 716 in the next phase and
again significantly increased to Rs. 1534 in the last phase. At all states level, per capita CRCF
increased from Rs. 258 initially to Rs. 1254 during 2000-01 — 2004-05 but marginally declined
to Rs. 1220 in the next phase and again significantly increased to Rs. 2295 in the last phase.
The decline in per capita CRCF during the period 2005-06 — 2009-10 for Bihar, BIMARU and
all states is due to significant fall in per capita loans and advances through the centre during
this period with the discontinuation of central loans for plan purpose since 2005 while it

significantly increased in the last phase because of increase in per capita internal debt.

The per capita internal debt in case of undivided Bihar was Rs. 61 during 1990-91 — 1994-95
and continuously rose to Rs. 437 during 2000-01 — 2004-05 for divided Bihar but decreased to
rs. 376 in the next phase and again significantly increased to Rs. 897 during 2010-11 — 2015-
16. The per capita internal debt of BIMARU states was Rs. 56 initially which continuously
increased over the period and reached to Rs. 625 during 2000-01 — 2004-05 but marginally
declined to Rs. 621 in the next phase and again significantly increased to Rs. 1377 in the last
phase as shown in table 5.13. At all states level, the per capita borrowings through internal
sources was Rs. 60 initially and continuously rose over the period and reached to Rs. 2126 in

the last phase.

The significant rise in per capita internal debt for Bihar, BIMARU and all states during the
period 2000-01 — 2004-05 is because of per capita NSSF which became the part of internal
debt since its institution effective April 1, 1999 as shown in table 5.14 below. Per capita internal
debt also shows the significant increase in the last phase due to the rise in per capita market
loans as the states started to participate directly in market borrowings through auction route
since 2007-08.

The per capita borrowings through internal sources and per capita loans and advances through
the centre together constitute per capita debt receipts of CRCF. It shows the increasing trend
from initial phase to 2000-01 — 2004-05 but fell during the period 2005-06 — 2009-10 due to
decrease in both per capita internal debt and per capita loans and advances and again
significantly increased in the last phase due to rise in per capita internal debt particularly per

capita market loan for Bihar, BIMARU and all states as shown in table 5.13.
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Table 5.14: Per Capita Receipts from the Components of Internal Debt- Annual Average (Rs.)

Heads 1990-91 - | 1995-96 — | 2000-01 - | 2005-06 - |2010-11 —|1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

Market Loans

Bihar 58 85 140 167 593 223

BIMARU 43 98 215 336 760 308

All states 41 96 289 611 1536 554

Loans from Banks and Financial Institutions

Bihar 2 6 27 33 91 34

BIMARU 3 13 35 66 130 52

All states 8 18 56 82 137 63

Special Securities issued to NSSF

Bihar - 210" 235 133 191 188

BIMARU - 182 307 191 205 230

All states - 250 486 334 281 355

Others™

Bihar 1 3 35 43 22 21

BIMARU 10 7 69 28 281 87

All states 11 13 115 55 172 77

Source: Calculation from State Finances: A Study of Budget, RBI

Note: 1. * indicates only for the year 1999-00.

2. ** includes land compensation bonds, loans from Khadi and Village Industries Commission etc.

Table 5.13 also displays that the per capita recovery of loans and advances of Bihar, which has

always been negligible and only shows some improvement during 2010-11 — 2015-16 while

for BIMARU and all states it has improved over the period. The participation of per capita

recovery of loans and advances in per capita CRCF has been negligible as can be observed in

table 5.15 below. The contribution of per capita debt receipts to per capita CRCF for Bihar has

always been higher than that of BIMARU and all states.

Table 5.15: Share of Per Capita Debt Receipts to Per Capita Capital Receipts Consolidated Fund-
Annual Average (Percent)

1990-91 - | 1995-96 - |2000-01 - |2005-06 - |2010-11 - |1990-91 -
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
Bihar 97.7 98.1 99.3 99.4 97.6 98.3
BIMARU 90.6 92.7 91.9 93.3 93.8 93.0
All states 87.5 91.2 93.7 93.8 96.4 945

Source: Calculation from State Finances: A Study of Budget, RBI

The per capita internal debt of Bihar, BIMARU and all states during the period 1990-91 —
1994-95 to 2010-11 — 2015-16 has been depicted in Chart 5.17 and Chart 5.18 displays the per
capita CRCF of Bihar, BIMARU and all states during the same period. Chart 5.19 presents the
per capita market loans for Bihar, BIMARU and all states during the period 1990-91 — 1994-
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95 to 2010-11 — 2015-16 and Chart 5.20 displays the per capita NSSF for Bihar, BIMARU and
all states during the same period.

Chart 5.17: Per Capita Internal Debt (Rupees)
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Chart 5.18: Per Capita Capital Receipt Consolidated Fund
(Rupees)
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Chart 5.19: Per Capita Market Loans (Rupees)
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Chart 5.20: Per Capita NSSF (Rupees)
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The per capita total liabilities of Bihar, BIMARU and all states during the period 1990-91 —
1994-95 to 2010-11 — 2015-16 has been presented in table 5.16.

Table 5.16: Per capita Total liabilities- Annual Average (Rs.)

Items 1990-91 - | 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16

Bihar 260 445 908 1028 2792

BIMARU 268 523 1858 3163 5341

All states 309 633 2344 3870 7359

Source: Calculation from State Finances: A Study of Budget, RBI

The per capita total liabilities of undivided Bihar was Rs. 260 during 1990-91 — 1994-95 and
continuously rose over the period and reached to Rs. 2792 during 2010-11 — 2015-16 for
divided Bihar. In case of BIMARU states, it has continuously increased from Rs. 268 in the
initial phase to Rs. 5341 during 2010-11 — 2015-16. At all states level, it has also continuously
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increased from Rs. 309 initially to Rs. 7359 in the last phase. Chart 5.21 displays the per capita
total liabilities of Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-
11 - 2015-16.

Chart 5.21: Per Capita Total Liabilities (Rupees)
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Table 5.17 presents the CRCF and its components to GSDP ratio for Bihar, BIMARU and all
states during the period 1990-91 — 1994-95 to 2010-11 — 2014-15.

Table 5.17: Capital Receipts Consolidated Fund to GSDP ratio- Annual Average (Percent)

Heads 1990-91 - | 1995-96 - | 2000-01 - | 2005-06 - | 2010-11 - | 1990-91 -
1994-95 1999-00 2004-05 2009-10 2014-15 2014-15
1. Internal Debt
Bihar 1.0 14 5.8 3.1 2.8 2.8
BIMARU 0.9 15 6.5 3.0 2.3 2.8
All states 0.8 1.2 6.0 3.4 3.3 2.9
2. Loans and Advances from the Centre
Bihar 2.4 2.3 2.0 0.2 0.2 1.4
BIMARU 2.2 2.2 1.5 0.2 0.1 1.3
All states 2.1 1.9 1.1 0.2 0.1 1.1
Debt Receipts (1 + 2)
Bihar 3.4 3.7 7.8 3.3 3.0 4.2
BIMARU 3.1 3.7 8.0 3.2 2.4 4.1
All states 2.9 3.1 7.1 3.6 3.4 4.0
3.Recovery of Loans and Advances
Bihar 0.1 0.1 0.0 0.0 0.1 0.1
BIMARU 0.3 0.3 0.5 0.2 0.2 0.3
All states 0.4 0.3 0.4 0.2 0.1 0.3
Capital Receipts Consolidated Fund (1 to 3)
Bihar 3.5 3.8 7.8 3.3 3.1 4.3
BIMARU 3.4 4.0 8.5 3.4 2.6 4.4
All states 3.3 3.4 7.5 3.8 3.5 4.3

173



Source: Calculation from State Finances: A Study of Budget, RBI

The percentage contribution of CRCF to GSDP rose from 3.5 during 1990-91 — 1994-95 for
undivided Bihar to 7.8 during 2000-01 — 2004-05 for divided Bihar after that it started to fall
and reached to 3.1 during 2010-11 — 2014-15. For BIMARU states, its ratio was 3.4 percent in
the initial phase and gradually increased to 8.5 percent during the period 2000-01 — 2004-05
but shows the declining trend after that and reached to 2.6 percent in the last phase. At all states
level, its contribution improved from 3.3 percent in the initial phase to 7.5 percent during 2000-
01 — 2004-05 after that it also started to decrease and reached to 2.9 percent in the last phase.
The data also indicates that the significant increase in contribution of CRCF to GSDP during
the period 2000-01 — 2004-05 is because of rise in the contribution of total borrowings through
internal sources to GSDP during the same period. Since 2005, due to fall in the percentage
contribution of internal debt and loans and advances through the centre to GSDP, the

contribution of CRCF to GSDP also experienced the declining trend.

The percentage contribution of debt receipt to GSDP decreased since 2005 for Bihar, BIMARU
and all states because of fall in the contribution of internal debt and loans and advances through
the centre to GSDP as presented in table 5.17. Chart 5.22 depicts the percentage contribution
of internal debt to GSDP of Bihar, BIMARU and all states during the period 1990-91 — 1994-
95 to 2010-11 — 2015-16 and Chart 5.23 displays the percentage contribution of CRCF to
GSDP of Bihar, BIMARU and all states during the same period.

Chart 5.22: Internal Debt to GSDP (%)
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Chart 5.23: Capital Receipt Consolidated Fund to GSDP
(%)
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Table 5.18 displays the percentage contribution of the components of internal debt to GSDP of
Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2014-15.

Table 5.18: Components of Internal Debt to GSDP- Annual Average (Percent)

Heads 1990-91 - | 1995-96 —|2000-01 - |2005-06 - |?2010-11 —|1990-91 -
1994-95 1999-00 2004-05 2009-10 2014-15 2014-15

Market Loans

Bihar 0.9 0.9 1.7 1.2 1.8 1.3

BIMARU 0.7 0.9 1.6 1.4 15 1.2

All states 0.5 0.6 1.4 15 2.1 1.2

Loans from Banks and Financial Institutions

Bihar 0.0 0.1 0.3 0.2 0.3 0.2

BIMARU 0.0 0.1 0.3 0.4 0.3 0.2

All states 0.1 0.1 0.4 0.3 0.2 0.2

Special Securities issued to NSSF

Bihar - 1.9 2.8 1.1 0.6 15

BIMARU - 1.5 2.2 1.0 0.4 1.2

All states - 15 2.3 1.0 0.4 1.3

Others™

Bihar 0.0 0.0 0.4 0.5 0.0 0.2

BIMARU 0.1 0.1 0.5 0.1 0.1 0.2

All states 0.1 0.1 0.5 0.2 0.1 0.2

Source: Calculation from State Finances: A Study of Budget, RBI

Note: 1. * indicates only for the year 1999-00

2. ** includes land compensation bonds, loans from Khadi and Village Industries Commission etc.
Within internal debt, the percentage contribution of market loans to GSDP presents the
increasing trend over the period from 0.9 during 1990-91 — 1994-95 for undivided Bihar to 1.8
percent during 2010-11 — 2014-15 for divided Bihar except during the period 2005-06 — 2009-

10 where it experienced the decline. Similarly for BIMARU states, it has increased from 0.7
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percent in the initial phase to 1.5 percent in the last phase, however, it also experienced the
decline during the period 2005-06 — 2009-10. At all states level, it has continuously improved
over the period from 0.5 percent initially to 2.1 percent during the period 2010-11 — 2014-15.

Table 5.18 also provides the information that the ratio of NSSF to GSDP for Bihar, BIMARU
and all states has continuously declined over the period. In case of Bihar, it was 2.8 in 2000-01
-2004-05 and significantly decreased to 0.6 percent in the last phase. For BIMARU states, it
has decreased from 2.2 percent during the period 2000-01 — 2004-05 to 0.4 percent in the last
phase. At all states level, it has also continuously declined from 2.3 percent in 2000-01 — 2004-
05 to 0.4 percent in the last phase. The ratio of NSSF to GSDP of Bihar has always been higher
than that of BIMARU and all states. The fall in the ratio of NSSF to GSDP has been responsible
for the decrease in the contribution of internal debt to GSDP in the later phase. Chart 5.24
presents the ratio of market loans to GSDP of Bihar, BIMARU and all states during the period
1990-91 — 1994-95 to 2010-11 — 2015-16 and Chart 5.25 displays the ratio of NSSF to GSDP
of Bihar, BIMARU and all states during the same period.

Chart 5.24: Market Loans to GSDP (%)
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Chart 5.25: NSSF to GSDP (%)
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Table 5.19 presents the ratio of total liabilities and their components to GSDP of Bihar,
BIMARU and all states during the period 1990-91 — 1994-5 to 2010-11 — 2014-15.

Table 5.19: Total liabilities and its components to GSDP- Annual Average (Percent)

Heads 1990-91 — | 1995-96 — | 2000-01 — | 2005-06 - | 2010-11 -
1994-95 1999-00 2004-05 2009-10 2014-15

1. Debt receipts (Capital receipts consolidated funds)

Bihar 3.4 3.7 7.8 3.3 3.0

BIMARU 3.1 3.7 8.0 3.2 2.4

All states 2.9 3.1 7.1 3.6 3.4

2. Public Accounts

Bihar 0.8 0.8 2.9 5.0 5.5

BIMARU 1.3 14 5.0 10.7 8.6

All states 1.1 1.2 3.6 7.0 6.6

Total liabilities (1 + 2)

Bihar 4.2 4.5 10.8 8.2 8.6

BIMARU 4.4 5.0 13.0 14.0 11.1

All states 4.0 4.2 10.7 10.6 10.1

Source: Calculation from State Finances: A Study of Budget, RBI

The percentage contribution of total liabilities to GSDP climbed from 4.2 in the during 1990-
91 — 1994-5 for undivided Bihar to 10.8 during the period 2000-01 — 2004-05 for divided Bihar
after that it fell to 8.6 during 2010-11 — 2014-15. For BIMARU states, it has climbed from 4.4
initially to 14.0 during the period 2005-06 — 2009-10 but fell in the last phase to 11.1. At all
states level, it continuously rose from 4.0 in the initial phase to 10.7 during the period 2000-01
— 2004-05 after that it decreased to 10.1in the last phase. The fall in the contribution of total
liabilities to GSDP is due to decrease in the ratio of debt receipts of CRCF to GSDP. Debt

receipts and GSDP of undivided Bihar grew at an annual rate of 13.5 percent and 11.2 percent
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respectively during the period 1990-91 to 1999-00 while debt receipts and GSDP of divided
Bihar grew at an annual rate of 7.8 percent and 10.9 percent respectively during the period
2000-01 to 2014-15. Chart 5.26 displays the percentage contribution of total liabilities to GSDP
of Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2014-15.

Chart 5.26: Total Liabilities to GSDP (%)
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Chapter VI: Total Expenditure: Overview of Trend, Composition and Pattern

“The expenditure of state government is classified under three major categories- General
services, Social services and Economic services. Apart from revenue expenditure and capital
outlay on these services, the other areas of spending are repayment of loans and advances on
the capital account and grants to local bodies and autonomous institutions as well as to the
public undertakings of the state government on the revenue account” (State Finances A Study
of Budget, RBI). “The state government also gives loans for various purposes to its public
sector undertakings, local bodies, urban and rural both, Panchayati Raj Institutions and to its
own employees as well as for various purposes. Expenditure on social and economic services
constitute the developmental expenditure while the expenditure on general services is non-
developmental expenditure of the state government. Social services include expenditure on
education, health, urban development, social security etc. Economic services include
expenditure on agriculture and allied activities, forestry, irrigation, urban development etc. The
interest payment is made from the revenue account of expenditure under General services.
Apart from this, the repayments of principal amounts of loans from the capital account is also
considered to be the part of non-developmental expenditure of the state government”
(Economic Survey, Govt. of Bihar). Table 6.1 shows the composition of total expenditure for
Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 6.1: Composition of Total Expenditure- Annual Average (Percent)

Expenditure | 1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11- | 1990-91 —
Heads 1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
Revenue Expenditure

Bihar 85.0 87.0 79.5 76.4 76.7 80.8
BIMARU 80.2 83.4 78.4 75.9 77.2 79.0

All states 80.3 82.9 78.9 77.6 80.0 80.0
Capital Expenditure

Bihar 15.0 13.0 20.5 23.6 23.3 19.2
BIMARU 19.8 16.6 21.6 24.1 22.8 21.0

All states 19.7 17.1 21.1 22.4 20.0 20.0
Total Expenditure

Bihar 100.0 100.0 100.0 100.0 100.0 100.0
BIMARU 100.0 100.0 100.0 100.0 100.0 100.0
All states 100.0 100.0 100.0 100.0 100.0 100.0

Source: Calculation from State Finances: A Study of Budget, RBI
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The participation of “revenue expenditure” in total expenditure decreased from 79.5 percent to
76.7 percent while the contribution of “capital expenditure” in total expenditure rose from 20.5
percent to 23.3 percent for present Bihar. In case of BIMARU states, the share of revenue
expenditure fell from 80.2 percent to 77.2 percent and the participation of capital expenditure
in total expenditure improved from 19.8 percent to 22.8 percent. At all states level, the share
of revenue expenditure decreased from 80.3 percent to 80.0 percent and the contribution of
capital expenditure in total expenditure increased from 19.7 percent to 20.0 percent. Chart 6.1
and chart 6.2 shows the share of revenue expenditure total expenditure and the share of capital
expenditure to total expenditure respectively for Bihar, BIMARU and all states during the
period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Chart 6.1: Revenue Expenditure to Total Expenditure (%)
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Chart 6.2: Capital Expenditure to Total Expenditure (%)
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“Revenue expenditure of the state government includes expenditure on general services, social
service, economic services and grants-in-aid and contributions to local bodies and public
undertakings”, (State Finances: A Study of Budget, RBI). Table 6.2 presents the contribution
of the components of Revenue expenditure to total expenditure for Bihar, BIMARU and all
states since 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 6.2: Share of the components of Revenue Expenditure in Total Expenditure- Annual
Average (Percent)

Expenditure | 1990-91 - 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 - | 1990-91 -
Heads 1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
1. General Services

Bihar 31.7 36.7 39.4 31.2 27.8 33.1
BIMARU 28.6 335 34.8 30.0 26.7 30.6

All states 26.7 31.6 34.4 30.6 28.3 30.2

2. Social Services

Bihar 30.6 33.4 28.4 30.9 32.1 31.1
BIMARU 28.6 30.6 26.0 28.1 30.5 28.8

All states 29.1 30.2 26.3 27.9 31.6 29.1

3. Economic Services

Bihar 22.6 16.9 11.7 14.3 16.8 16.5
BIMARU 22.1 17.9 15.9 15.6 17.7 17.9

All states 23.6 20.0 16.9 17.1 17.8 19.1

4, Grants-in-Aid and Contributions

Bihar 0.1 0.0 0.0 0.1 0.0 0.0
BIMARU 0.9 1.3 1.6 2.2 2.3 1.7

All states 0.9 1.1 1.3 2.0 2.3 1.6

Source: Calculation from State Finances: A Study of Budget, RBI

Within revenue expenditure, the contribution of expenditure on general services (include
expenditure on “interest payments”, “pensions”, “fiscal services”, “administrative services”
etc.) in total expenditure increased from 31.7 percent to 36.7 percent for former Bihar while it
has declined from 39.4 percent to 27.8 percent for present Bihar. For BIMARU states, its share
increased from 28.6 percent in the initial phase to 34.8 percent during the period 2000-01 —
2004-05 but after that it continuously decreased to 26.7 percent in the last phase. At all states
level, its share also increased from 26.7 percent in the initial phase to 34.4 percent during the
period 2000-01 — 2004-05 and after that it declined to 28.3 percent in the last phase. Chart 6.3
shows the contribution of expenditure on “general services” on revenue account to total

expenditure of Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11
—2015-16.
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Chart 6.3: Expenditure on Genreal Services on Revenue
Account to the Total Expenditure (%)
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The share of expenditure on social services (include expenditure on “education”, “health”,
“water supply and sanitation”, “urban development” etc.) in total expenditure improved from
30.6 percent to 33.4 percent for the erstwhile Bihar and after its division, the share has
improved from 28.4 percent to 32.1 percent as presented in table 6.2. In case of BIMARU
states, the contribution rose from 28.6 percent to 30.5 percent over the period. At all states
level, the share also improved from 29.1 percent in the initial phase to 31.6 percent during the
period 2010-11 — 2015-16. Chart 6.4 shows the participation of expenditure on “social

services” on revenue account to total expenditure of Bihar, BIMARU and all states during the

period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Chart 6.4: Expenditure on Social Services on Revenue
Account to Total expenditure (%)
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The contribution of expenditure on “economic services” (include expenditure on “agriculture

2% ¢ 9% ¢ 99 ¢

and allied activities”, “rural development”, “irrigation”, “transport” etc.) in total expenditure
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has sharply decreased from 22.6 percent to 16.9 percent for former Bihar while its contribution
rose from 11.7 percent to 16.8 percent for present Bihar as displayed in table 6.2. For BIMARU
states, its share decreased from 22.1 percent in the initial phase to 17.7 percent during the period
2010-11 — 2015-16. At all states level, its share also fell from 23.6 percent in the initial phase
to 17.8 percent during the period 2010-11 — 2015-16. Chart 6.5 shows the contribution of
expenditure on “economic services” on revenue account to total expenditure of Bihar,

BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Chart 6.5: Expenditure on Economic Services on
Revenue Account to Total Expenditure (%)
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The contribution of grants-in-aid (mainly the grants to local bodies) to total expenditure has
been negligible for Bihar while for BIMARU states and at all states level, its share has

increased from 0.9 percent to 2.3 percent over the period.

“Capital expenditure of the state government includes capital outlay (expenditure on general
services, social services and economic services), discharge of public debt (discharge of internal
debt and repayment of loans and advances to the centre) and disbursement of loans and
advances to the public sector undertakings” (State Finances: A Study of Budget, RBI). Table
6.3 shows the share of the components of capital expenditure in total expenditure for Bihar,
BIMARU and all states since 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 6.3: Share of the components of Capital Expenditure in Total Expenditure- Annual
Average (Percent)

Expenditure | 1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11- | 1990-91 —
Heads 1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
Capital Outlay

Bihar 6.2 5.3 7.9 16.4 174 10.9
BIMARU 9.4 8.4 10.1 17.0 15.1 12.1
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Allstates [ 9.7 | 9.1 | 9.4 | 151 [ 131 [ 11.4
Discharge of Public Debt

Bihar 4.7 45 7.5 4,5 4.2 5.0
BIMARU 4.4 4.2 8.5 5.0 4.3 5.3
All states 4.4 3.7 8.7 5.3 4.7 5.3
Disbursement of Loans & Advances

Bihar 4.1 3.2 51 2.7 1.7 3.3
BIMARU 6.0 3.9 3.0 2.2 3.3 3.7
All states 5.6 42 3.0 2.0 2.2 3.4

Source: Calculation from State Finances: A Study of Budget, RBI

Within capital expenditure of the contribution of “capital outlay” (includes expenditure on
“general services”, “social services” and “economic services”) in to total expenditure fell from
6.2 percent to 5.3 percent for undivided Bihar while its share increased from 7.9 percentto 17.4
percent for divided Bihar. In case of BIMARU states, its contribution has increased from 9.4
percent in the initial phase to 15.1 percent during the period 2010-11 — 2015-16. At all states
level, its share has also improved from 9.7 percent in the initial phase to 13.1 percent during
the period 2010-11 -2015-16. Chart 6.6 displays the share of capital outlay to total expenditure

of Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Chart 6.6: Capital Outlay to Total Expenditure (%)
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The improvement in the percentage contribution of capital outlay in total expenditure is due to
rise in the contribution of social services, economic services and general services over the
period for Bihar, BIMARU and all states as shown in table 6.4 below. The contribution of
expenditure on economic services in total expenditure has always been highest for Bihar,
BIMARU and all states. The participation of “general services” in total expenditure was 0.1
percent for former Bihar while its share increased from 0.3 percent to 1.6 percent for present

Bihar. In case of BIMARU states, its share has increased from 0.2 percent in the initial phase
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to 0.9 percent during the period 2010-11 — 2015-16. At all states level, its share has also

increased from 0.3 percent in the initial phase to 0.7 percent in the last phase.

The contribution of expenditure on “social services” in total expenditure fell from 1.3 percent
to 1.0 percent for erstwhile Bihar while its share improved from 1.1 percent to 2.0 percent for
divided Bihar. In case of BIMARU states, its share has improved from 1.6 percent to 3.2
percent over the period and at all states level, its share has also improved from 1.4 percent in

the initial phase to 2.8 percent in the last phase.

The percentage share of expenditure on economic services in total expenditure decreased from
4.9 to 4.2 for former Bihar while it shows the remarkable improvement from 6.4 to 13.9 for
present Bihar. For BIMARU states, its share has improved from 7.6 percent to 11.1 percent
over the period. At all states level, its contribution has also increased from 8.1 percent in the
initial phase to 11.6 percent during the period 2005-06 — 2009-10 but fell to 9.6 percent in the
last phase.

Table 6.4: Share of the components of Capital Outlay to Total Expenditure- Annual Average
(Percent)

Expenditure | 1990-91 - 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 - | 1990-91 —
Heads 1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
1. General Services

Bihar 0.1 0.1 0.3 0.6 1.6 0.6
BIMARU 0.2 0.3 0.3 0.6 0.9 0.5

All states 0.3 0.3 0.4 0.6 0.7 0.5

2. Social Services

Bihar 1.3 1.0 1.1 2.1 2.0 1.5
BIMARU 1.6 1.6 1.7 3.6 3.2 2.4

All states 14 15 1.8 2.9 2.8 2.1

3. Economic Services

Bihar 49 4.2 6.4 13.8 13.9 8.8
BIMARU 7.6 6.5 8.1 12.8 11.1 9.3

All states 8.1 7.3 7.3 11.6 9.6 8.8

Source: Calculation from State Finances: A Study of Budget, RBI

Table 6.3 also indicates that the percentage contribution of “discharge of public debt” (include
“discharge of internal debt” and “repayment of loans to the centre”) in total expenditure has
declined in the later phase for Bihar, BIMARU and all states. This decline is due to the “fall in
the share of repayment of loans to the centre in total expenditure with the discontinuation of
plan loans from centre to states under the recommendation of FC12” (State Finances: A Study
of Budget, RBI). The share of repayment of loans to the centre decreased from 4.2 percent to
3.8 percent for former Bihar and it has sharply declined form 4.6 percent to 0.7 percent for the

present Bihar as shown in table 6.5 below. In case of BIMARU states, its share has reduced
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from 3.8 percent in the initial phase to 0.7 percent during the period 2010-11 -2015-16. At all
states level, its share has also decreased from 3.6 percent in the initial phase to 0.6 percent in

the last phase.

The contribution of discharge of internal debt in total expenditure has marginally increased
from 0.5 percent to 0.7 percent for undivided Bihar and after its division, the share increased
from 2.9 percent to 3.4 percent as presented in table 6.5. For BIMARU states, its share has
increased from 0.6 percent in the initial phase to 3.6 percent during the period 2010-11 — 2015-
16. At all states level, its share has also risen from 0.8 percent in the initial phase to 4.1 percent
in the last phase. The rise in the contribution of discharge of internal debt in total expenditure
in later phase is due to institution of NSSF. Chart 6.7 displays the share of the discharge of
public debt to total expenditure of Bihar, BIMARU and all states during the period 1990-91 —
1994-95 to 2010-11 — 2015-16. Chart 6.8 shows the share of discharge of internal debt to total
expenditure of Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11
—2015-16 and Chart 6.9 shows the contribution of “repayment of loans and advances from the
centre” to total expenditure of Bihar, BIMARU and all states during the period 1990-91 — 1994-
95 to 2010-11 — 2015-16.

Table 6.5: Share of the components of Discharge of Public Debt to Total Expenditure- Annual
Average (Percent)

Expenditure | 1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11- | 1990-91 -
Heads 1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
Internal Debt

Bihar 0.5 0.7 2.9 3.0 3.4 2.2
BIMARU 0.6 0.9 4.0 3.5 3.6 2.6

All states 0.8 0.6 4.2 4.0 4.1 2.8
Repayment of Loans to the Centre

Bihar 4.2 3.8 4.6 1.5 0.7 2.9
BIMARU 3.8 3.3 4.5 1.5 0.7 2.7

All states 3.6 3.1 4.4 1.3 0.6 25

Source: Calculation from State Finances: A Study of Budget, RBI
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Chart 6.7: Discharge of public Debt to Total Expenditure
(%)
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Chart 6.8: Discharge of Internal Debt to Total
Expenditure (%)
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Chart 6.9: Repayment of Loans and Advances from the
Centre to Total expenditure (%)
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Table 6.3 also presents that the percentage share of “loans and advances” by the state
government for “developmental” and “non-developmental” purposes in total expenditure
reduced from 4.1 percent to 3.2 percent for former Bihar and its share sharply declined form
5.1 percent to 1.7 percent for present Bihar. In case of BIMARU states, its share decreased
from 6.0 percent in the initial phase to 3.3 percent during the period 2010-11 — 2015-16. At all
states level, its share also reduced from 5.6 percent in the initial phase to 2.2 percent in the last

phase.

Table 6.6 displays the share of “plan” and “non-plan expenditure” on revenue and capital
account, in total expenditure for Bihar, BIMARU and all states during the period 1990-91 —
1994-95 to 2010-11 — 2015-16.

Table 6.6: Distribution of Total Expenditure by Plan and Non-Plan Heads (Share to Total
Expenditure) - Annual Average (Percent)

Expenditure | 1990-91 - | 1995-96 — | 2000-01 - | 2005-06 — | 2010-11— | 1990-91 —
Heads 1994-95 1999-00 2004-05 2009-10 2014-15 2014-15
A. Plan Expenditure

1. Revenue Account

Bihar 16.3 11.4 8.4 155 23.4 15.0
BIMARU 16.5 13.8 11.3 16.1 20.9 15.7

All states 14.8 13.4 11.2 14.8 18.5 14.5

2. Capital Account

Bihar 9.5 6.4 8.1 14.0 18.3 11.2
BIMARU 13.4 10.8 9.7 16.1 15.2 13.0

All states 13.5 115 9.5 14.8 13.3 12.5
Total

Bihar 25.8 17.8 16.5 29.5 41.7 26.3
BIMARU 29.9 24.6 21.0 32.2 36.1 28.8

All states 28.3 24.9 20.7 29.6 31.8 27.0

B. Non Plan Expenditure
1. Revenue Account

Bihar 68.7 75.6 71.1 60.8 53.7 66.0
BIMARU 63.8 69.6 67.0 59.7 57.4 63.5
All states 65.5 69.5 67.7 62.8 61.9 65.5
2. Capital Account

Bihar 5.5 6.6 124 9.6 4.6 7.7
BIMARU 6.4 5.8 11.9 8.0 6.5 7.7
All states 6.2 5.6 11.6 7.6 6.3 7.5
Total

Bihar 74.2 82.2 83.5 70.4 58.3 73.7
BIMARU 70.1 75.4 78.9 67.7 63.9 71.2
All states 71.7 75.1 79.3 70.4 68.2 73.0
Total Expenditure

Bihar 100.0 100.0 100.0 100.0 100.0 100.0
BIMARU 100.0 100.0 100.0 100.0 100.0 100.0
All states 100.0 100.0 100.0 100.0 100.0 100.0

Source: Calculation from State Finances: A Study of Budget, RBI
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The percentage contribution of total non-plan expenditure in total expenditure has always been
higher than that of total plan expenditure in total expenditure for Bihar, BIMARU and all states
but it shows the declining trend in the later phase. The share of total plan expenditure declined
from 25.8 percent to 17.8 percent for undivided Bihar while its percentage participation has
remarkably improved from 16.5 to 41.7 for divided Bihar. In case of BIMARU states, its
percentage share has increased from 29.9 in the initial phase to 36.1 during the period 2010-11
—2015-16. At all states level, its share has also improved from 28.3 percent in the initial phase

to 31.8 percent in the last phase.

The improvement of the share of total plan expenditure in the later phase is due to rise in the
share of plan expenditure on revenue and capital account both. The share of plan expenditure
on revenue account in total expenditure reduced from 16.3 percent to 11.4 percent for the
former Bihar while its share increased from 8.4 percent to 23.4 percent for the present Bihar.
For BIMARU states, its percentage share rose from 16.5 in the initial phase to 20.9 during the
period 2010-11 — 2015-16. At all states level, its share has also increased from 14.8 percent in
the initial phase to 18.5 percent in the last phase. The contribution of “plan expenditure on
revenue account” in total expenditure has been higher than that of BIMARU and all states
during the period 2010-11 — 2015-16. The participation of “plan expenditure on capital
account” in total expenditure declined from 9.5 percent to 6.4 percent for undivided Bihar while
after its division, the share increased from 8.1 percent to 18.3 percent. In case of BIMARU
states, its share improved from 13.4 percent in the initial phase to 15.2 percent during the period
2010-11 — 2015-16. At all states level, its percentage participation rose from 13.5 in the initial
phase to 14.8 during the period 2005-06 — 2009-10 but declined to 13.3 in the last phase.

Table 6.6 also indicates that the percentage contribution of “non-plan expenditure on revenue
account” in total expenditure increased from 68.7 to 75.6 for erstwhile Bihar while it has
sharply declined from 71.1 to 53.7 for present Bihar. In case of BIMARU states, its share fell
from 63.8 percent in the initial phase to 57.4 percent during the period 2010-11 — 2015-16. At
all states level, its share has also decreased from 65.5 percent in the initial phase to 61.9 percent
in the last phase. Within non-plan revenue expenditure, the share of interest payment in total
expenditure shows the declining trend in the later phase as sown in table 6.7 below. The share
of interest payment in total expenditure marginally increased from 15.4 percent to 15.6 percent
for erstwhile Bihar while its share drastically declined from 17.1 percent to 7.1 percent for

present Bihar. “This decline is due to debt swap schemes (2002 - 2005) of the central
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government and debt and interest relief from the centre to Bihar government under the

recommendation of FC12 and shifting away from expensive source of borrowing through
NSSF” (State Finances: A Study of Budget, RBI). For BIMARU states, its share fell from 12.6
percent in the initial phase to 8.2 percent during the period 2010-11 — 2015-16. At all states

level, its share declined from 10.9 percent in the initial phase to 10.0 percent in the last phase.

Chart 6.10 shows the share of interest payment to total expenditure of Bihar, BIMARU and all

states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 6.7: Share of the components of Non-Plan Revenue Expenditure to Total Expenditure-

Annual Average (Percent)

Expenditure | 1990-91 - 1995-96 — | 2000-01 — | 2005-06 — | 2010-11- | 1990-91 -
Heads 1994-95 1999-00 2004-05 2009-10 2014-15 2014-15
Interest Payments

Bihar 154 15.6 17.1 11.8 7.1 134
BIMARU 12.6 154 17.1 12.4 8.2 13.1

All states 10.9 13.3 16.0 13.0 10.0 12.7
Others”

Bihar 53.3 60.1 54.0 49.0 46.7 52.6
BIMARU 50.7 54.3 49.9 47.4 49.2 50.3

All states 54.4 56.2 51.8 49.8 51.9 52.8

Source: Calculation from State Finances: A Study of Budget, RBI

Note: * includes non-plan revenue expenditure on “social services”, “economic services”,

services”, “pensions” and “grants-in-aid and contributions”.
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Table 6.6 also displays that the percentage contribution of “non-plan expenditure on capital

account” in total expenditure has increased from 5.5 to 6.6 for undivided Bihar but after its

division, the percentage share declined from percent to 4.6. In case of BIMARU states, its
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contribution increased from 6.4 percent in the initial phase to 11.9 percent during the period
2000-01 — 2004-05 and after that it gradually declined to 6.5 percent in the last phase. At all
states level, its share also rose from 6.2 percent in the initial phase to 11.6 percent during the
period 2000-01 — 2004-05 but after that it continuously decreased to 6.3 percent in the last

phase.

“Total developmental expenditure includes developmental expenditure on revenue account and
capital account both. The developmental revenue expenditure comprises of revenue
expenditure on social services, economic services and grants-in-aid and contributions. The
developmental capital expenditure includes the capital expenditure on social services,
economic services and loans and advances by state governments for developmental purposes”
(State Finances: A Study of Budget, RBI).

Table 6.8 presents the percentage contribution of “developmental revenue expenditure”,
“developmental capital expenditure” and “total developmental expenditure” in total
expenditure of Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11
—2015-16.

Table 6.8: Share of Developmental Expenditure to Total Expenditure- Annual Average
(Percent)

Expenditure | 1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11- | 1990-91 —
Heads 1994-95 1999-00 2004-05 2009-10 2015-16 2014-15
Developmental Revenue Expenditure

Bihar 53.3 50.3 40.1 45.2 48.9 47.6
BIMARU 51.7 49.9 43.5 45.9 50.5 48.4

All states 53.6 51.3 44.5 47.0 51.7 49.7
Developmental Capital Expenditure

Bihar 10.1 8.4 12.6 18.5 17.5 13.6
BIMARU 14.9 11.9 12.8 18.6 17.6 15.2

All states 14.8 12.7 12.1 16.4 14.6 14.2
Total Developmental Expenditure

Bihar 63.4 58.7 52.7 63.8 66.4 61.2
BIMARU 66.5 61.7 56.3 64.5 68.1 63.6

All states 68.4 64.0 56.7 63.5 66.3 63.9

Source: Calculation from State Finances: A Study of Budget, RBI

The percentage contribution of total developmental expenditure in total expenditure shows the
increasing trend in the later phase for Bihar, BIMARU and all states. Its share declined from
63.4 percent to 58.7 percent for undivided Bihar while its share improved from 52.7 percent to
66.4 percent for divided Bihar. In case of BIMARU states, its share fell from 66.5 percent to
56.3 percent during the period 2000-01 — 2004-05 but after that it gradually improved to 68.1

percent in the last phase. At all states level, its share also reduced from 68.4 percent in the
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initial phase to 56.7 percent during the period 2000-01 — 2004-05 and after that it continuously
increased to 66.3 percent in the last phase. Chart 6.11 displays the share of total developmental
to total expenditure of Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to
2010-11 — 2015-16.

Chart 6.11: Total Developmental Expenditure to Total
Expenditure (%)
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Within total developmental expenditure the percentage contribution of developmental revenue
expenditure in total expenditure shows the declining trend over the period. Its share decreased
from 53.3 percent to 50.3 percent for former Bihar while its share improved from 40.1 percent
to 48.9 percent for present Bihar. For BIMARU states, its share fell from 51.7 percent in the
initial phase to 43.5 percent during the period 2000-01 2004-05 and after that it gradually
improved to 50.5 percent in the last phase. At all states level, its share also declined from 53.6
percent in the initial phase to 44.5 percent during the period 2000-01 — 2004-05 but after that
it improved to 51.7 percent in the last phase. Chart 6.12 shows the share of developmental
revenue expenditure to total expenditure of Bihar, BIMARU and all states during the period
1990-91 — 1994-95 to 2010-11 — 2015-16.
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Chart 6.12: Developmental Revenue Expenditure to
Total Expenditure (%)
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The percentage contribution of developmental capital expenditure in total expenditure
decreased from 10.1 to 8.4 for erstwhile Bihar while it has improved from 12.6 to 17.5 for
present Bihar. In case of BIMARU states, its contribution increased from 14.9 percent in the
initial phase to 17.6 percent during the period 2010-11 — 2015-16. At all states level, its share
continuously declined from 14.8 percent in the initial phase to 12.1 percent during the period
2000-01 — 2004-05 but improved to 16.1 percent during the period 2005-06 — 2009-10 and
again decreased to 14.6 percent in the last phase. Chart 6.13 displays the share of developmental
capital expenditure to total expenditure of Bihar, BIMARU and all states during the period
1990-91 — 1994-95 to 2010-11 — 2015-16.

Chart 6.13: Developmental Capital Expenditure to Total
Expenditure (%)
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“Total non-developmental expenditure includes non-developmental expenditure on revenue
account and capital account both. Non-developmental revenue expenditure is the revenue
expenditure on general services and non-developmental capital expenditure comprise of capital
expenditure on general services, discharge of public debt and loans and advances by the state
government on non-developmental purposes” (State Finances: A Study of Budget, RBI). Table
6.9 shows the share of non-developmental revenue expenditure, non-developmental capital
expenditure and total non-developmental expenditure of Bihar, BIMARU and all states since
1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 6.9: Share of Non-Developmental Expenditure to Total Expenditure- Annual Average
(Percent)

Expenditure | 1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11- | 1990-91 —
Heads 1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
Non-Developmental Revenue Expenditure

Bihar 31.7 36.7 39.4 31.2 27.8 33.1
BIMARU 28.6 335 34.8 30.0 26.7 30.6

All states 26.7 31.6 344 30.6 28.3 30.2
Non-Developmental Capital Expenditure

Bihar 4.9 4.6 7.9 5.1 5.8 5.6
BIMARU 4.9 4.7 8.9 5.6 5.2 5.8

All states 4.8 4.4 9.0 5.9 5.4 5.9
Total Non-Developmental Expenditure

Bihar 36.6 41.3 47.3 36.2 33.6 38.8
BIMARU 335 38.3 43.7 35.5 31.9 36.4

All states 31.6 36.0 43.3 36.5 33.7 36.1

Source: Calculation from State Finances: A Study of Budget, RBI

The contribution of total non-developmental expenditure in total expenditure shows the
declining trend in later phase for Bihar, BIMARU and all states. It climbed from 36.6 percent
to 41.3 percent for former Bihar while it has decreased from 47.3 percent to 33.6 percent for
present Bihar. “The decline in the share of interest payment in total expenditure due to interest
relief to the Bihar government from central government under the recommendation of FC12
and shifting way from expensive source of borrowing through NSSF by Bihar government and
decline in the share of repayment of loans and advances to the centre in total expenditure with
the phase out of central loans for plan purpose in the pursuance of FC12 have been the
responsible for decline in the share of total non-developmental expenditure in total expenditure
for Bihar” (State Finances: A Study of Budget, RBI). In case of BIMARU states, its percentage
participation rose from 33.5 in the initial phase to 43.7 during the period 2000-01 — 2004-05
but after that it continuously decreased to 31.9 in the last phase. At all states level, its share
also rose from 31.6 percent in the initial phase to 43.3 percent during the period 2000-01 —
2004-05 and after that it continuously declined to 33.7 percent in the last phase. Chart 6.14
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displays the share of total non-developmental expenditure to total expenditure of Bihar,
BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16. Chart 6.15
and chart 6.16 show the share of non-developmental revenue expenditure to total expenditure
and the share of non-developmental capital expenditure to total expenditure of Bihar, BIMARU
and all states respectively during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Chart 6.14: Total Non-DevelopmentalExpenditure to
Total Expenditure (%)
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Chart 6.15: Non-Developmental Revenue Expenditure to
Total Expenditure (%)
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Chart 6.16: Non-Developmental Capital Expenditure to
Total Expenditure (%)
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Table 6.10 shows the pattern of revenue expenditure for Bihar, BIMARU and all states during
the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 6.10: Pattern of Revenue Expenditure- Annual Average (Percent)

Expenditure | 1990-91 - 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 - | 1990-91 -
Heads 1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
1. General Services

Bihar 37.2 42.2 49.7 40.7 36.2 41.0
BIMARU 35.6 40.2 445 39.5 34,5 38.7
All states 33.3 38.1 43.6 39.4 35.3 37.8
2. Social Services

Bihar 36.1 38.4 35.6 40.5 41.9 38.6
BIMARU 35.7 36.7 33.1 37.0 39.5 36.5
All states 36.2 36.4 33.2 35.9 39.5 36.4
3. Economic Services

Bihar 26.6 19.4 14.7 18.7 21.9 20.3
BIMARU 27.6 21.5 20.4 20.6 23.0 22.6
All states 29.4 24.2 21.4 22.1 22.3 23.8
4. Grants-in-Aid and Contributions

Bihar 0.1 0.0 0.0 0.1 0.0 0.0
BIMARU 11 1.6 2.0 2.9 3.0 2.2
All states 11 1.4 1.7 2.6 2.9 2.0
Total

Bihar 100.0 100.0 100.0 100.0 100.0 100.0
BIMARU 100.0 100.0 100.0 100.0 100.0 100.0
All states 100.0 100.0 100.0 100.0 100.0 100.0

Source: Calculation from State Finances: A Study of Budget, RBI

Within revenue expenditure, the percentage contribution of expenditure on “social services”
and “economic services” show the increasing trend while the contribution of expenditure on
“general services” reflects the decreasing trend in the later phase. The percentage contribution

of revenue expenditure on general services increased from 37.2 to 42.2 for erstwhile Bihar
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while it has sharply declined from 49.7 to 36.2 for present Bihar. For BIMARU states, its share
continuously increased from 35.6 percent in the initial phase to 44.5 percent during the period
2000-01 — 2004-05 but after that it decreased to 34.5 percent in the last phase. At all states
level, it has also increased from 33.3 percent in the phase to 43.6 percent during the period
2000-01 — 2004-05 and after that it has continuously declined to 35.3 percent in the last phase.

The percentage contribution of expenditure on “social services” in revenue expenditure rose
from 36.1 to 38.4 for undivided Bihar and after its division, it rose from 35.6 to 41.9. In case
of BIMARU states, its share continuously improved from 35.7 percent in the initial phase to
39.5 percent in the last phase except during the period 2000-01 — 2004-05 where it has declined.
At all states level, its share fell from 36.2 percent to 33.2 percent during the period 2000-01 —
2004-05 but after that it started to improve and reached to 39.5 percent in the last phase.

The share of expenditure on economic services in revenue expenditure sharply declined from
26.6 percent to 19.4 percent for former Bihar while it has improved from 14.7 percent to 21.9
percent for present Bihar. For BIMARU states, its share continuously decreased from 27.6
percent in the initial phase to 20.4 percent during the period 2000-01 — 2004-05 but after that
it gradually improved to 23.0 percent in the last phase. At all states level, its share also
continuously declined from 29.4 percent in the initial phase to 21.4 percent during the period
2000-01 — 2004-05 after that it started to improve and reached to 23.0 percent in the last phase.

The role of grants-in aid in revenue expenditure has been negligible for Bihar while in case of
BIMARU states it has increased from 1.1 percent in the initial phase to 3.0 percent in the last
phase and at all states level, it has also increased from 1.1 percent in the initial phase to 2.9 in

the last phase.

Table 6.11 displays the pattern of capital expenditure for Bihar, BIMARU and all states since
1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 6.11: Pattern of Capital Expenditure- Annual Average (Percent)

Expenditure | 1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11- | 1990-91 —
Heads 1994-95 1999-00 2004-05 2009-10 2015-16 2015-16
1. Capital Outlay

Bihar 41.1 39.5 40.0 69.0 74.5 53.6
BIMARU 47.4 50.8 48.0 70.2 66.5 57.0

All states 49.5 53.5 46.6 67.4 65.7 56.9

2. Discharge of Public Debt

Bihar 33.6 36.4 34.5 19.0 18.0 27.9
BIMARU 22.3 25.5 375 20.6 19.4 24.9

All states 22.1 21.9 38.7 23.6 23.5 25.9
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3. Disbursement of Loans and Advances

Bihar 25.3 24.2 25.5 11.9 7.5 18.5
BIMARU 30.2 23.7 14.4 9.2 14.1 18.2
All states 28.4 24.6 14.7 9.0 10.8 17.2
Total

Bihar 100.0 100.0 100.0 100.0 100.0 100.0
BIMARU 100.0 100.0 100.0 100.0 100.0 100.0
All states 100.0 100.0 100.0 100.0 100.0 100.0

Source: Calculation from State Finances: A Study of Budget, RBI

Within capital expenditure, capital outlay has always been the highest contributor for Bihar,
BIMARU and all states. The share of “capital outlay” declined from 41.1 percent to 39.5
percent for undivided Bihar but its share increased remarkably from 40.0 percent to 74.5
percent for divided Bihar. In case of BIMARU states, its share increased form 47.4 percent in
the initial phase to 66.5 percent in the last phase with alternatively increase and decrease in the
intervening period. At all states level, its percentage participation also rose from 49.5 in the
initial phase to 65.7 in the last phase with alternatively increase and decrease in the intervening

period.

The share of the discharge of public debt in capital expenditure increased from 33.6 percent to
36.4 percent for erstwhile Bihar while it has sharply declined from 34.5 percent to 18.0 percent
for present Bihar. In case of BIMARU states, its share continuously increased from 22.3
percent in the initial phase to 37.5 percent during the period 2000-01 — 2004-05 but after that
it has decreased to 19.4 percent in the last phase. At all states level, it has also continuously
rose from 22.1 percent in the initial phase to 38.7 percent during the period 2000-01 — 2004-05

and after that it started to decline and reached to 23.5 percent in the last phase.

The share of loans and advances by state governments in revenue expenditure shows the
declining trend for Bihar, BIMARU and all states. It has decreased from 25.3 percent to 24.2
percent for former Bihar and it has sharply declined from 25.5 percent to 7.5 percent for present
Bihar. For BIMARU states, its share fell from 30.2 percent in the initial phase to 14.1 percent
in the last phase. At all states level, its share also declined from 28.4 percent in the initial phase

to 10.8 percent in the last phase.

Pattern of Sectoral Expenditure of the Bihar Government

“Providing better access to basic education, health services, safe drinking water, sanitation,
housing etc. is important to establish a linkages between economic growth and welfare of
human beings. The expenditure on social services is essential for judging the overall

improvement in the quality of life” (Evaluation of State Finances in Bihar, ADRI, 2018). Table
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6.12 shows the expenditure on social services and its components on revenue and capital

account and their share in total expenditure for Bihar since 2002-03 to 2015-16.

Table 6.12: Expenditure on Social Services for the Bihar Government

| 2002-03 [ 2003-04 | 2004-05 | 2005-06 | 2006-07 | 2007-08 | 2008-09

Education, Sports, Art and Culture

Total
Expenditure
(Rs. Crore)

3260

3607

3160

4423

5359

5553

6882

Revenue
Expenditure
(Rs. Crore)

3181

3547

3142

4394

5253

5496

6706

a. Salary
component
(in Perecnt)

64

75

68

53

45

45

43

b. Non-
Salary
component
(in Percent)

36

25

32

47

55

55

57

Capital
Outlay
(Rs.Crore)

79

60

18

29

106

57

176

Capital
Outlay (in
Percent)

Health and Family Welfare

Total
Expenditure
(Rs. Crore)

748

730

629

1015

1153

1387

1291

Revenue
Expenditure
(Rs. Crore)

743

702

607

877

985

1141

1193

a. Salary
component
(in Percent)

54

89

76

71

60

53

61

b. Non-
Salary
component
(in Percent)

46

11

24

29

40

47

39

Capital
Outlay
(Rs.Crore)

28

22

138

168

246

98

Capital
Outlay (in
Percent)

14

15

18

Water supply, Sanitation

and Urban

Development

Total
Expenditure
(Rs. Crore)

373

426

321

532

766

1052

1600

Revenue
Expenditure
(Rs. Crore)

245

247

251

407

514

713

1413
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a. Salary
component
(in Percent)

25

36

29

20

18

16

10

b. Non-
Salary
component
(in Percent)

75

64

71

80

82

84

90

Capital
Outlay
(Rs.Crore)

128

179

70

125

252

339

187

Capital
Outlay (in
Percent)

34

42

22

23

33

32

12

Total (Social Services)

Total
Expenditure
(Rs. Crore)

4917

5480

4932

7190

8513

10667

12892

Revenue
Expenditure
(Rs. Crore)

4704

5209

4795

6862

7917

9868

12252

a. Salary
component
(in Percent)

56

71

60

49

40

35

32

b. Non-
Salary
component
(in Percent)

44

29

40

51

60

65

68

Capital
Outlay
(Rs.Crore)

213

271

137

328

596

799

640

Capital
Outlay (in
Percent)

| 2009-10 | 2010-11 | 2011-12 [2012-13 | 2013-14 | 2014-15 [ 2015-16

Education, Sports, Art and Culture

Total
Expenditure
(Rs. Crore)

7750

8244

10213

14444

15047

16531

19155

Revenue
Expenditure
(Rs. Crore)

7416

8101

10157

14080

14344

16267

18605

a. Salary
component
(in Percent)

48

45

44

36

34

29

23

b. Non-
Salary
component
(in Percent)

52

55

56

64

66

71

77
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Capital
Outlay
(Rs.Crore)

336

143

56 364

703

264

550

Capital
Outlay (in
Percent)

Health and Family Welfare

Total
Expenditure
(Rs. Crore)

1508

1667

2125 2398

2574

3604

4571

Revenue
Expenditure
(Rs. Crore)

1388

1502

1804 1836

2134

3288

3481

a. Salary
component
(in Percent)

66

73

73 80

75

51

40

b. Non-
Salary
component
(in Percent)

34

27

27 20

25

49

60

Capital
Outlay
(Rs.Crore)

120

165

321 562

440

316

1091

Capital
Outlay (in
Percent)

10

15 24

18

24

Water supply,

Sanitation

and Urban

Development

Total
Expenditure
(Rs. Crore)

1903

2327

2045 2587

3605

4542

4518

Revenue
Expenditure
(Rs. Crore)

1438

1698

1713 2304

2967

3639

3694

a. Salary
component
(in Percent)

11

10

12 9

b. Non-
Salary
component
(%)

89

90

88 91

92

93

95

Capital
Outlay
(Rs.Crore)

465

629

332 283

638

903

824

Capital
Outlay (in
Percent)

24

27

16 11

18

20

18

Total (Social Services)

Total
Expenditure
(Rs. Crore)

14309

16162

19536 24438

28253

33386

38684

Revenue
Expenditure
(Rs. Crore)

13186

15089

18729 23107

26395

31713

35943
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a. Salary 38 34 34 31 27 22 18
component
(in Percent)
b. Non- 62 66 66 69 73 78 82
Salary
component
(in Percent)
Capital 1123 1073 807 1331 1858 1673 2741
Outlay
(Rs.Crore)
Capital 8 7 4 5 7 5 7
Outlay (in
Percent)
Source: Economic Survey, Government of Bihar, Finance Department, various rounds.

Total expenditure on social services improved by more than 9 times from Rs. 4917 crore in
2002-03 to Rs. 38684 crore in 2015-16. Within total expenditure, the revenue expenditure on
social services also rose by more than 9 times from Rs. 4704 crore in 2002-03 to Rs. 35943
crore in 2015-16. The expenditure on “social services on capital account” of the Bihar
government rose by more than 13 times from Rs. 213 crore in 2002-03 to Rs. 2741 crore in
2015-16. The expenditure on “education on revenue account” of the Bihar government climbed
by almost 6 times from Rs. 3181 crore in 2002-03 to Rs. 18605 crore in 2015-16. The
expenditure on “health services on revenue account” of the Bihar government rose by more
than 4 times from Rs. 743 crore in 2002-03 to Rs. 3481 crore in 2015-16 and the expenditure
on “water supply and sanitation on revenue account” climbed by more than 17 times from Rs.
245 crore to Rs. 3694 crore during the same period. The expenditure on “education on capital
account” of the Bihar government shoot up by almost 6 times from Rs. 79 crore in 2002-03 to
Rs. 550 crore in 2015-16 and the expenditure on “water supply and sanitation on capital
account” rose by more than 2 times from Rs. 373 crore to Rs. 824 crore during the same period.
The expenditure on “health services on capital account” climbed from Rs. 5 crore in 2002-03
to Rs. 316 crore in 2014-15 and shoot up to Rs. 1091 crore in 2015-16. The contribution of
expenditure on “social services on capital account” of the Bihar government has always been
less than 10 percent of total expenditure during the period 2002-03 to 2015-16. Its contribution
in expenditure on education marginally improved from 2 percent in 2002-03 to 4 percent in
2009-10 but declined to 3 percent in 2015-16. The percentage contribution of expenditure on
health services on capital account of the Bihar government rose from 1 in 2002-03 to 8 in 2009-
10 and again significantly improved to percent in 2015-16and its percentage contribution on

water supply and sanitation fell from 34 to 24 and again declined to 18 during the same period.
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The contribution of salary portion of expenditure on “social services on revenue account” of
the Bihar government fell from 56 percent in 2002-03 to 18 percent in 2015-16 and
consequently the contribution of non-salary portion of expenditure on revenue account “(the
amount spent on the maintenance of assets already created)”, (Economic Survey, Govt. of
Bihar) climbed from 44 percent to 82 percent during the same period. The contribution of non-
salary portions of expenditure on “education on revenue account” rose from 36 percent in 2002-
03 to 77 percent in 2015-16 and participation in health services climbed from 46 percent to 60
percent during the same period and its contribution on water supply and sanitation also rose

from 75 percent to 95 percent during the same period.

Table 6.13 displays the expenditure on economic services and its components on revenue and

capital account and their share in total expenditure for Bihar since 2002-03 to 2015-16.

Table 6.13: Expenditure on Economic Services for the Bihar Government

| 2002-03 | 2003-04 | 2004-05 | 2005-06 | 2006-07 | 2007-08 | 2008-09
Agriculture and Allied Activities
Total 384 362 407 504 596 759 1284
Expenditure
(Rs. Crore)
Revenue 379 341 397 410 585 737 1273
Expenditure
(Rs. Crore)
a. Salary 51 70 44 47 39 31 21
component
(in Percent)
b. Non- 49 30 56 53 61 69 79
Salary
component
(in Percent)
Capital 5 21 10 94 11 22 11
Outlay
(Rs.Crore)
Capital 1 6 2 19 2 3 1
Outlay (in
Percent)
Irrigation and Flood Control
Total 1046 1125 916 1074 1067 1450 1845
Expenditure
(Rs. Crore)
Revenue 394 395 473 483 435 562 704
Expenditure
(Rs. Crore)
a. Salary 53 78 51 55 68 63 58
component
(in Percent)
b. Non- 47 22 49 45 32 37 42
Salary
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component
(in Percent)

Capital
Outlay
(Rs.Crore)

652

730

443

591

632

888

1141

Capital
Outlay (in
Percent)

62

65

48

55

59

61

62

Energy

Total
Expenditure
(Rs. Crore)

104

28

303

1514

841

1123

Revenue
Expenditure
(Rs. Crore)

104

1080

726

723

a. Salary
component
(in Percent)

b. Non-
Salary
component
(in Percent)

100

100

100

100

100

100

100

Capital
Outlay
(Rs.Crore)

26

302

434

115

400

Capital
Outlay (in
Percent)

94

100

29

14

36

Transport and Communi

cations

Total
Expenditure
(Rs. Crore)

354

354

369

560

2076

2713

2982

Revenue
Expenditure
(Rs. Crore)

227

231

225

285

414

408

493

a. Salary
component
(in Percent)

98

42

37

38

25

29

28

b. Non-
Salary
component
(in Percent)

58

63

62

75

71

72

Capital
Outlay
(Rs.Crore)

127

123

144

275

1662

2305

2489

Capital
Outlay (in
Percent)

36

35

39

49

80

85

84

Total (Economic Services)

Total
Expenditure
(Rs. Crore)

3542

3480

3035

4051

8481

9520

11316

204



Revenue
Expenditure
(Rs. Crore)

2185

2027

2036

2367

4021

4438

5726

a. Salary 33
component
(in Percent)

53

34

34

23

22

22

b. Non- 67
Salary

component
(in Percent)

47

66

66

77

78

78

Capital
Outlay
(Rs.Crore)

1357

1453

999

1684

4460

5082

5590

Capital 38
Outlay (in
Percent)

42

33

42

53

53

49

| 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16

Agriculture and Allied Activities

Total
Expenditure (Rs.
Crore)

1505

2035

2032

3262

3670

3615

4120

Revenue
Expenditure (Rs.
Crore)

1504

2018

1914

3170

3193

3431

3515

a. Salary
component (in
Percent)

26

20

24

15

15

14

15

b. Non-Salary
component (in
Percent)

74

80

76

85

85

86

85

Capital Outlay
(Rs.Crore)

1

17

118

92

477

184

605

Capital Outlay
(in Percent)

0

1

3

13

15

Irrigation and Flo

od Control

Total
Expenditure (Rs.
Crore)

2246

2678

3275

2854

2838

2444

2836

Revenue
Expenditure (Rs.
Crore)

897

1311

1311

914

1039

1020

1151

a. Salary
component (in
Percent)

69

53

47

66

56

58

o7

b. Non-Salary
component (in
Percent)

31

47

53

34

44

42

43

Capital Outlay
(Rs.Crore)

1349

1367

1964

1670

1799

1424

1685
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Capital Outlay
(in Percent)

60 51

60

68

63

58

59

Energy

Total
Expenditure (Rs.
Crore)

1244 2223

2270

3374

5133

7948

8945

Revenue
Expenditure (Rs.
Crore)

868 1216

2168

3200

3236

3773

6151

a. Salary
component (in
Percent)

b. Non-Salary
component (in
Percent)

100 100

100

100

100

100

100

Capital Outlay
(Rs.Crore)

376 1007

102

174

1897

4175

2794

Capital Outlay
(in Percent)

30 45

37

53

31

Transport and Co

mmunications

Total
Expenditure (Rs.
Crore)

3748 4706

4852

4138

5471

5194

6130

Revenue
Expenditure (Rs.
Crore)

690 634

789

826

1381

996

1712

a. Salary
component (in
Percent)

23 26

23

25

15

23

14

b. Non-Salary
component (in
Percent)

77 74

77

75

85

77

86

Capital Outlay
(Rs.Crore)

3058 4072

4063

3312

4090

4198

4418

Capital Outlay
(in Percent)

82 87

84

80

75

81

72

Total (Economic Services)

Total
Expenditure (Rs.
Crore)

13023 15564

17475

20246

24871

29173

37305

Revenue
Expenditure (Rs.
Crore)

7088 7836

10037

12710

14060

14445

19696

a. Salary
component (in
Percent)

25 20

19

15

15

15

11

b. Non-Salary
component (in
Percent)

75 80

81

85

85

85

89

Capital Outlay
(Rs.Crore)

5935 7728

7438

7536

10811

14728

17609

Capital Outlay
(in Percent)

46 50

43

37

44

51

47

Source: Economic Survey, Government of Bihar, Finance department, various rounds.
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Total expenditure on “economic services” of the Bihar government, “which is meant to create
additional productive capacity in the economy” (Evaluation of State Finances in Bihar, ADRI,
2018), rose by more than 10 times from Rs. 3542 crore in 2002-03 to Rs. 37305 crore in 2015-
16. Within total expenditure, the expenditure on “economic services on revenue account” of
the Bihar government shoot up by more than 9 times from Rs. 2185 crore in 2002-03 to Rs.
19696 crore in 2015-16 and the expenditure on “economic services on capital account” of the
Bihar government improved by more than 12 times from Rs. 1357 crore to Rs. 17609 crore
during the same period. The spending on “agriculture and allied activities on revenue account”
of the Bihar government shoot up by more than 9 times from Rs. 379 crore in 2002-03 to Rs.
3515 crore in 2015-16 and the spending on “irrigation and flood control on revenue account”
rose by almost 3 times from Rs. 394 crore to Rs. 1151 crore during the same period. The
spending on “energy and power on revenue account” improved by more than 36 times from
Rs. 104 crore in 2002-03 to Rs. 6151 crore in 2015-16 and the spending on “transport and
communications on revenue account” of the Bihar government climbed by more than 7 times
from Rs. 227 crore to Rs. 1712 during the same period. The spending on “agriculture and allied
activities on capital account” of the Bihar government climbed from Rs. 5 crore in 2002-03 to
Rs. 605 crore in 2015-16. The spending on “irrigation and flood control on capital account”
rose by more than 2 times from Rs. 652 crore to Rs. 1685 crore during the same period. The
spending on “energy and power on capital account” improved by more than 107 times from
Rs. 26 crores in 2004-05 to Rs. 2794 crore in 2015-16 and the spending on “transport and
communications on capital account” shoot up by more than 34 times from Rs. 127 crore to Rs.

4418 crore during the same period.

The total spending on “economic services on capital account” of the Bihar government has
been more than 44 percent. The participation of spending on agricultural and allied activities
on capital account has been marginal. Its contribution on irrigation and flood control has been
remained stationary at 60 percent. The percentage spending on transport and communications
on capital account rose from 36 in 2002-03 to 72 in 2015-16.

The participation of salary portion of spending on “economic services on revenue account” of
the Bihar government fell from 33 percent in 2002-03 to 11 percent in 2015-16 and
consequently the contribution of non-salary portion of spending on economic services on
revenue account rose from 67 percent to 89 percent during the same period. The participation
of non-salary portion of spending on agricultural and allied activities on revenue account

climbed from 49 percent in 2002-03 to 85 percent in 2015-16 and its contribution in irrigation
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and flood control on revenue account fell from 47 percent to 43 percent during the same period.
The percentage participation of non-salary portion of spending on energy and power on revenue
account has been 100 percent during the period 2002-03 to 2015-16 and its percentage
contribution in transport and communications on revenue account shoot up from 58 percent in
2003-04 to 86 percent in 2015-16.

Table 6.14 depicts the growth rate of total expenditure of Bihar, BIMARU and all states since

1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 6.14 Growth Rate of Expenditure- Annual Average

Heads 1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11 - | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

Revenue Expenditure

Bihar 12.2 7.2 -1.5 17.4 17.0 12.7

BIMARU 13.9 14.8 8.9 15.6 16.4 14.0

All states 15.4 15.2 9.4 14.7 14.9 13.9

Capital Expenditure

Bihar -10.2 37.9 13.5 14.7 19.1 16.2

BIMARU 3.8 9.0 28.2 11.3 22.1 16.5

All states 11.7 9.8 27.2 8.5 16.3 15.2

Total Expenditure

Bihar 8.4 19.7 1.3 16.4 17.5 13.0

BIMARU 11.8 13.6 12.7 14.3 17.6 14.4

All states 14.6 14.2 12.6 13.1 15.1 14.0

Source: Calculation from State Finances: A Study of Budget, RBI

The growth rate of total expenditure rose from 8.4 percent to 19.7 percent for former Bihar and
its growth rate rose from 1.3 percent to 17.5 percent for present Bihar. The divided Bihar
experienced lowest growth rate of total expenditure during the period 2000-01 — 2004-05 due
to negative growth rate of revenue expenditure and sharp decline in the growth rate of capital
expenditure during this phase. In case of BIMARU states, the growth rate of total expenditure
improved from 11.8 percent in the initial phase to 17.6 percent in the last phase. At all states
level, its growth rate declined from 14.6 percent in the initial phase to 12.6 percent during
2000-01 — 2004-05 but after that it increased to 15.1 percent in the last phase. Fig. 6.1 shows
the growth rate of total expenditure of Bihar, BIMARU and all states during the period 1990-
91 — 1994-95 to 2010-11 — 2015-16.
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Fig. 6.1: Growth Rate of total expenditure
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The growth rate of revenue expenditure fell from 12.2 percent to 7.2 percent for undivided
Bihar but after its division the present Bihar experienced negative growth rate of 1.5 percent
during the period 2000-01 — 2004-05 which improved to 17.0 percent in the last phase. For
BIMARU states, its growth rate declined from 13.9 percent in the initial phase to 8.9 percent
during 2000-01 — 2004-05 and that it improved t016.4 percent in the last phase. At all states
level, its growth rate also fell from 15.4 percent in the initial phase to 9.4 percent during 2000-
01 — 2004-05 but after that it improved to 14.9 percent in the last phase. . Fig. 6.2 shows the
growth rate of revenue expenditure of Bihar, BIMARU and all states during the period 1990-
91 — 1994-95 to 2010-11 — 2015-16.

Fig. 6.2: Growth Rate of Revenue Expenditure
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The undivided Bihar experienced the negative growth rate of 10.2 percent for capital

expenditure during the period 1990-91 — 1994-95 which improved to 37.9 percent in the next

phase as displayed in table 6.19. The growth rate of capital expenditure continuously improved

from 13.5 percent to 19.1 percent for divided Bihar. In case of BIMARU states, its growth rate

improved from 3.8 percent in the initial phase to 22.1 percent in the last phase. At all states

level, its growth rate rose from 11.7 percent in the initial phase to 16.3 percent in the last phase

with alternatively decrease and increase in the intervening period. Fig. 6.3 displays the growth
rate of total expenditure of Bihar, BIMARU and all states during the period 1990-91 — 1994-
95 to 2010-11 — 2015-16.
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Fig. 6.3: Growth Rate of Capital Expenditure
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Table 6.15 presents the growth rate of the components of revenue expenditure for Bihar,
BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 6.15: Growth Rate of the components of Revenue Expenditure- Annual Average

Heads 1990-91 - 1995-96 — | 2000-01 — | 2005-06 — | 2010-11 - 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

General Services

Bihar 15.4 18.1 2.9 9.5 15.1 12.2
BIMARU 18.7 15.9 115 11.8 11.6 13.7

All states 21.3 16.8 11.8 10.8 12.4 14.3
Social Services

Bihar 10.1 19.1 -4.3 23.0 18.3 13.6
BIMARU 11.4 16.1 5.6 20.0 17.4 14.3
All states 12.1 16.4 6.6 19.1 15.7 14.1
Economic Services

Bihar 12.4 13.3 -6.3 29.9 19.2 13.9
BIMARU 11.6 10.6 13.6 17.1 22.4 15.4
All states 13.3 10.7 9.2 15.1 17.8 13.4

Source: Calculation from State Finances: A Study of Budget, RBI
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Within revenue expenditure, the growth rate of general services increased from 15.4 percent to
18.1 percent for former Bihar and its growth rate rose from 2.9 percent to 15.1 percent for
present Bihar. In case of BIMARU states, its growth rate declined from 18.7 percent in the
initial phase to 11.6 percent in the last phase. At all states level, its growth rate continuously
fell from 21.3 percent in the initial phase to 10.8 percent during 2005-06 — 2009-10 but

increased to 12.4 percent in the last phase.

The growth rate of social expenditure improved from 10.1 percent to 19.1 percent for undivided
Bihar but after its division the present Bihar experienced the negative growth rate of 4.3 percent
during the period 2000-01 — 2004-05 which improved to 18.3 percent in the last phase. For
BIMARU states, its growth rate rose from 11.4 percent in the initial phase to 17.4 percent in
the last phase with alternatively increase and decrease in the intervening period. At all states
level, its growth rate also increased from 12.1 percent in the initial phase to 15.7 percent in the

last phase with alternatively increase and decrease in the intervening period.

The growth rate of economic services improved from 12.4 percent to 13.3 percent for erstwhile
Bihar but its bifurcation, the present Bihar experienced negative growth rate of 6.3 percent
during 2000-01 — 2004-05 which improved to 19.2 percent in the last phase. In case of
BIMARU states, its growth rate improved from 11.6 percent in the initial phase to 22.4 percent
in the last phase. At all states level, its growth rate rose from 13.3 percent in the initial phase

to 17.8 percent in the last phase.

Table 6.16 shows the growth rate of capital outlay and its components for Bihar, BIMARU and
all states since 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 6.16: Growth Rate of the capital outlay and its components- Annual Average

Heads 1990-91 - 1995-96 — 2000-01 — 2005-06 — | 2010-11 — 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

Capital Outlay

Bihar -12.1 71.8 -3.3 51.9 23.0 27.6
BIMARU 51 14.4 22.3 23.7 20.1 17.5
All states 17.8 8.4 19.9 20.2 14.6 16.0
General Services

Bihar -21.3 198.3 237.7 38.2 56.6 105.0
BIMARU 3.8 38.7 22.6 16.4 61.9 30.2
All states 13.1 23.1 22.8 18.5 23.8 20.5
Social Services

Bihar 1.3 25.4 -14 62.0 21.5 22.6
BIMARU 14.4 6.5 24.4 29.9 17.0 18.6
All states 15.7 14.0 22.9 20.8 15.7 17.8
Economic Services
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Bihar -14.7 103.9 -3.9 52.7 21.2 33.3

BIMARU 3.2 16.1 22.6 22.7 19.9 17.3

All states 18.5 7.3 19.5 20.3 13.8 15.6
Source: Calculation from State Finances: A Study of Budget, RBI

The capital outlay grew at the negative rate of 12.1 percent for undivided Bihar during the
period 1990-91 — 1994-95 which improved to 71.8 percent in the next phase and after the
division of Bihar, it again experienced the negative growth rate of 3.3 percent during the phase
2000-01 — 2004-05 which improved to 51.9 percent during 2005-06 — 2009-10 but fell to 23.0
percent in the last phase. In case of BIMARU states, its growth rate continuously rose from 5.1
percent in the initial phase to 23.7 percent during 2005-06 — 2009-10 but declined to 20.1
percent in the last phase. At all states level, its growth rate improved from 17.8 percent in the
initial phase to 20.2 percent during 2005-06 — 2009-10 but fell to 14.6 percent in the last phase.
Fig. 6.4 shows the growth rate of capital outlay of Bihar, BIMARU and all states during the
period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Fig. 6.4: Growth Rate of Capital Outlay
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Table 6.16 also presents that within capital outlay, the undivided Bihar experienced the
negative growth rate of 21.3 percent for general services during 1990- 91 — 1994-95 which
enormously increased to 198.3 percent in the next phase. After the division of Bihar, there was
huge growth rate of 237.7 percent for general services during 2000-01 — 2004-05 which
declined to 56.6 percent in the last phase. For BIMARU states, the growth rate of general
services rose from 3.8 percent in the initial phase to 61.9 percent in the last phase. At all states
level, its growth rate increased from 13.1 percent in the initial phase to 23.8 percent in the last

phase.
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The growth rate of “capital expenditure on social services” improved from 1.3 percent to 25.4
percent for erstwhile Bihar. The present Bihar experienced the negative growth rate of 1.4
percent for social services during 2000-01 — 2004-05 which increased to 62.0 percent during
2005-06 — 2009-10 but fell to 21.5 percent in the last phase. For BIMARU states, its growth
rate improved from 14.4 percent in the initial phase to 17.0 percent in the last phase. At all
states level, its growth rate rose from 15.7 percent in the initial phase to 22.9 percent during
2000-01 — 2004-05 but declined to 15.7 percent in the last phase.

The capital expenditure on economic services grew at the negative rate of 14.7 percent during
1990-91 — 1994-95 which enormously improved to 103.9 percent in the next phase for
undivided Bihar. After the division of Bihar, it again experienced the negative growth rate of
3.9 percent during 2000-01 — 2004-05 which increased to 52.7 percent during 2005-06 — 2009-
10 but declined to 21.2 percent in the last phase. In case of BIMARU states, the growth rate of
economic services continuously improved from 3.2 percent in the initial phase to 22.7 percent
during 2005-06 — 2009-10 but fell to 19.9 percent in the last phase. At all states level, its growth
rate rose from 18.5 percent in the initial phase to 20.3 percent during 2005-06 — 2009-10 but
declined to 13.8 percent in the last phase.

Table 6.17 presents the growth rate of developmental expenditure of Bihar, BIMARU and all
states since 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 6.17: Growth Rate of Developmental expenditure- Annual Average

Heads 1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11 - | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

Developmental Revenue Expenditure

Bihar 10.4 16.6 -5.1 24.7 18.3 13.3

BIMARU 11.4 14.2 7.3 18.8 19.0 14.4

All states 12.5 14.2 1.7 17.7 16.3 13.8

Developmental Capital expenditure

Bihar -18.0 52.8 -0.4 30.2 17.9 17.9

BIMARU 5.7 9.0 20.8 19.8 23.8 17.0

All states 14.1 7.1 18.1 17.1 17.3 15.0

Total Developmental Expenditure

Bihar 5.1 21.3 -4.3 25.9 18.1 13.7

BIMARU 9.9 12.9 10.2 19.1 20.1 14.9

All states 12.8 12.6 9.6 17.5 16.4 13.9

Source: Calculation from State Finances: A Study of Budget, RBI

The growth rate of total developmental expenditure improved from 5.1 percent to 21.3 percent

for former Bihar. After the division of Bihar, the developmental expenditure grew at the
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negative rate of 4.3 percent during 2000-01 — 2004-05 which increased to 25.9 percent during
2005-06 — 2009-10 but fell to 18.1 percent in the last phase. In case of BIMARU states, its
growth rate rose from 9.9 percent in the initial phase to 20.1 percent in the last phase. At all
states level, its growth rate increased from 12.8 percent in the initial phase to 16.4 percent in
the last phase. Fig. 6.5 shows the growth rate of total developmental expenditure of Bihar,
BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Fig. 6.5: Growth Rate of Total Developmental
Expenditure
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Within total developmental expenditure, the growth rate of developmental revenue expenditure
improved from 10.4 percent to 16.6 percent for undivided Bihar after its division, the growth
rate was negative at 5.1 percent during 2000-01 — 2004-05 which increased to 24.7 percent
during 2005-06 — 2009-10 but declined to 18.3 percent in the last phase. For BIMARU states,
its growth rate improved from 11.4 percent in the initial phase to 19.0 percent in the last phase.
At all states level, its growth rate rose from 12.5 percent in the initial phase to 16.3 percent in
the last phase. Fig. 6.6 displays the growth rate of developmental revenue expenditure of Bihar,
BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.
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Fig. 6.6: Growth Rate of Developmental Revenue
Expenditure
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The growth rate of developmental capital expenditure for erstwhile Bihar was negative at 18.0
percent during 1990-91 — 1994-95 which improved to 52.8 percent in the next phase. The
present Bihar experienced the negative growth rate of 0.4 percent during 2000-01 — 2004-05
for developmental capital expenditure which rose to 30.2 percent during 2005-06 — 2009-10
but fell to 17.9 percent in the last phase. In case of BIMARU states, its growth rate improved
from 5.7 percent in the initial phase to 23.8 percent in the last phase. At all states level, its
growth rate rose from 14.1 percent in the initial phase to 17.3 percent in the last phase. Fig. 6.7
shows the growth rate of developmental capital expenditure of Bihar, BIMARU and all states
during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Fig. 6.7: Growth Rate of Developmental Capital
Expenditure
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Table 6.18 displays the growth rate of non-developmental expenditure of Bihar, BIMARU and
all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 6.18: Growth Rates of Non-Developmental Expenditure- Annual Average

Heads 1990-91 - 1995-96 — | 2000-01 - | 2005-06 — | 2010-11- | 1990-91 —
1994-95 1999-00 2004-05 2009-10 2015-16 2015-16

Non-Developmental Revenue Expenditure

Bihar 15.4 18.1 2.9 9.5 15.1 12.2

BIMARU 18.7 15.9 11.5 11.8 11.6 13.7

All states 21.3 16.8 11.8 10.8 12.4 14.3

Non-Developmental Capital expenditure

Bihar 8.7 12.8 45.1 4.8 23.5 19.6

BIMARU 1.4 9.7 43.1 1.2 16.6 17.4

All states 55 18.2 45.8 -0.7 13.6 17.7

Total Non-Developmental Expenditure

Bihar 14.4 175 8.5 6.3 16.4 12.7

BIMARU 15.8 14.7 16.4 8.3 12.4 13.8

All states 18.8 17.0 16.8 7.3 12.6 14.4

Source: Calculation from State Finances: A Study of Budget, RBI

The growth rate of total “non-developmental expenditure” rose from 14.4 percent to 17.5

percent for erstwhile Bihar and its growth rate rose from 8.5 percent to 16.4 percent for present

Bihar. In case of BIMARU states, its growth rate continuously declined from 15.8 percent in
the initial phase to 8.3 percent during 2005-06 — 2009-10 but increased to 12.4 percent in the

last phase. At all states level, its growth rate also continuously fell from 18.8 percent in the

initial phase to 7.3 percent during 2005-06 — 2009-10 but rose to 12.6 percent in the last phase.

Fig. 6.8 displays the growth rate of total non-developmental expenditure of Bihar, BIMARU
and all states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Fig. 6.8: Growth Rate of Total Non-Developmental
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Within total non-developmental expenditure, the growth rate of non-developmental revenue
expenditure increased from 15.4 percent to 18.1 percent for undivided Bihar and after its
division the growth rate from 2.9 percent to 15.1 percent. For BIMARU states, its growth rate
declined from 18.7 percent in the initial phase to 11.6 percent in the last phase. At all states
level, its growth rate continuously fell from 21.3 percent in the initial phase to 10.8 percent
during 2005-06 — 2009-10 but increased to 12.4 percent in the last phase. Fig. 6.9 shows the
growth rate of non-developmental revenue expenditure of Bihar, BIMARU and all states during
the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Fig. 6.9: Growth Rate of Non-Developmental Revenue
Expenditure
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The growth rate of “non-developmental capital expenditure” rose from 14.4 percent to 17.5
percent for former Bihar while growth rate drastically declined from 45.1percent during 2000-
01 — 2004-05 to 4.8 percent during 2005-06 — 2009-10 but rose to 23.5 percent in the last phase
for present Bihar. In case of BIMARU states, its growth rate increased from 1.4 percent in the
initial phase to 43.1 percent during 2000-01 — 2004-05 but fell to 23.5 percent in the last phase.
At all states level, its growth rose from 5.5 percent in the initial phase to 45.8 percent during
2000-01 — 2004-05 but declined to 13.6 percent in the last phase. Fig. 6.10 shows the growth
rate of non-developmental capital expenditure of Bihar, BIMARU and all states during the
period 1990-91 — 1994-95 to 2010-11 — 2015-16.
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Fig 6.10: Growth Rate of Non-Developmental Capital
Expenditure

50.0
40.0 /\
30.0
20.0
10.0 R

0.0

1990-91 - 1994- 1995-96 - 1999- 2000-01 - 2004- 2005-06 - 2009- 2010-11 - 2015-
-10.0 95 00 05 10 16
@ Bihar BIMARU All states

Table 6.19 shows the ratio of total expenditure to GSDP for Bihar, BIMARU and all states
since 1990-1991 — 1994-95 to 2010-11 — 2014-15.

Table 6.19: Expenditure to GSDP- Annual Average (Percent)

1990-91 - 1995-96 — 2000-01 - 2005-06 — 2010-11 -
1994-95 1999-00 2004-05 2009-10 2014-15
Revenue Expenditure
Bihar 15.0 14.1 19.2 20.5 18.5
BIMARU 14.4 14.3 16.8 16.3 16.7
All states 14.1 13.6 15.5 14.2 14.9
Capital Expenditure
Bihar 2.7 2.2 5.1 6.3 5.5
BIMARU 3.5 2.8 4.8 5.2 4.6
All states 3.5 2.8 4.2 4.1 3.6
Total Expenditure
Bihar 17.6 16.3 24.3 26.9 24.0
BIMARU 17.9 17.2 21.6 21.5 21.3
All states 17.5 16.4 19.7 18.3 18.5

Source: Calculation from State Finances: A Study of Budget, RBI and CSO

Total expenditure to GSDP ratio declined from 17.6 percent to 16.3 percent for former Bihar
while after its division, the ratio improved from 24.3 percent during 2000-01 — 2004-05 to 26.9
percent during 2005-06 — 2009-10 but fell to 24.0 percent in the last phase. In case of BIMARU
states, the ratio improved from 17.9 percent in the initial phase to 21.3 percent in the last phase.
At all states level, the ratio rose from 17.5 percent in the initial phase to 18.5 percent in the last
phase with decrease and increase in the intervening period. The data also indicates that total
expenditure to GSDP ratio has always been higher for present Bihar than that of BIMARU and
all states. Chart 6.17 shows the ratio of total expenditure to GSDP of Bihar, BIMARU and all
states during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.
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Chart 6.17: Total Expenditure to GSDP (%)
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Revenue expenditure to GSDP ratio declined from 15.0 percent to 14.1 percent for erstwhile
Bihar while its ratio improved from 19.2 percent during 2000-01 — 2004-05 to 20.5 percent
during 2005-06 — 2009-10 but decreased to 18.5 percent in the last phase for present Bihar. For
BIMARU states, the ratio improved from 14.4 percent in the initial phase to 16.7 percent in the
last phase with decrease and increase in the intervening period. At all states level, its ratio also
increased from 14.1 percent in the initial phase to 14.9 percent in the last phase with decrease
and increase in the intervening period. The data also displays that revenue expenditure to GSDP
ratio for divided Bihar has always been higher than that of BIMARU and all states. Chart 6.18
displays the ratio of revenue expenditure to GSDP of Bihar, BIMARU and all states during the
period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Chart 6.18: Revenue Expenditure to GSDP (%)
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The participation of capital expenditure to GSDP decreased from 2.7 percent to 2.2 percent for

undivided Bihar while after its division, the ratio rose from 5.1 percent during 2000-01 — 2004-
05 to 6.3 percent during 2005-06 — 2009-10 but declined to 5.5 percent in the last phase. In

case of BIMARU states, the ratio improved from 3.5 percent in the initial phase to 4.6 percent

in the last phase. At all states level, the ratio rose from 3.5 percent in the initial phase to 4.2
percent during 2000-01 — 2004-05 but after that it continuously fell to 3.6 percent in the last

phase. The data also indicates that capital expenditure to GSDP ratio for present Bihar has

always been higher than that of BIMARU and all states. Chart 6.19 shows the ratio of capital
expenditure to GSDP of Bihar, BIMARU and all states during the period 1990-91 — 1994-95
to 2010-11 — 2015-16.

7.0

6.0

5.0

4.0

3.

o

2.

o

1.

o

0.0

Chart 6.19: Capital Expenditure to GSDP (%)

1990-91 - 1994-
95

1995-96 - 1999- 2000-01 - 2004- 2005-06 - 2009- 2010-11 - 2014-

00

05

H Bihar ® BIMARU All states

10

15

Table 6.20 presents the ratio of developmental expenditure to GSDP for Bihar, BIMARU and
all states since 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 6.20: Developmental Expenditure to GSDP- Annual Average (Percent)

1990-91 - 1995-96 — 2000-01 - 2005-06 — 2010-11 -
1994-95 1999-00 2004-05 2009-10 2014-15
Developmental Revenue Expenditure
Bihar 9.4 8.2 9.6 12.2 11.7
BIMARU 9.3 8.6 9.4 9.9 10.8
All states 9.4 8.4 8.7 8.6 9.6
Developmental Capital Expenditure
Bihar 1.8 1.4 3.1 5.0 4.2
BIMARU 2.7 2.0 2.8 4.0 35
All states 2.6 2.1 2.4 3.0 2.6

Total Developmental Expenditure
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Bihar 11.2 9.6 12.7 17.1 15.9

BIMARU 11.9 10.6 12.1 13.9 14.3

All states 12.0 10.5 11.1 11.6 12.2
Source: Calculation from State Finances: A Study of Budget, RBI and CSO

The participation of total developmental expenditure to GSDP decreased from 11.2 percent in
the to 9.6 percent for former Bihar while its ratio improved from 12.7 percent during 2000-01
— 2004-05 to 17.1 percent during 2005-06 — 2009-10 but declined to 15.9 percent in the last
phase for present Bihar. In case of BIMARU states, its ratio rose from 11.9 percent in the initial
phase to 14.3 percent in the last phase. At all states level, its ratio fell from 12.0 percent in the
initial phase to 11.1 percent during 2000-01 — 2004-05 but after that it improved to 12.2 percent
in the last phase. The data also depicts that total developmental expenditure for present Bihar
has always been higher than that of BIMARU and all states.

Within total developmental expenditure, “developmental revenue expenditure” to GSDP ratio
decreased from 9.4 percent to 8.2 percent for erstwhile Bihar while its ratio improved from 9.6
percent during 2000-01 — 2004-05 to 12.2 percent during 2005-06 — 2009-10 but fell to 11.7
percent in the last phase for present Bihar. For BIMARU states, its ratio improved from 9.3
percent in the initial phase to 10.8 percent in the last phase. At all states level, its ratio
marginally improved from 9.4 percent in the initial phase to 9.6 percent in the last phase with
decrease and increase in the intervening period. The data also presents that developmental
revenue expenditure to GSDP ratio for present Bihar has always been higher than that of
BIAMRU and all states. Chart 6.20 shows the ratio of developmental revenue expenditure to
GSDP of Bihar, BIMARU and all states during the period 1990-91 — 1994-95 to 2010-11 —
2015-16.
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Chart 6.20: Developmental Revenue Expenditure to
GSDP (%)
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The participation of “developmental capital expenditure” to GSDP decreased from 1.8 percent
to 1.4 percent for undivided Bihar while after its division, the ratio improved from 3.1 percent
during 2000-01 — 2004-05 to 5.0 percent during 2005-06 — 2009-10 but fell to 4.2 percent in
the last phase. In case of BIMARU states, its ratio rose from 2.7 percent in the initial phase to
3.5 percent in the last phase. At all states level, its ratio increased from 2.6 percent in the initial
phase to 3.0 percent during 2005-06 — 2009-10 but fell to 2.6 percent in the last phase. The data
also displays that developmental capital expenditure to GSDP ratio for present Bihar has
always been higher that of BIMARU and all states. Chart 6.21 shows the ratio of developmental
capital expenditure to GSDP of Bihar, BIMARU and all states during the period 1990-91 —
1994-95 to 2010-11 — 2015-16. “Bihar is experiencing the cash surplus since 2005-06 but were
not routed to expenditure because of fear of rising GFD” (T M Thomas Issac and R

Ramakumar, 2011, pg. no. 203)
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Chart 6.21: Developmental Capital Expenditure to GSDP
(%)
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Table 6.21 displays the ratio of non-developmental expenditure to GSDP for Bihar, BIMARU
and all states since 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 6.21: Non-Developmental Expenditure to GSDP- Annual Average (Percent)

1990-91 - 1995-96 — 2000-01 — 2005-06 — 2010-11 -
1994-95 1999-00 2004-05 2009-10 2014-15
Non-Developmental Revenue Expenditure
Bihar 5.6 5.9 9.6 8.4 6.8
BIMARU 5.1 5.8 7.5 6.4 5.9
All states 4.7 5.2 6.8 5.6 5.3
Non-Developmental Capital Expenditure
Bihar 0.9 0.7 2.0 1.4 1.3
BIMARU 0.9 0.8 2.0 1.2 1.1
All states 0.9 0.7 1.8 1.1 1.0
Total Non-Developmental Expenditure
Bihar 6.4 6.7 11.6 9.8 8.2
BIMARU 6.0 6.6 9.4 7.6 7.0
All states 5.5 5.9 8.6 6.7 6.3

Source: Calculation from State Finances: A Study of Budget, RBI and CSO

Total non-developmental expenditure to GSDP ratio increased from 6.4 percent to 6.7 percent
for undivided Bihar while after its bifurcation, the ratio continuously declined from 11.6
percent during 2000-01 — 2004-05 to 8.2 percent in the last phase. In case of BIMARU states,
its ratio rose from 6.0 percent in the initial phase to 9.4 percent during 2000-01 — 2004-05 but
after that it continuously fell to 7.0 percent in the last phase. At all states level, its ratio also
rose from 5.5 percent in the initial phase to 8.6 percent during 2000-01 — 2004-05 but after that
it continuously declined to 6.3 percent in the last phase. The data also depicts that total non-
developmental expenditure to GSDP ratio for present Bihar has always been higher than that
of BIMARU and all states.
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Within total non-developmental expenditure, non-developmental revenue expenditure to
GSDP ratio rose from 5.6 percent to 5.9 percent for erstwhile Bihar while its ratio continuously
declined from 9.6 percent to 6.8 percent for present Bihar. For BIMARU states, its ratio
increased from 5.1 percent in the initial phase to 7.5 percent during 2000-01 — 2004-05 but
after that it continuously fell to 5.9 percent in the last phase. At all states level, its ratio also
rose from 4.7 percent in the initial phase to 6.8 percent during 2000-01 -2004-05 but after that
it continuously decreased to 5.3 percent in the last phase. The data also displays that the ratio
of “non-developmental revenue expenditure” to GSDP of Bihar has always been higher than
that of BIMARU and all states. Chart 6.22 displays the ratio of non-developmental revenue
expenditure to GSDP of Bihar, BIMARU and all states during the period 1990-91 — 1994-95
to 2010-11 — 2015-16.

Chart 6.22: Non-Developmental Revenue Expenditure to
GSDP (%)
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The ratio of “non-developmental capital expenditure” to GSDP decreased from 0.9 percent to
0.7 percent for former Bihar and its ratio continuously decreased from 2.0 percent to 1.3 percent
for present Bihar. In case of BIMARU states, its ratio increased from 0.9 percent in the initial
phase to 2.0 percent during 2000-01 — 2004-05 but after that it continuously declined to 1.1
percent in the last phase. At all states level, its ratio also rose from 0.9 percent in the initial
phase to 1.8 percent during 2000-01 — 2004-05 but after that it shows the continuous decline
and reached to 1.0 percent in the last phase. Chart 6.23 shows the ratio of non-developmental
capital expenditure to GSDP of Bihar, BIMARU and all states during the period 1990-91 —
1994-95 to 2010-11 — 2015-16.
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Chart 6.23: Non-Developmental Capital Expenditure to
GSDP (%)
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Table 6.22 shows the per capita expenditure of Bihar, BIMARU and all states during the period
1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 6.22: Per Capita Expenditure- Annual Average (Rs.)

1990-91 - 1995-96 — 2000-01 - 2005-06 — 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16
Revenue Expenditure
Bihar 708 1017 1531 2513 5364
BIMARU 876 1464 2279 3700 7867
All states 1108 1987 3198 5189 10632
Capital Expenditure
Bihar 122 161 408 781 1642
BIMARU 212 290 666 1180 2395
All states 270 407 900 1491 2681
Total Expenditure
Bihar 830 1178 1940 3294 7006
BIMARU 1087 1754 2945 4880 10262
All states 1378 2394 4098 6680 13312

Source: Calculation from State Finances: A Study of Budget, RBI

The per capita total expenditure increased from Rs. 830 to Rs. 1178 for former Bihar and it
increased from Rs. 1940 to Rs. 7006 for present Bihar. In case of BIMARU states, it has
increased from Rs. 1087 in the initial phase to Rs. 10262 in the last phase. At all states level, it
also rose from Rs. 1378 in the initial phase to Rs. 13312 in the last phase. The data also presents
that per capita total expenditure for Bihar has always been lower than that of BIMARU and all

states.
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Within total expenditure, per capita revenue expenditure increased from Rs. 708 to Rs. 1017
for erstwhile Bihar and it rose from Rs. 1531 to Rs. 5364 for present Bihar. For BIMARU
states, it increased from Rs. 876 in the initial phase to Rs. 7867 in the last phase. At all states
it also rose from Rs. 1108 in the initial phase to Rs. 10632 in the last phase. The data also
displays that per capita revenue expenditure for Bihar has always been lower than that of
BIMARU and all states.

Per capita capital expenditure increased from Rs. 122 to Rs. 161 for undivided Bihar and it
increased from Rs. 408 to Rs. 1642 for divided Bihar. In case of BIMARU states, it rose from
Rs. 212 in the initial phase to Rs. 2395 in the last phase. At all states level, it has also increased
from Rs. 270 in the initial phase to Rs. 2681 in the last phase. The data also indicates that per
capita capital expenditure for Bihar has always been lower than that of BIMARU and all states.

Table 6.23 displays the per capita developmental expenditure of Bihar, BIMARU and all states
during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 6.23: Per Capita Developmental Expenditure- Annual Average (Rs.)

1990-91 - 1995-96 — 2000-01 - 2005-06 — 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16
Developmental Revenue Expenditure
Bihar 443 588 766 1506 3441
BIMARU 562 874 1267 2250 5200
All states 735 1226 1799 3164 6909
Developmental Capital Expenditure
Bihar 81 109 246 613 1231
BIMARU 160 207 385 910 1866
All states 204 299 504 1099 1966
Total Developmental Expenditure
Bihar 525 697 1012 2119 4672
BIMARU 721 1081 1653 3160 7066
All states 939 1525 2303 4263 8875

Source: Calculation from State Finances: A Study of Budget, RBI

The per capita “developmental expenditure” for Bihar, BIMARU and all states has increased
over the period. Per capita total developmental expenditure for former Bihar was Rs. 525
during the period 1990-91 — 1994-95 which increased to Rs. 4672 during 2010-11 — 2015-16
for present Bihar but it is much lower than that of BIMARU and all states. Within per capita
total developmental expenditure, per capita developmental revenue expenditure was Rs. 3441
during the phase 2010-11 — 2015-16 for present Bihar against Rs. 443 during 1990-91 — 1994-
95 for erstwhile Bihar and per capita developmental capital expenditure was Rs. 1231 during
the period 2010-11 — 2015-16 for divided Bihar against Rs. 81 during the phase 1990-91 —
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1994-95 for undivided Bihar but both have always been lower than that of BIMARU and all
states. Per capita total expenditure on education, health, agriculture and allied activities and
rural development has been shown in table 6.24 which indicates that per capita expenditure on
these heads for Bihar has always been lower than that of BIMARU and all states. Chart 6.24
and chart 6.25 show the per capita “developmental revenue expenditure” and per capita
“developmental capital expenditure” of Bihar, BIMARU and all states during the period 1990-
91 — 1994-95 to 2010-11 — 2015-16.

Table 6.24: Per Capita Total Expenditure on the components of Social services and Economic

Services- Annual Average (Rs.)

1990-91 - 1995-96 — 2000-01 - 2005-06 — 2010-11 -
1994-95 1999-00 2004-05 2009-10 2015-16
Education, Sports, Art and Culture
Bihar 154 263 371 613 1254
BIMARU 178 313 420 736 1636
All states 225 408 594 962 2142
Medical and Public Health
Bihar 46 64 83 130 253
BIMARU 57 87 114 213 447
All states 69 116 159 264 594
Agriculture and Allied Activities
Bihar 42 41 43 94 281
BIMARU 66 91 124 228 503
All states 97 139 177 324 683
Rural Development
Bihar 74 95 145 289 597
BIMARU 73 88 144 275 639
All states 71 93 135 246 588

Source: Calculation from State Finances: A Study of Budget, RBI

227



Chart 6.24: Per Capita Developmental Revenue
Expenditure (Rupees)
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Chart 6.25: Per Capita Developmental Capital
Expenditure (Rupees)
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As the central transfers and debt and interest relief from the centre to states have been linked
with fiscal reform, Bihar Government implemented FRBM act in 2005-06 to keep GFD and
outstanding debt at targeted level which create constrains on expenditure. Even if Bihar
experienced cash surplus (mentioned in chapter 5) but not able to spend in the fear of rising

gross fiscal deficit.
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Chapter VII: Analysis of Fiscal Performance of Bihar

“Total receipts of the state consolidated fund include revenue receipts and capital receipts

consolidated fund. Internal debt, loans and advances from the centre and recovery of loans and

advances by the state government together constitute the capital receipts consolidated fund”

(Economic Survey, Govt. of Bihar, 2011-12, pg. no. 353). Table 7.1 shows the pattern of total
receipts side of consolidated fund for Bihar since 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 7.1: Consolidated Fund: Total Receipts Side of the Bihar Government- Annual Average

(Percent)
1990-91 - 1995-96 - 2000-01 - 2005-06 - 2010-11 -

Heads 1994-95 1999-00 2004-05 2009-10 2015-16

1. own tax

revenue 21.0 21.5 16.8 16.9 22.4

Own tax

revenue

(Bihar & JH) 19.1 19.6 23.7

2. Share in

central taxes 30.7 36.0 40.7 49.1 447

3.Tax

revenue

(1+2) 51.7 57.6 57.5 66.1 67.1

4, Own non

tax revenue 11.0 8.7 2.7 2.6 1.8

Own non tax

revenue

(Bihar & JH) 5.3 5.7 49

5. Grants

from the

centre 16.4 10.8 9.9 18.8 17.4

6.Non tax rev

(4+5) 27.4 19.5 12.7 215 19.2

7. 0wn

revenue

(1+4) 32.1 30.2 19.5 19.6 24.2
Own

revenue

(Bihar & JH) 24.4 25.3 28.6

8. Total

Transfers

(2+5) 47.1 46.8 50.6 68.0 62.1

9. TRR (7+8) 79.1 77.0 70.1 87.5 86.3
TRR

(Bihar & JH) 72.3 84.6 85.6

10. Internal

Debt 5.8 8.0 21.0 11.6 12.5

11. L&A

from centre 14.6 14.6 8.6 0.8 1.0
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12. Recovery
of Loan &
Advance 0.5 0.4 0.2 0.1 0.3
13. Capital
receipts (sum
10 to 12) 20.9 23.0 29.9 12.5 13.7
14. Total
receipt
(9+13) 100.0 100.0 100.0 100.0 100.0
Source: Calculation from State Finances: A Study of Budget, RBI

Total revenue receipts participated more than 70.0 percent in total receipts which increased in
the later phase. The contribution of total revenue receipts in total receipts declined from 79.1
percent in the initial phase to 70.1 percent during the phase 2000-01 — 2004-05 just after the
division of Bihar but it increased to 86.3 percent in the last phase while the participation of
capital receipts increased form 20.9 percent in the initial phase to 29.9 percent during the phase
2000-01 — 2004-05 but it fell to 13.7 percent in the last phase.

Within total revenue receipts, the share of revenue receipts from own sources in total receipts
came down from 32.1 percent during the period 1990-91 — 1994-95 to 19.6 percent during the
phase 2005-06 — 2009-10 but improved to 24.2 percent during 2010-11 — 2015-16 while the
participation of total transfers of resources from the centre in the form of share in central taxes
and grants in total receipts rose from 47.1 percent in the initial phase to 62.1 percent in the last
phase which shows the increased dependency of Bihar on Centre. The reduction in the
contribution of revenue receipts from own sources in total receipts is because of fall in the
share of both own tax revenue and own non tax revenue (Table 7.1). The share of own tax
revenue in total receipts fell from 21.0 percent in the initial phase to 16.9 percent during the
phase 2005-06 — 2009-10 but improved to 22.4 percent in the last phase while the participation
of own non tax revenue declined drastically from 11.0 percent in the initial phase to 1.8 percent
during the period 2010-11 — 2015-16.

The data also indicates that the fall in the contribution of capital receipts in total receipts in the
later phase is due to decrease in the share of internal debt and loans and advances from the
centre while the participation of recovery of loans and advances in total receipts has been
negligible for Bihar. Chart 7.1 and Chart 7.2 shows the percentage contribution of total revenue
receipts and their components to total receipts and the percentage contribution of the
components of capital receipts to total receipts of Bihar government respectively during the
period 1990-91 — 1994-95 to 2010-11 — 2015-16. The pattern of total receipts of Bihar
government during the period 2000-01 to 2015-16 has been displayed in chart 7.3.
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Chart 7.1: Total Revenue receipts and their components
to Total Receipts of Bihar Government (%)
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Chart 7.2: Components of Capital receipts to Total
Revenue receipts of Bihar Government (%)
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Chart 7.3: Composition of Consolidated Fund-Total Receipts
of the Bihar Government during 2000-01 - 2015-16 (%)
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“Total revenue receipts of the state government include the receipts from own resources and
resources transferred from the centre. The revenue receipts from own tax and own non tax
together constitute the receipts from own sources while the resources transferred from the
centre include share in central taxes and grants from the centre” (State Finances: A Study of
Budget, RBI). Table 7.2 displays the trend of total revenue receipts of Bihar government since
1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 7.2: Composition of Total Revenue Receipts (TRR) of the Bihar Government- Annual
Average (Percent)

1990-91 - 1995-96 - 2000-01 - 2005-06 - 2010-11 -

Heads 1994-95 1999-00 2004-05 2009-10 2015-16
1. Own tax
revenue 26.6 28.0 23.9 19.4 26.0
Own tax
revenue
(Bihar & JH) 26.4 23.1 27.7
2. Sharein
central taxes 38.8 46.7 58.0 56.1 51.7
3. Tax
revenue
(1+2) 65.4 74.7 81.9 75.5 77.7
4, own non
tax revenue 13.9 11.3 3.9 3.0 2.1
Own non tax
revenue
(Bihar & JH) 7.3 6.8 5.7
5. Statutory
grants 5.3 1.1 0.6 2.7 3.7
6. Others” 15.4 12.9 13.6 18.8 16.5
7. Non Tax
rev (4+5+6) 34.6 25.3 18.1 24.5 22.3
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8. Own

revenue
(1+4) 40.5 39.3 27.8 224 28.0
Own revenue
(Bihar & JH) 33.7 29.9 33.4
9. Total

transfers
(2+5+6) 59.5 60.7 72.2 77.6 72.0
10. TRR
(8+9) 100.0 100.0 100.0 100.0 100.0

Source: Calculation from State Finances A Study of Budget, RBI

Note: * includes plan grants and grants for relief on account of natural calamities and transfer of grants through central
ministries.

The share of revenue receipts from own sources in total revenue receipts came down from 40.5
percent to 39.3 percent for former Bihar while in case of present Bihar, its share almost
remained stagnant from 27.8 percent during the phase 2000-01 — 2004-05 to 28.0 percent
during the phase 2010-11 — 2015-16. Had Bihar and Jharkhand together the share of own
revenue in total revenue receipts would have been declined from 40.5 percent during 1990-91
— 1994-95 to 33.4 percent during the phase 2010-11 — 2015-16. The improvement in the
contribution of revenue receipts from own resources in total revenue receipts during the period
2010-11 — 2015-16 is because of rise in the participation of own tax revenue while the
contribution of non-tax revenue receipts from own sources reduced during this phase. The
contribution of total transfers in total revenue receipts improved from 59.5 percent to 60.7
percent for erstwhile Bihar and in case of present Bihar its contribution increased from 72.2
percent during the phase 2000-01 — 2004-05 to 77.6 percent during the phase 2005-06 — 2009
10 but decreased to 72.0 percent in the last phase. The data also indicates that the decline in the
participation of total transfers from the centre in total revenue receipts in the last phase is
because of decline in the contribution of share in central taxes, statutory grants and other grants
in total revenue receipts. Within total transfers, the contribution of share in central taxes in total
revenue receipts continuously declined from 58.0 percent during the phase 2000-01 — 2004-05
to 51.7 percent in the last phase while the share of statutory grants improved from 0.6 percent
during the phase 2000-01 -2004-05 to 3.7 percent in the last phase. The pattern of total revenue
receipts of the Bihar government during the period 1990-91 — 1994-95 to 2010-11 — 2015-16
has been displayed in chart 7.4.
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“Total expenditure from consolidated fund of state government includes revenue expenditure

and capital expenditure from consolidated fund of the state government. Capital outlay,

discharge of internal debt, repayment of loans and advances from the centre and loans and

advances by the state government together constitute the capital expenditure from consolidated

fund of the state government” (State Finances A Study of Budget, RBI). Table 7.3 presents the

trend of total expenditure from consolidated fund of Bihar government during the period 1990-
91 — 1994-95 to 2010-11 — 2015-16.

Table 7.3: Consolidated Fund: Total Expenditure Side of the Bihar Government- Annual
Average (Percent)

Heads

1990-91 -
1994-95

1995-96 -
1999-00

2000-01 -
2004-05

2005-06 -
2009-10

2010-11 -
2015-16

1. Revenue
Expenditure

85.0

87.0

79.5

76.4

76.7

2. Interest
Payment

154

15.6

17.1

11.8

6.9

3. Pensions

3.3

7.3

11.3

9.7

11.9

4. Capital
Outlay

6.2

5.3

7.9

16.4

174

5. Discharge
of Internal
Debt

0.5

0.7

2.9

3.0

3.4

6.
Repayment
of Loans to
Centre

4.2

3.8

4.6

1.5

0.7

7. Discharge
of Public
Debt (5+6)

4.7

4.5

7.5

4.5

4.2
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8. Loan &
Advances by
state
government 4.1 3.2 5.1 2.7 1.7
9. Capital
Expenditure
(4+7+8) 15.0 13.0 20.5 23.6 23.3
10. Total
expenditure
(1+9) 100.0 100.0 100.0 100.0 100.0
Source: Calculation from State Finances: A Study of Budget, RBI

The contribution of expenditure on revenue account in total expenditure came down from 85.0
percent in the initial phase to 79.5 percent during the phase 2000-01 — 2004-05 just after the
bifurcation of Bihar which further decreased to 76.7 percent in the last phase while the
participation of the expenditure on capital account in total expenditure rose from 15.0 percent
in the initial phase for former Bihar to 23.3 percent in the last phase for present Bihar. Within
the expenditure on revenue account, the contribution of interest payment in total expenditure
was 15.4 percent in the initial phase which shows the declining trend for present Bihar while
the share of pensions has significantly increased from increased from 3.3 percent in the initial

phase for erstwhile Bihar to 11.9 percent in the last phase for divided Bihar.

Within capital expenditure, the contribution of capital outlay in total expenditure was 6.2
percent in the initial phase for undivided Bihar which shows the increasing trend for divided
Bihar i.e. from 7.9 percent during the phase 2000-01 — 2004-05 to 17.4 percent in the last phase.
The contribution of discharge of public debt fell from 7.5 percent to 4.2 percent for present
Bihar because of fall in the contribution of repayment of loans from the centre in total
expenditure. The contribution of loans and advances by the state government in total
expenditure reduced from 5.1 percent to 1.7 percent for present Bihar. The pattern of total
expenditure of the Bihar government during the period 1990-91 — 1994-95 to 2010-11 — 2015-
16 has been displayed in chart 7.5. The pattern of total expenditure of the Bihar government
during the period 2000-01 — 2015-16 has been depicted in chart 7.6.
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Chart 7.5: Composition of Total Expenditure of the Bihar
Government (%)
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Chart 7.6: Composition of total Expenditure of the Bihar
Government during the period 2000-01 - 2015-16
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“Revenue deficit is the difference between total revenue receipts and revenue expenditure of
the state government” (State Finances: A Study of Budget, RBI). The trend of revenue
deficit/revenue surplus of the Bihar government during the period 1990-91 to 2015-16 has been
presented in table 7.4.
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Table 7.4: Revenue Deficit (+)/Surplus (-) of the Bihar Government (Rs. Crore)

Revenue Deficit
(+)/Revenue
Total Revenue Surplus(-)
receipts Revenue Expenditure

Year 1 2 3=2-1

1990-91 4321.6 4887.7 566.1
1991-92 4853.7 5738.7 885.0
1992-93 5963.6 6569.6 606.0
1993-94 6629.1 7318.6 689.5
1994-95 6797.8 7731.2 933.4
Avg. (1990-91 — 1994-

95) 5713.2 6449.2 736.0
1995-96 7377.4 8456.2 1078.8
1996-97 8037.9 8253.9 216.0
1997-98 8692.6 8956.5 263.9
1998-99 9272.1 10622.5 1350.5
1999-00 12578.6 16128.3 3549.7
Avg. (1995-96 — 1999-

00) 9191.7 10483.5 1291.8
2000-01 11384.7 14345.4 2960.7
2001-02 10218.5 12560.4 2341.9
2002-03 11568.8 14025.4 2456.6
2003-04 13524.9 14632.3 1107.3
2004-05 15714.2 14638.5 -1075.7
Avg. (2000-01 — 2004-

05) 12482.2 14040.4 1558.2
2005-06 17836.7 17756.0 -80.7
2006-07 23083.2 20585.0 -2498.2
2007-08 28209.7 23564.9 -4644.8
2008-09 32980.7 28511.6 -4469.1
2009-10 35526.8 32584.2 -2942.7
Avg. (2005-06 — 2009-

10) 27527.4 24600.3 -2927.1
2010-11 44532.3 38215.9 -6316.4
2011-12 51320.2 46499.5 -4820.7
2012-13 59566.7 54466.1 -5100.5
2013-14 68918.7 62477.2 -6441.4
2014-15 78417.5 72570.0 -5847.6
2015-16 96123.1 83615.9 -12507.2
Avg. (2010-11 — 2015-

16) 66479.7 59640.8 -6839.0

Source: Calculation from State Finances: A Study of Budget, RBI

The average revenue deficit for former Bihar increased from Rs. 736.0 crore to Rs. 1291.8
crore while the present Bihar experienced the average revenue surplus of Rs. 2927.1 crore and
Rs. 6839.0 crore during the phase 2005-06 — 2009-10 and 2010-11 — 2015-16 respectively. The
reasons for revenue surplus are rise in the contribution of total revenue receipts in total receipts
on the one hand and decline in the contribution of revenue expenditure in total expenditure on

the other hand. The increase in the contribution of resources transferred from the centre in the
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form of share in central taxes and grants in total receipts has been responsible for rise in the
share of total revenue receipts while the participation of own revenue receipts in total receipts
has declined. The fall in the contribution of revenue expenditure in total expenditure is mainly
due to reduction in the contribution of interest payment. The fall in share of interest payment
in total expenditure is because of “interest relief under debt consolidation and relief fund on
the basis of recommendation of different Finance Commissions, shifting from expensive NSSF
to market borrowing and decline of interest payment on loans from the centre” (State Finances:

A Study of Budget, RBI).

“12" Finance Commission adopted a two pronged approach to debt relief: (i) a general scheme
of debt relief applicable to all states and (ii) a write-off scheme linked to fiscal performance
with a view to providing an incentive for achievement of revenue balance by 2008-09. Under
the general scheme of debt relief, all central loans to the states contracted till March 31, 2004
and outstanding on March 31, 2005 have been consolidated and interest rate thereon has been
fixed at 7.5 percent along with a uniform tenor of 20 years. This will subject to state enacting
Fiscal Responsibility Legislation (FRL). Under the debt write-off scheme, repayments due
from 2005-06 — 2009-10 on central loans contracted up to March 31, 2004 will be eligible for
write-off subject to the quantum of write-off of repayment being linked to the absolute amount
by which the revenue deficit is reduced in each successive year during the award period and
fiscal deficit of the state being contained at the level of 2004-05. The enactment of FRL would
be a necessary pre-condition for availing the debt relief under this scheme. The state legislation
passed the Fiscal Responsibility and Budget Management (FRBM) Act in 2005-06 to eliminate
the revenue deficit by 2008-09 and to bring down the fiscal deficit to a level of 3 percent of
GSDP by 2008-09” (State Finances A Study of Budget, RBI, 2005-06, pg. no. 11-12). Bihar
has already started the experience of revenue surplus since 2004-05 and maintained the fiscal
deficit under the prescribed norms. “Bihar received the debt relief of amount rs. 770 crore and
interest relief of amount rs. 1270 crore during the period 2005-06 — 2009-10” (Study of State
Budget, RBI, 2012-13 pg. no. 68). The revenue deficit/revenue surplus of Bihar government
during the period 1990-91 — 1994-95 to 2010-11 — 2015-16 has been presented in chart 7.7.
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Chart 7.7: Revenue deficit (+)/ Revenue Surplus (-) of the
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Table 7.5 presents the pattern of the share of developmental expenditure in total expenditure

of Bihar Government since 1990-91 to 2015-16.

Table 7.5: Share of the Developmental Expenditure to Total Expenditure of the Bihar

Government (Percent)

Developmental Developmental Total Developmental
Revenue Expenditure | Capital Expenditure | Expenditure

Year 1 2 3=1+2

1990-91 50.5 16.8 67.3
1991-92 53.7 10.9 64.7
1992-93 53.5 9.7 63.2
1993-94 54.6 7.9 62.5
1994-95 54.2 5.2 59.4
Avg. (1990-91 — 1994-

95) 53.3 10.1 63.4
1995-96 53.3 5.3 58.6
1996-97 50.9 7.2 58.1
1997-98 50.4 7.1 57.5
1998-99 49.3 8.5 57.8
1999-00 47.6 14.1 61.7
Avg. (1995-96 — 1999-

00) 50.3 8.4 58.7
2000-01 48.0 11.6 59.6
2001-02 41.7 114 53.1
2002-03 38.8 13.5 52.3
2003-04 37.8 15.1 52.9
2004-05 34.1 11.3 45.4
Avg. (2000-01 — 2004-

05) 40.1 12.6 52.7
2005-06 40.9 16.7 57.6
2006-07 44.0 19.8 63.8
2007-08 45.3 19.5 64.8
2008-09 48.4 18.2 66.6
2009-10 47.6 18.6 66.2
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Avg. (2005-06 — 2009-

10) 45.2 18.5 63.8
2010-11 45.2 195 64.7
2011-12 478 16.8 64.7
2012-13 51.8 15.8 67.6
2013-14 50.3 16.8 67.1
2014-15 48.7 177 66.4
2015-16 495 18.7 68.2
Avg. (2010-11 — 2015-

16) 48.9 175 66.4

Source: Calculation from State Finances: A Study of Budget, RBI

The average share of total developmental expenditure declined from 63.4 percent during the
phase 1990-91 — 1994-95 to 58.7 percent during 1995-96 — 1999-00 for former Bihar while it
has improved from 52.7 percent during the phase 2000-01 — 2004-05 to 66.4 percent during
2010-11 — 2015-16 for present Bihar. The average contribution of developmental expenditure
on revenue account in total expenditure decreased from 53.3 percent during the phase 1990-91
—1994-95 to 50.3 percent during 1995-96 — 1999-00 for erstwhile Bihar while it has increased
from 40.1 percent during the phase 2000-01 — 2004-05 to 48.9 percent during 2010-11 — 2015-
16. The contribution of developmental expenditure on capital account in total expenditure fell
from 10.1 percent during the phase 1990-91 — 1994-95 to 8.4 percent during 1995-96 — 1999-
00 for undivided Bihar while it has improved from 12.6 percent during the phase 2000-01 —
2004-05 to 17.5 percent during 2010-11 — 2015-16. The percentage contribution of
developmental revenue expenditure and that of developmental capital expenditure to total
developmental expenditure of Bihar government during the period 1990-91 — 1994-95 to 2010-
11 — 2015-16 have been presented in chart 7.8 and fig. 7.1.

Char 7.8: Developmental expenditure to Total
Expenditure of the Bihar Government (%)
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Note: Dev. RE- Developmental Revenue Expenditure, Dev. CE- Developmental Capital Expenditure. Exp.-

expenditure

Fig. 7.1: Developmental Expenditure to Total
Expenditure of the Bihar Government (%)
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The trend of the contribution of non-developmental expenditure in total expenditure of the

Bihar government during the period 1990-91 to 2015-16 has been presented in table 7.6.

Table 7.6: Share of the Non-Developmental Expenditure to Total Expenditure of the Bihar
Government (Percent)

Non- Interes | Non Dischar | Repayme | Dischar | Total Non-
Developmen | t Developmen | ge of nt of ge of Developmen
tal Revenue | Payme | tal Capital Internal | Loansto | Public tal
Expenditure | nt Expenditure | Debt Centre Debt Expenditure
Year 1 2 3 4 5 6=4+5 | 7=1+3
1990
-91 28.1 12.1 4.6 0.2 4.0 4.2 32.7
1991
-92 30.6 14.8 4.7 0.1 4.4 4.5 35.3
1992
-93 31.3 16.0 5.5 1.0 4.4 5.4 36.8
1993
-94 32.2 16.0 5.3 0.8 4.3 5.1 375
1994
-95 36.2 18.2 4.4 0.4 3.9 4.3 40.6
Avg.
(199
0-91
1994
-95) 31.7 15.4 4.9 0.5 4.2 4.7 36.6
1995
-96 36.5 17.7 4.9 1.2 3.7 4.9 41.4
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1996
-97

36.8

15.1

5.1

1.1

4.0

5.0

41.9

1997
-98

37.2

15.0

5.3

0.6

4.6

5.2

42.5

1998
-99

38.0

154

4.2

0.1

4.1

4.2

42.2

1999
-00

34.9

14.6

3.4

0.4

2.7

3.2

38.3

Avg.
(199
5-96

1999
-00)

36.7

15.6

4.6

0.7

3.8

4.5

41.3

2000
-01

36.7

14.0

3.8

0.3

3.3

3.6

40.4

2001
-02

42.8

18.5

4.1

0.8

3.3

4.1

46.9

2002
-03

40.2

18.1

7.5

0.8

6.1

7.0

47.7

2003
-04

38.6

17.4

8.4

5.0

2.7

7.7

47.1

2004
-05

38.9

17.3

15.7

7.8

7.6

154

54.6

Avg.
(200
0-01

2004
-05)

39.4

17.1

7.9

2.9

4.6

7.5

47.3

2005
-06

37.8

16.2

4.7

24

2.0

4.3

42.4

2006
-07

31.9

12.6

4.4

2.6

1.2

3.8

36.2

2007
-08

29.3

11.7

5.9

3.8

14

5.2

35.2

2008
-09

28.3

10.1

5.1

3.4

1.2

4.5

334

2009
-10

28.5

8.6

5.3

2.7

1.9

4.6

33.8

Avg.
(200
5-06

2009
-10)

31.2

11.8

5.1

3.0

1.5

4.5

36.2

2010
-11

30.1

8.5

5.1

3.4

0.9

4.3

35.3

2011
-12

29.5

7.2

5.9

4.1

0.8

4.9

35.3

2012
-13

26.9

6.4

5.5

3.7

0.7

4.4

32.4
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2013
-14 27.4 6.8 55 3.2 0.7 3.9 32.9
2014
-15 27.9 6.5 5.7 3.1 0.7 3.8 33.6
2015
-16 24.9 6.3 6.9 3.0 0.6 3.7 31.8
Avg.
(201
0-11

2015
-16) 27.8 6.9 5.8 34 0.7 4.2 33.6
Source: Calculation from State Finances: A Study of Budget, RBI

The average share of total non-developmental increased from 36.6 percent during the phase
1990-91 — 1994-95 to 41.3 percent during 1995-96 — 1999-00 for former Bihar while it has
sharply declined from 47.3 percent during the phase 2000-01 — 2004-05 to 33.6 percent during
2010-11 —2015-16 for present Bihar. Within total non-developmental expenditure, the average
share of non-developmental revenue expenditure in total expenditure rose from 31.7 percent
during the phase 1990-91 — 1994-95 to 36.7 percent during 1995-96- 1999-00 for erstwhile
Bihar while in case of present Bihar, it decreased from 39.4 percent during the phase 2000-01
— 2004-05 to 27.8 percent during 2010-11 — 2015-16 due to decrease in share of interest
payment in total expenditure. The average share of interest payment in total expenditure
sharply declined from 17.1 percent to 6.9 percent for divided Bihar. The average contribution
of non-developmental expenditure on capital account in total expenditure marginally decreased
from 4.9 percent during the phase 1990-91 — 1994-95 to 4.6 percent during 1995-96 — 1999-00
for undivided Bihar and in case of present Bihar, it has declined from 7.9 percent during the
phase 2000-01 — 2004-05 to 5.8 percent during 2005-06 — 2009-10 mainly due to fall in the
contribution of repayment of loans to the centre in total expenditure. The average contribution
of repayment of loans to centre fell from 4.6 percent during the phase 2000-01 — 2004-05 to
0.7 percent during 2010-11 — 2015-16. The percentage contribution of the non-developmental
expenditure to total expenditure of the Bihar government during the period 1990-91 — 1994-95
to 2010-11 — 2015-16 has been presented in chart 7.9 and fig. 7.2.
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Chart 7.9: Non-Developmental Expenditure to Total
Expenditure of the Bihar Government (%)
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Fig. 7.2: Non-Developmental Expenditure to Total
Expenditure of the Bihar Government (%)
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“The expenditure on salary and pension are both committed expenditure and constitute the two
important items of expenditure for state government” (Economic Survey, Govt. of Bihar, 2010-
11, pg. no. 439). Table 7.7 presents the trend of expenditure on salaries and pensions of Bihar
government since 1990-91 — 1994-95 to 2010-11 — 2014-15.
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Table 7.7: Expenditure on Salaries and Pensions by the Bihar Government- Annual Average

Heads

1990-91 -
1994-95

1995-96 -
1999-00

2000-01 -
2004-05

2005-06 -
2009-10

2010-11 -
2014-15

Expenditure on Salaries

Salaries as a
percentage of
GSDP

6.9

6.6

7.4

6.0

4.6

Salaries as a
percentage of
TRR

52.1

53.1

45.4

26.3

22.2

Salaries as a
percentage of
RE

46.1

47.4

39.3

29.1

24.7

Expenditure on Pensions

Pensions as a
percentage of
GSDP

0.6

1.2

2.8

2.6

2.9

Pensions as a
percentage of
TRR

4.3

9.5

16.1

114

14.3

Pensions as
a percentage
of RE

3.8

8.4

14.2

12.7

15.8

Expenditure on Salaries and Pensions

Salaries and
Pensions as a
percentage of
GSDP

7.5

7.8

10.2

8.6

7.5

Salaries and
Pensions as a
percentage of
TRR

56.5

62.5

61.5

37.8

36.5

Salaries and
Pensions as a
percentage of
RE

49.9

55.8

53.5

41.8

40.5

Source: Economic Survey, Government of Bihar, Finance Department, various rounds.

Salary expense as a percentage of total revenue receipts was above 50.0 percent in case of
former Bihar while this proportion significantly declined from 45.4 percent to 22.2 percent for
present Bihar. Salary expense alone accounted for more than 45.0 percent of revenue
expenditure in case of erstwhile Bihar while this proportion decreased from 39.3 percent to

24.7 percent for present Bihar. “Despite the implementation of higher pay, recommended by
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sixth pay commission which was effective from January 2007, with arrears being disbursed in
parts during 2008-09, 2009-10 and 2010-11, the share of salary expense in total revenue
receipts declined due significant increase in total revenue receipts. Salary expenses are within
the norms of 35.0 percent of revenue expenditure, as recommended by Twelfth Finance
Commission” (Economic Survey, Govt. of Bihar, 2010-11, pg. no. 440). The percentage
contribution of salary to GSDP fell from 6.9 to 6.6 for undivided Bihar and this proportion
declined from 7.4 to 4.6 for divided Bihar.

“Bihar government implemented the new contributory pension scheme on the pattern of the
central government to reduce the long term liabilities on pension account. This scheme is
applicable to employees joining on or after 1 September 2005” (Economic Survey, Govt. of
Bihar, 2007-08, pg. no. 250). The percentage contribution of pension expense in total revenue
receipts increased from 4.3 to 9.5 for former Bihar while this proportion declined from 16.1 to
14.3 in case of present Bihar. The percentage contribution of expenditure on pension to the
expenditure on revenue account climbed from 3.8 to 8.4 for erstwhile Bihar and this proportion
increased from 14.2 during the phase 2000-01 — 2004-05 to 15.8 during 2010-11 — 2014-15 for
present Bihar. The share of pension expense in GSDP rose from 0.6 percent to 1.2 percent for
undivided Bihar and in case of divided Bihar, this share marginally increased from 2.8 percent
during the phase 2000-01 — 2004-05 to 2.9 percent 2009-10.

The contribution of expenditure on salaries and pension together in total revenue receipts
increased from 56.5 percent to 62.5 percent for former Bihar while this share sharply declined
from 61.5 percent to 36.5 percent in case of present Bihar. The proportion of salary and pension
expense together to revenue expenditure increased from 49.9 percent to 55.8 percent for
erstwhile Bihar while this proportion decreased from 53.5 percent to 40.5 percent for present
Bihar. For undivided Bihar, the share of salary and pension expense together in GSDP
marginally increased from 7.5 percent to 7.8 percent while this share declined from 10.2
percent to 7.5 percent. “However this decline is not due to decrease in absolute terms in
expenditure on salary and pension, but because of phenomenally expansion of GSDP”

(Economic Survey, Govt. of Bihar, 2015-16, pg. no. 71).

“GFD is the difference between GFD expenditure and GFD receipts of the state government.
GFD expenditure includes revenue expenditure, capital outlay and loans and advances net of
recoveries (net lending) by the state government while revenue receipts and miscellaneous

capital receipts together constitute GFD receipts of the state government” (State Finances: A
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Study of Budget, RBI, 2011-12, pg. no. 119). The trend of GFD of Bihar government during
the period 1990-91 to 2015-16 has been presented in table 7.8.

Table 7.8: Gross Fiscal Deficit/Surplus of the Bihar Government (Rs. Crores)

Deficit
Expenditure Receipts (+)/Surplus(-) GFD /GFE

Year 1 2 3=1-2 (Percent)
1990-91 5916.3 4321.6 1594.6 27.0
1991-92 6470.8 4853.7 1617.0 25.0
1992-93 7294.5 5963.6 1331.0 18.2
1993-94 7968.4 6629.1 1339.3 16.8
1994-95 8139.9 6797.8 1342.1 16.5
Avg. (1990-91 —

1994-95) 7158.0 5713.2 1444.8 20.2
1995-96 8948.0 7377.4 1570.6 17.6
1996-97 8928.5 8037.9 890.6 10.0
1997-98 9674.0 8692.6 981.4 10.1
1998-99 11651.0 9272.1 2378.9 20.4
1999-00 18686.3 12578.6 6107.7 32.7
Avg. (1995-96 —

1999-00) 11577.5 9191.7 2385.8 20.6
2000-01 16269.1 11384.7 4884.3 30.0
2001-02 14228.8 10218.5 4010.3 28.2
2002-03 16480.2 11568.8 4911.4 29.8
2003-04 17632.2 13524.9 4107.3 23.3
2004-05 16956.0 15714.2 1241.8 7.3
Avg. (2000-01 —

2004-05) 16313.2 12482.2 3831.0 23.5
2005-06 21536.9 17836.7 3700.1 17.2
2006-07 26104.1 23083.2 3020.9 11.6
2007-08 29915.2 28209.7 1705.5 5.7
2008-09 35487.7 32980.7 2507.0 7.1
2009-10 40799.8 35526.8 5273.0 12.9
Avg. (2005-06 —

2009-10) 30768.7 27527.4 3241.3 10.5
2010-11 48502.6 44532.3 3970.3 8.2
2011-12 57235.1 51320.2 5914.9 10.3
2012-13 66111.9 59566.7 6545.3 9.9
2013-14 77270.6 68918.7 8351.9 10.8
2014-15 89596.0 78417.5 11178.5 12.5
2015-16 108184.7 96123.1 12061.6 11.1
Avg. (2010-11 -

2015-16) 74483.5 66479.7 8003.7 10.7

Source: Calculation from State Finances: A Study of Budget, RBI

Note: 1. GFD receipts include revenue receipts and miscellaneous capital receipts.

2. GFD expenditure includes revenue expenditure, capital outlay and loans and advances net of

recoveries.

The average gross fiscal deficit for former Bihar rose from Rs. 1444.8 crore during the phase
1990-91 — 1994-95 to Rs. 2385.8 crore during 1995-96 — 1999-00 and it significantly climbed
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from Rs. 3831.0 crore during the phase 2000-01 to Rs. 8003.7 crore during 2010-11 — 2015-
16. Out of the average GFD, the average GFD expenditure surged from Rs. 7158.0 crore to Rs.
11577.5 crore for erstwhile Bihar and it climbed from Rs. 16313.2 crore to Rs. 74483.5 crore
for present Bihar while the average GFD receipts rose from Rs. 5713.2 crore to Rs. 9191.7
crore for undivided Bihar and it rose from Rs. 12482.2 crore to Rs. 66479.7 crore for divided
Bihar. The average GFD was 20.2 percent of GFD expenditure which marginally increased to
20.6 percent for former Bihar while for present Bihar, it drastically declined from 23.5 percent
during the phase 2000-01 — 2004-05 to 10.7 percent in the last phase. Within GFD, revenue
deficit contributed 51.4 percent in the initial phase which declined to 46.9 percent for erstwhile
Bihar while for present Bihar, its contribution was 21.9 percent during the phase 2000-01 —
2004-05 but it turned in to revenue surplus during the phase 2005-06 — 2009-10 and 2010-11
— 2015-16 as shown in table 7.9 below. “The revenue surplus has been financing more than
half its capital outlay. This has allowed the state government to increase the capital outlay
substantially, which accounted for its increased share in GFD. Capital outlay now accounts for
almost the entire GFD, after exhausting the revenue surplus, indicates that it is now being
utilised for building the much-needed social and physical infrastructure in Bihar” (Evaluation
of State Finances in Bihar, ADRI, 2018, pg. no. 148). The participation of capital outlay in
GFD marginally rose from 31.2 during the phase 1990-91 — 1994-95 percent to 31.7 percent
during 1995-96 — 1999-00 for erstwhile Bihar while for present Bihar, it significantly increased
from 45.4 percent during the phase 2000-01 — 2004-05 to 176.1 percent during 2010-11 — 2015-
16. The share of net lending rose from 17.5 percent to 21.4 percent for undivided Bihar while
it continuously declined from 32.7 percent to 15.9 percent. Chart 7.10 shows the GFD of the
Bihar government and the decomposition of GFD of the Bihar government during the period
1990-91 — 1994-95 to 2010-11 — 2015-16 has been present in chart 7.11. The decomposition
of GFD of the Bihar Government during the period 2000-01 — 2015-16 has been depicted in
Chart 7.12.

Table 7.9: Decomposition of Gross Fiscal Deficit of the Bihar Government- Annual Average
(Percent)

1990-91 - 1995-96 - 2000-01 - 2005-06 - 2010-11 -
Heads 1994-95 1999-00 2004-05 2009-10 2015-16
1. Revenue
Deficit(+)/Revenue
Surplus(-) 51.4 46.9 21.9 -118.3 -91.9
2. Capital Outlay 31.2 31.7 454 196.5 176.1
3. Net Lending 17.5 214 32.7 21.8 15.9
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4. Non Debt
Capital receipt
(Miscellaneous

Capital receipt) 0.0 0.0 0.0 0.0 0.0
5.GFD (Sum 1to
4) 100.0 100.0 100.0 100.0 100.0

Source: Calculation from State Finances: A Study of Budget, RBI

Note: Net lending- Loans and advances net of recoveries

Chart 7.10: GFD of the Bihar Government (Rupees Crore)
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Chart 7.11: Decomposition of GFD of the Bihar
Government (%)
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Chart 7.12: Decomposition of GFD of the Bihar

Government during 2000-01 - 2015-16 (%)

~

= RD(+)/RS(-) = CO = Net Lending

Note: RD/RS- Revenue Deficit/Revenue Surplus, CO- Capital Outlay

Table 7.10 presents the trend in the ratio of GFD and its components to GSDP of Bihar
government since 1990-91 to 2014-15.

Table 7.10: GFD and its components to GSDP of the Bihar Government (Percent)

Year RD(+)/RS(-) Capital Outlay Net Lending GFD
1990-91 1.7 1.7 13 4.7
1991-92 2.3 1.3 0.7 4.2
1992-93 15 1.1 0.7 3.2
1993-94 14 0.8 0.5 2.8
1994-95 1.7 0.6 0.1 2.5
Avg. (1990-91

—1994-95) 1.7 1.1 0.7 3.5
1995-96 2.0 0.7 0.2 2.9
1996-97 0.3 0.7 0.3 1.4
1997-98 0.4 0.3 0.7 13
1998-99 1.6 0.8 0.4 2.8
1999-00 4.0 2.1 0.7 6.8
Avg. (1995-96

—1999-00) 1.6 0.9 0.5 3.0
2000-01 3.1 1.2 0.8 5.2
2001-02 3.8 1.8 0.9 6.6
2002-03 3.6 2.4 1.2 7.2
2003-04 1.6 2.7 1.6 5.9
2004-05 -14 15 1.4 1.6
Avg. (2000-01

—2004-05) 2.2 1.9 1.2 5.3
2005-06 -0.1 2.5 2.1 4.5
2006-07 -2.5 5.2 0.3 3.0
2007-08 4.1 54 0.2 1.5
2008-09 -3.1 4.5 0.4 1.8
2009-10 -1.8 4.5 0.5 3.2
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Avg. (2005-06

— 2009-10) -2.3 4.4 0.7 2.8
2010-11 -3.1 45 0.5 2.0
2011-12 -2.0 3.6 0.8 2.4
2012-13 1.7 33 0.7 2.2
2013-14 1.9 4.1 0.2 2.4
2014-15 15 45 -0.3 2.8
Avg. (2010-11

— 2014-15) -2.0 4.0 0.4 2.4

Source: Calculation from State Finances: A Study of Budget, RBI and CSO

For erstwhile Bihar, the average GFD to GSDP ratio declined from 3.5 percent during the phase
1990-91 — 1994-95 to 3.0 percent during 1995-96 — 1999-00 and in case of present Bihar, this
ratio decreased from 5.3 percent during the phase 2000-01 — 2004-05 to 2.4 percent during
2010-11 — 2014-15. Bihar government managed to keep the GFD to GSDP ratio below 3.0
percent with the implementation of FRBM act in 2006. The decline in GFD to GSDP ratio is
due to revenue surplus experienced by present Bihar. The average revenue deficit to GSDP
ratio decreased from 1.7 percent during the phase 1990-91 — 1994-95 to 1.6 percent during
1995-96 — 1999-00 for erstwhile Bihar. In case of present Bihar, this ratio was 2.2 percent
during the phase 2000-01 — 2004-05 but after that the present Bihar experienced the revenue
surplus and revenue surplus to GSDP ratio decreased from 2.3 percent during the phase 2005-
06 — 2009-10 to 2.0 percent during 2010-11 — 2015-16. This revenue surplus has allowed the
state government to raise the contribution of capital outlay to GSDP of the Bihar government.
The average contribution of capital outlay to GSDP was around 1.0 percent for former Bihar
while this ratio significantly improved from 1.9 percent to 4.0 percent for present Bihar. The
average net lending to GSDP ratio was below 1.0 percent for undivided Bihar and in case of
divided Bihar, this ratio declined from 1.2 percent to 0.4 percent. Chart 7.13 shows the ratio of
GFD and its components to GSDP of Bihar government during the period 1990-91 — 1994-95
to 2010-11 — 2014-15.
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Chart 7.13: GFD and its components to GSDP of the
Bihar Government (%)
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Note: RD/RS- Revenue Deficit/Revenue Surplus, CO- Capital Outlay, GFD- Gross Fiscal deficit.

“The net borrowings from internal debt, loans and advances from centre and public account
together finance GFD of the state government. The cash surplus takes place if the net
borrowings from internal debt, loans and advances from the centre and net receipts from public
account exceed GFD of the state government” (Economic Survey, Govt. of Bihar). The pattern
of financing of GFD of Bihar government during the period 2002-03 to 2015-16 has been
depicted in table 7.11.

Table 7.11: Financing of Gross Fiscal Deficit of the Bihar Government.

(Rs Crore)
Amounts 2002-03 | 2003-04 | 2004-05 | 2005-06 | 2006-07 | 2007-08 | 2008-09
Net Borrowing 3748 3776 4539 2790 1333 -20 4246
Net Public Account | -1209 250 -3974 1209 1785 352 -81
Increase(+)/Decrease | -1030 -81 -676 299 97 -1372 1660
(-) in Cash Balance
GFD 4911 4107 1242 3700 3021 1703 2507

Percentage Composition

Net Borrowing 119.5 51.9 365.4 75.4 44.1 -1.1 169.3
Net Public Account | -40.4 52.2 -319.9 32.6 59.0 20.6 -3.2
Increase(+)/Decrease | -34.4 -1.8 -54.4 8.1 3.2 -80.5 66.2
(-) in Cash Balance
Amounts 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16
Net Borrowing 4151 3842 3706 6484 6788 10309 14258
Net Public Account | -675 2237 2469 343 1606 551 -1983
Increase(+)/Decrease | -1796 2108 333 281 42 -319 214
(-) in Cash Balance
GFD 5272 3971 5915 6545 8352 11179 12062
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Percentage Composition

Net Borrowing 78.7 96.8 62.6 99.1 81.3 92.2 118.2
Net Public Account | -12.8 56.4 41.7 5.2 19.2 4.9 -16.4
Increase(+)/Decrease | -34.7 531 5.6 4.3 0.5 -2.9 1.8
(-) in Cash Balance

Source: Economic Survey, Government of Bihar, Finance Department, various rounds.

“The net borrowing mainly consisted of internal borrowing of the state government as well as
central loans, the latter constituting a small proportion of the total public debt of the state
government since 2005 (State Finances: A Study of Budget, RBI). The internal borrowing
mainly finances its GFD. “Apart from the internal borrowing, net public account receipts from
small saving, provident fund, reserve funds, civil deposits, suspense and miscellaneous and
remittances balance also contribute to financing of the GFD. Bihar experienced the increase in
cash balance particularly since 2005-06 as the net receipts from internal borrowing and public
account exceeds the GFD. This is the kind of distortion that happens where the state
government borrows at a higher rate from the market to increase the cash balance which earns
a lesser rate of interest from investment in the treasury bills” (Economic Survey, Govt. of Bihar,

2016-17 pg. no. 41).

Table 7.12 presents the trend of the ratio of developmental expenditure to GSDP for Bihar
government since 1990-91 to 2014-15.

Table 7.12: Developmental Expenditure to GSDP of the Bihar Government (Percent)

3. Total
1. Developmental 2. Developmental Developmental

Year Revenue Expenditure | Capital Expenditure | Expenditure (1+2)
1990-91 9.2 3.0 12.2
1991-92 9.6 1.9 11.5
1992-93 10.0 1.8 11.8
1993-94 9.6 14 11.0
1994-95 8.6 0.8 9.4
Avg. (1990-91 - 1994-

95) 9.4 1.8 11.2
1995-96 9.3 0.9 10.2
1996-97 7.3 1.0 8.3
1997-98 6.8 1.0 7.8
1998-99 7.0 1.2 8.2
1999-00 10.4 3.1 135
Avg. (1995-96 — 1999-

00) 8.2 14 9.6
2000-01 8.6 2.1 10.7
2001-02 10.2 2.8 13.0
2002-03 10.0 3.5 13.5
2003-04 10.4 4.1 14.5
2004-05 8.8 2.9 11.7
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Avg. (2000-01 — 2004-

05) 9.6 3.1 12.7
2005-06 11.2 46 15.7
2006-07 11.9 5.3 17.2
2007-08 12.6 5.4 18.0
2008-09 126 48 174
2009-10 125 4.9 174
Avg. (2005-06 — 2009-

10) 12.2 5.0 17.1
2010-11 11.3 4.9 16.1
2011-12 11.8 4.2 16.0
2012-13 12.2 37 15.9
2013-14 11.8 3.9 15.7
2014-15 115 4.2 15.6
Avg. (2010-11 — 2014-

15) 11.7 4.2 15.9

Source: Calculation from State Finances: A Study of Budget, RBI and CSO

The average developmental revenue expenditure to GSDP ratio decreased from 9.4 percent
during 1990-91 — 1994-95 to 8.2 percent during the period 1995-96 — 1999-00 for undivided
Bihar while after the division of Bihar, it has improved from 9.6 percent during 2000-01 —
2004-05 to 12.2 percent during the period 2005-06 — 2009-10 but declined to 11.7 percent
during 2010-11 — 2014-15. The contribution of average developmental capital expenditure in
GSDP came down from 1.8 percent during 1990-91 — 1994-95 to 1.4 percent during the period
1995-96 — 1999-00 for former Bihar while it rose from 3.1 percent during 2000-01 — 2004-05
to 5.0 percent during the period 2005-06 — 2009-10 but declined to 4.2 percent during 2010-11
— 2014-15. Infact, the contribution of total developmental expenditure in GSDP of the Bihar
government came down from 18 percent in 2007-08 to 15.6 percent in 2014-15. The percentage
share of developmental revenue expenditure in GSDP of the Bihar Government reduced from
12.6 in 2007-08 to 11.7 in 2014-15 and the percentage share of developmental capital
expenditure in GSDP of the Bihar government came down from 5.4 percent to 4.2 percent
during the same period. “Even the increased capital receipts- in the form of borrowings, which
led to cash surplus for Bihar- were not routed to expenditure because of the fearing of rising
GFD. This is the perverse outcome of FRBM Act” (T M Thomas Issac and R. Ramakumar,
2011, pg. no. 203). Chart 7.14 and fig. 7.3 show the ratio of developmental expenditure to
GSDP of the Bihar government during the period 1990-91 — 1994-95 to 2010-11 — 2014-15.
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Table 7.13 displays the pattern of the ratio of non-developmental expenditure to GSDP for
Bihar government since 1990-91 to 2014-15.

Table 7.13: Non-Developmental Expenditure to GSDP of the Bihar Government (Percent)

1. Non-
Developmental

2. Non-
Developmental

3. Total Non-
Developmental

Year Revenue Expenditure | Capital Expenditure | Expenditure (1+2)

1990-91 5.1 0.8 5.9
1991-92 5.4 0.8 6.3
1992-93 5.9 1.0 6.9
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1993-94 5.7 0.9 6.6
1994-95 5.7 0.7 6.4
Avg. (1990-91 — 1994-

95) 5.6 0.9 6.4
1995-96 6.3 0.9 7.2
1996-97 5.3 0.7 6.0
1997-98 5.1 0.7 5.8
1998-99 5.4 0.6 6.0
1999-00 76 0.7 8.4
Avg. (1995-96 — 1999-

00) 5.9 0.7 6.7
2000-01 6.6 0.7 7.3
2001-02 10.4 1.0 114
2002-03 10.4 19 123
2003-04 10.6 23 12.9
2004-05 10.0 4.1 14.1
Avg. (2000-01 — 2004-

05) 9.6 2.0 11.6
2005-06 10.3 13 116
2006-07 8.6 1.2 9.8
2007-08 8.1 16 9.8
2008-09 74 13 8.7
2009-10 75 14 8.9
Avg. (2005-06 — 2009-

10) 8.4 1.4 9.8
2010-11 75 13 8.8
2011-12 73 15 8.7
2012-13 6.4 13 76
2013-14 6.4 13 7.7
2014-15 6.6 13 7.9
Avg. (2010-11 -2014-

15) 6.8 13 8.2

Source: Calculation from State Finances: A Study of Budget, RBI and CSO

For erstwhile Bihar, the percentage share of average non-developmental revenue expenditure
in GSDP marginally rose from 5.6 percent during 1990-91 to 5.9 percent during the phase
1995-96 — 1999-00 while in case of present Bihar, its ratio continuously declined from 9.6
percent during the period 2000-01 — 2004-05 to 6.8 percent during the phase 2010-11 — 2014-
15. The decline in the contribution of non-developmental expenditure on revenue account to
GSDP for present Bihar is mainly due to due to significant fall in the ratio of interest payment
to GSDP as shown in table 7.14 below. The average non-developmental capital expenditure to
GSDP ratio marginally declined from 0.9 percent during the phase 1990-91 — 1994-95 to 0.7
percent during 1995-96 — 1999-00 for undivided Bihar and after its division, the ratio fell from
2.0 percent during the period 2000-01 — 2004-05 to 1.3 percent during 2010-11 — 2014-15. The
decline in the contribution of non-developmental capital expenditure to GSDP is because of

fall in the ratio of discharge of public debt to GSDP particularly due to decline in the ratio of
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repayment of loans to centre to GSDP as displayed in table 7.14 below. Chart 7.15 and fig. 7.4

show the ratio of non-developmental expenditure to GSDP of Bihar government during the
period 1990-91 — 1994-95 to 2010-11 — 2014-15.

Table 7.14: Interest Payment, Pensions and Discharge of Public Debt to GSDP of the Bihar
Government (Percent)

4. 5.
1. 3. Repayment Discharge of
Interest 2. Discharge of | of Loans to Public Debt

Year Payment Pensions Internal Debt | Centre (3+4)

1990-91 2.2 0.5 0.0 0.7 0.8
1991-92 2.6 0.6 0.0 0.8 0.8
1992-93 3.0 0.6 0.2 0.8 1.0
1993-94 2.8 0.5 0.1 0.8 0.9
1994-95 2.9 0.6 0.1 0.6 0.7
Avg. (1990-

91 — 1994-95) 2.7 0.6 0.1 0.7 0.8
1995-96 3.1 1.0 0.2 0.6 0.8
1996-97 2.2 1.1 0.2 0.6 0.7
1997-98 2.0 1.0 0.1 0.6 0.7
1998-99 2.2 1.2 0.0 0.6 0.6
1999-00 3.2 1.6 0.1 0.6 0.7
Avg. (1995-

96 — 1999-00) 2.5 1.2 0.1 0.6 0.7
2000-01 2.5 1.7 0.1 0.6 0.6
2001-02 4.5 2.9 0.2 0.8 1.0
2002-03 4.7 3.0 0.2 1.6 1.8
2003-04 4.8 3.1 1.4 0.7 2.1
2004-05 4.5 3.0 2.0 1.9 4.0
Avg. (2000-

01 — 2004-05) 4.2 2.8 0.8 1.1 1.9
2005-06 4.4 3.0 0.6 0.5 1.2
2006-07 3.4 2.5 0.7 0.3 1.0
2007-08 3.3 2.5 1.1 0.4 1.4
2008-09 2.6 2.4 0.9 0.3 1.2
2009-10 2.3 2.7 0.7 0.5 1.2
Avg. (2000-

01 — 2004-05) 3.2 2.6 0.8 0.4 1.2
2010-11 2.1 3.0 0.8 0.2 1.1
2011-12 1.8 3.2 1.0 0.2 1.2
2012-13 1.5 2.8 0.9 0.2 1.0
2013-14 1.6 2.8 0.7 0.2 0.9
2014-15 1.5 2.8 0.7 0.2 0.9
Avg. (2010-

11 - 2014-15) 1.7 2.9 0.8 0.2 1.0

Source: Calculation from State Finances: A Study of Budget, RBI
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Chart 7.15: Non-Developmental Expenditure to GSDP of
Bihar Government (%)
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Fig. 7.4: Non-Developmental Revenue Expenditure to
GSDP of Bihar Government (%)

14.0
12.0
10.0
8.0
6.0
4.0
2.0
0.0

/

1990-91 - 1994- 1995-96 - 1999- 2000-01 - 2004- 2005-06 - 2009- 2010-11 - 2014-
95 00 05 10 15

emmm= NON-Dev. RE ~ e====Non-Dev CE  =====Total Non-Dev Exp.

Note: Non-Dev. RE- Non-Developmental Revenue Expenditure, Non-Dev. CE- Non-Developmental Capital

Expenditure, Non-Dev. Exp.- Non Developmental Expenditure.

“The total outstanding liability is composed of the liability of the state government on account

of public debt which is routed through the Consolidate Fund and other liabilities which pertain
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to some elements of its Public Account - these are liabilities are on account of Small Savings,
Provident Fund and Other Accounts, Deposits and Advances, and Reserve Funds” (Evaluation
of State Finances in Bihar, ADRI, 2018, pg. no. 144). Table 7.15 shows the pattern of
outstanding debt liabilities of Bihar government (excluding guarantees) during the period
2002-03 to 2015-16.

Table 7.15: Outstanding Liabilities of the Bihar Government

(Rs. crore)

2002-03 | 2003-04 | 2004-05 | 2005-06 | 2006-07 | 2007-08 | 2008-09
1. Internal 12472 16299 21906 25182 26829 26769 31293
Debt
2. Central 11665 10105 9037 8551 8237 8277 7998
Loans
3. Total 24137 26404 30943 33732 35065 35046 39292
Public Debt
(1+2)
4. Other 11354 11239 11680 12899 14164 15748 15489
Liabilities
5. Total 35491 37643 42623 46631 49229 50794 54781
Outstanding
Liabilities
(3+4)
6. GSDP 64965 66174 77781 83549 103317 113680 142279
7. 55 57 55 56 48 45 39
Outstanding
Liability as
a
percentage
of GSDP

2009- 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16 | CAGR
10
1. Internal 35494 39020 42364 48826 55624 65848 79990 14.2
Debt
2. Central 7949 8264 8625 8649 8638 8722 8838 -2.0
Loans

3. Total 43442 47284 50990 57474 64262 74570 88829 9.8
Public Debt

(1+2)

4, Other 15053 15379 16626 18833 22482 24290 27554 6.5
Liabilities

5. Total 58495 62663 67616 76308 86744 98860 116382 | 8.9
Outstanding

Liabilities

(3+4)

6. GSDP 162923 | 203555 | 247144 | 282368 | 317101 | 342951 | 381501 | 13.5
7 36 31 27 27 27 29 31| -

Outstanding
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Liability as
% of GSDP
Source: 1. Calculation from State Finances: A Study of Budget, RBI

2. Economic Survey, Government of Bihar, Finance Department, various rounds.

The outstanding debt of the Bihar government had piled up to Rs. 116,382 crore at the end of
2015-16, expanding unwaveringly at an annual rate of 8.9 percent throughout the period 2002-
03 to 2015-16. Public Debt accounted for nearly 77 percent of the total outstanding debt of the
Bihar government at the end of 2015-16, as against 68 percent in 2002-03. Borrowings from
Public Account thus accounted for 23.0 percent of the total liability of the state government at
the end of 2015-16, as against 32.0 percent in 2002-03, however it is not a liability in the literal
sense of the term. “Borrowings from Public Accounts of the state government are composed
of the state government's liabilities to the Provident Fund, Small Savings and other Accounts,
Deposits and Advances and Reserve Funds” (Evaluation of State Finances in Bihar, ADRI,
2018, pg. no. 144), details about which has been discussed in table 7.17 below. “While most
of these liabilities are interest bearing, some of these liabilities under the Reserve Funds and
Deposits and Advances are also non-interest bearing; here the state government only holds the
public money in trust with an obligation to repay” (Evaluation of State Finances in Bihar,

ADRI, 2018, pg. no. 144).

“The Public Debt is composed of Internal Debt of the state government and Loans and
Advances from the Centre. After the recommendations of the 12" Finance Commission, the
share of central loans in total public debt had sharply declined for all the states” (Evaluation of
State Finances in Bihar, ADRI, 2018, pg. no. 144). It accounted for only 10.0 percent of the
total public liabilities of the Bihar government at the close of 2015-16 in contrast to 48.3
percent in 2002-03. The Internal debt had grown at an annual rate of 14.2 percent during the
period, compared to (-) 2.0 percent for Central loans. “The Internal debt is raised by the state
government by floating Bonds, by issuing special securities to the National Small Savings Fund
(NSSF) of the Central government and from the financial institutions like LIC/GIC, NABARD,
NCDC and others” (Evaluation of State Finances in Bihar, ADRI, 2018, pg. no. 144-145) . The
features of outstanding liabilities on public debt account of the Bihar government has been
presented in table 7.16 below. “In contrast, the balances of the Public Account, being part of
the Cash Balance of the state government, is automatically available to the state government
and here borrowing depends on availability rather than need, and is beyond the control of the
state government. It is to be noted that the interest on interest-bearing public account funds are

paid out of the Consolidated Fund of the state government while the funds themselves are
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outside the Consolidated Fund and hence lack the usual financial and legislative controls
applicable in respect of the latter. The state government also has no role to play in respect of
accumulation of money in most of these funds which come from private sources — like the
provident fund contributions” (Evaluation of State Finances in Bihar, ADRI, 2018, pg. no.
145).

“The new Indian Government Accounting Standard (IGAS) 10 has introduced a distinction
between the receipts of debt into the Consolidated Fund and the liabilities that accrue to the
state government automatically by virtue of its Public Account. Earlier, the total debt of the
state government comprised its internal debt, loans from the central government, and loans
from small savings and provident fund account. While the first two are part of the borrowings
against the Consolidated Fund, the small savings and provident fund account share is
maintained in its Public Account. As per the new accounting standard, public debt now
comprises the borrowings from the Consolidated Fund only, while the three major public
account balances constitute the ‘Other Liabilities’ of the state government, since they all stand
merged into the cash balance of the state government. The ‘Other Liabilities’ include Provident
Fund and Other Accounts, Reserve Funds, and Deposits and Advances” (Evaluation of State

Finances in Bihar, ADRI, 2018, pg. no. 145).

“The structure of debt has undergone a significant change since 2002-03. This occurred first
by swapping of the high-cost central government loans with low-cost market loans and then,
as a result of the recommendations of the Twelfth Finance Commission, by consolidation and
rescheduling of all central government loans for payment over a 20-year period at 7.5 percent
rate of interest. The Commission also recommended that, if the state governments want to raise
loans, they should get it from the market and the central government’s help should be limited
to only grants. As a result, the proportion of central government loans diminished substantially”
(Evaluation of State Finances in Bihar, ADRI, 2018, pg. no. 145).

“The Small Saving schemes have always been an important component of household savings
in India. Following the Report of the Committee on Small Savings in February 1999, a
'‘National Small Savings Fund' (NSSF) was established in the Public Account of India with
effect from April, 1999. All deposits under small savings schemes are credited to NSSF and all
withdrawals by the depositors are made out of accumulations in the Fund. The NSSF invests
the net collections of small savings in the Special State Government Securities (SSGS), as per

the sharing formula decided by the central government” (Evaluation of State Finances in Bihar,
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ADRI, 2018, pg. no. 145). “From 2012-13 onwards, state government have been given the
options of availing either the entire net small saving collections within the state or only 50
percent of the net collections. 16 states including Bihar opted for a 50 percent share of net small
saving collections as state governments have had funds in excess of their financial requirement”
(State Finances: A Study of Budget, RBI, 2013-14, pg. no. 10). “The Fourteenth Finance
Commission had recommended to exclude the states from the operations of the NSSF scheme
and recommended that the involvement of the state governments in the NSSF scheme may be
limited only for the purpose of discharging the debt obligations already incurred by them until
that date. To that effect, the Union Finance ministry had asked all state governments to give
their opinions on these recommendations. Bihar has preferred to opt out of the NSSF loans”
(Evaluation of State Finances in Bihar, ADRI, 2018, pg. no. 146).

The ratio of outstanding liability to GSDP of the Bihar government had diminished remarkably
from 55.0 percent in 2002-03 to 31.0 percent in 2015-16 because of the higher growth of GSDP
at an annual rate of greater than 13.5 percent in contrast to to an annual growth rate of 8.9
percent for outstanding debt at the same time. “The major factors that contributed to the lower
growth of outstanding liability of the state government included the State’s enactment of the
FRBM Act in 2005-06 and its complete elimination of deficit in the revenue account, enabling
it to get the full benefits of debt waiver recommended by the 12" Finance Commission during
the period 2005-10” (Evaluation of State Finances in Bihar, ADRI, 2018, pg. no. 146).
However, the ratio of outstanding liability to GSDP had reached a much lower level of 27
percent in 2011-12 and remained at that level till 2013-14; it has since been rising again but it
is still lower than the targeted level of 41.6 percent by 2014-15 under the amended FRBM act
(2010-11) by Bihar government in the pursuance of the recommendation of 13" Finance
Commission. The outstanding debt to GSDP ratio of the Bihar government during the period
2002-02 to 2015-16 has been presented in Fig. 7.5.
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Fig. 7.5: Outstanding Liabilities to GSDP of Bihar
Government (%)
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The pattern of outstanding public debt of the Bihar government during the period 2002-03 -
2015-16 has been presented in table 7.16.
Table 7.16: Composition of Outstanding Public debt of the Bihar Government (Percent)

Nature of 2002-03 | 2003-04 | 2004-05 | 2005-06 | 2006-07 | 2007-08 | 2008-09
Borrowings
1. Internal
Debt, of
which 50.5 64.2 711 74.7 76.8 77.4 79.9
a. Market
Loans 24.6 31.0 33.2 31.4 29.1 29.2 33.5
b. Bonds 0.0 5.6 5.1 6.1 5.3 4.6 3.9
c. Loans
from
Financial
Institutions 3.0 0.5 0.7 0.6 1.2 1.9 2.8
d. Special
Securities
Issued to
NSSF 23.0 27.1 32.1 36.6 41.2 41.8 39.6
2. Loans
and
Advances
from
Central
Government 495 35.8 28.9 25.3 23.2 22.6 20.1
Total Public | 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Debt (1+2)

Nature of 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16
Borrowings
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1. Internal
Debt, of
which

81.9

82.7

83.1

84.9

86.5

88.3

90.0

a. Market
Loans

36.0

36.7

39.6

45.1

48.6

50.9

54.2

b. Bonds

3.1

2.2

1.6

11

0.9

0.3

1.8

c. Loans
from
Financial
Institutions

3.6

4.3

4.9

5.4

6.4

6.4

6.0

d. Special
Securities
Issued to

NSSF

39.3

39.4

36.9

33.2

30.6

30.7

28.0

2. Loans
and
Advances
from
Central
Government

18.1

17.3

16.9

15.1

13.5

11.7

10.0

Total Public
Debt (1+2)

100.0

100.0

100.0

100.0

100.0

100.0

100.0

Source: Calculation from State Finances: A Study of Budget, RBI

Borrowings by the Bihar government through internal loans have the greater participation in

outstanding public debt at the close of 2015-16 while loans and advances from the central

government contributed only 10.0 percent. However, the percentage contribution of internal

debt and loans and advances from the centre in outstanding public debt of the Bihar government

were 50.5 and 49.5 respectively in 2002-03. Thus, “the composition of outstanding debt has

undergone a structural change over the years, with the share of Central loans coming down

substantially mostly because of the recommendations of the 12" Finance Commission”

(Evaluation of State Finances in Bihar, ADRI, 2018, pg. no. 149). The constitution of

outstanding public debt of the Bihar government during the period 2002-03 to 2015-16 has

been presented in chart 7.16.
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Chart 7.16: Composition of Outstanding Public Debt of
Bihar Government
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The pattern of outstanding debt on Public Account of the Bihar government during the period
2002-03 — 2015-16 has been depicted in table 7.17.

Table 7.17: Composition of Outstanding Liabilities on Public Account of the Bihar Government

(Percent)

2002-03

2003-04

2004-05

2005-06

2006-07

2007-08

2008-09

Small
Savings,
Provident
Fund and
Other
Accounts

83.3

73.3

74.1

69.8

66.2

59.9

61.8

Deposits
and
Advances

17.2

22.4

21.2

22.5

26.7

34.2

30.3

Reserve
Funds

-0.5

4.2

4.7

7.8

7.1

59

7.9

Total

100.0

100.0

100.0

100.0

100.0

100.0

100.0

2009-10

2010-11

2011-12

2012-13

2013-14

2014-15

2015-16

Small
Savings,
Provident
Fund and
Other
Accounts

61.8

62.1

57.4

47.1

37.8

36.2

31.9

Deposits
and
Advances

30.3

30.0

33.3

39.0

47.7

56.3

63.0

Reserve
Funds

7.8

7.9

9.2

13.9

14.4

7.5

5.2

Total

100.0

100.0

100.0

100.0

100.0

100.0

100.0
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Source: Calculation from State Finances: A Study of Budget, RBI

The outstanding debt on Public Account of the Bihar government has grown slowly at an
annual rate of 6.5 percent throughout the period 2002-03 to 2015-16 as can be seen in table
6.15. The contribution of state provident funds and other accounts in total debt on public
account came down from 83.3 percent in 2002-03 to 31.9 percent in 2015-16 and the
contribution of Deposits and advances shoot up from 17.2 percent to 63.0 percent during the
same period. The participation of Reserve Funds in outstanding debt on public account has
marginally increased from a 4.2 percent in 2003-04 to 5.2 percent in 2015-16. Chart 7.17 shows
the composition of outstanding debt on public account of Bihar government during the period
2002-03 to 2015-16.

Chart 7.17: Composition of Outstanding Debt on Public
Account of Bihar Government
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Table 7.18 presents the interest rate on different components of outstanding liabilities of Bihar
government during the period 2005-06, 2009-10 and 2015-16.

Table 7.18: Interest rates on different components of outstanding liabilities of the Bihar
Government

2005-06
Amount Percentage Interest paid Average Interest
Outstanding share in total (Rs. Crore) rate (%)
(Rs. Crore) liability
1. Internal Debt 25,689 54.7 1992 7.8
a. Market Loans 10,811 23.0 943 8.7
b. NSSF 12,591 26.8 1035 8.2
c. Others 02,287 4.9 14 0.6
2. Central Loans 8,687 18.5 1024 11.8
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3. Public
Account 12,564 26.8 633 5.0
Total 46,940 100.0 3650 7.8
2009-10
Amount Percentage Interest paid Average Interest
Outstanding share in total (Rs. Crore) rate (%0)
(Rs. Crore) liability
1. Internal Debt 36,120.0 61.1 2784 7.7
a. Market Loans 15,870.0 26.8 1082 6.8
b. NSSF 17,310.0 29.3 1485 8.6
c. Others” 2,940.0 5.0 217 7.4
2. Central Loans 7,980.0 135 586 7.3
3. Public
Account 15,060 25.5 315 2.1
Total 59,160.0 100.0 3685 6.2
2015-16
Amount Percentage Interest paid Average Interest
Outstanding share in total (Rs. Crore) rate (%)
(Rs. Crore) liability
1. Internal Debt 79,960.0 68.7 5900 7.4
a. Market Loans 48,180.0 41.4 3281 6.8
b. NSSF 24,890.0 214 2214 8.9
c. Others* 6,890.0 5.9 405 5.9
2. Central Loans 8,870.0 7.6 378 4.3
3. Public
Account 27590 23.7 821 3.0
Total 1,16,420.0 100.0 7098 6.1

Source: Calculation from State Finances: A Study of Budget, RBI

Note: 1. Average interest rate is percentage ratio of amount of interest paid to outstanding amount.
2. * includes loans from banks Fls and bonds.

“Average interest rate is the percentage ratio of amount of interest paid to outstanding amount
of the different components of outstanding liabilities” (Evaluation of State Finances in Bihar,
ADRI, 2018). The average interest rate on internal debt has marginally came down from 7.8
percent in 2005-06 to 7.4 percent in 2015-16 while its share in total outstanding liabilities
climbed from 54.7 percent to 68.7 percent at the same time. Within internal debt, the average
interest rate on market loan fell from 8.7 percent in 2005-06 to 6.8 percent in 2015-16 while
the contribution of market loans in total outstanding liabilities climbed from 23.0 percent to
41.4 percent at the same time period. On the other hand, the average interest rate on NSSF rose
from 8.2 percent in 2005-06 to 8.9 percent in 2015-16 while its share in total outstanding
liabilities came down from 26.8 percent to 21.4 percent at the same time period. The average
interest rate on central loan came down from 11.8 percent in 2005-06 to 4.3 percent in 2015-
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16 and its contribution in total outstanding liabilities also diminished from 18.5 percent to 7.6
percent during this period due to 12" Finance Commission recommendation. The average
interest rate on public account has been much lower and fell from 5.0 percent in 2005-06 to 3.0
percent in 2009-10. Chart 7.18 displays the average interest rate on the borrowings by the Bihar
government during the period 2005-06, 2009-10 and 2015-16.

Chart 7.18: Average Interest Rate on the Borrowings by
Bihar Government (%)
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Account.

Utilisation of Public Debt by the Bihar Government

“The public debt can be a powerful instrument of economic growth, if it is utilised for the
creation of productive assets. The ratio of capital outlay to capital receipts reflects the extent
to which the debt funds is productively used by the state government. Also, the state
government has a debt service obligation to discharge every year that comprises the instalments
of the principal amounts of past loans as well as the interest due on these. Since interest is to
be paid out of revenue account (under General Services), it is expected that the revenue account
would generate the necessary resources to pay off the interest” (Evaluation of State Finances
in Bihar, ADRI, 2018, pg. no. 147). Table 7.19 shows the pattern of the utilisation of public
debt by the Bihar government during the period 2002-03 to 2015-16.
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Table 7.19: Utilisation of Public Debt by the Bihar Government

(Rs. Crore)

| 2002-03 | 2003-04 | 2004-05 | 2005-06 | 2006-07 | 2007-08 | 2008-09

1. Public Debt

a. Receipts

4986

7247

7626

3771

2358

1612

5928

b. Repayments

1237

3471

3087

981

1025

1632

1682

3. Availability
of Debt Funds
(a-b)

3749

3776

4539

2790

1333

-20

4246

4. Net
Loans/Advances
Disbursed

800

1139

1113

1697

308

247

540

5. Net Interest
Paid

2993

3313

3399

3433

3240

3536

3448

6. Net Debt
Funds Available
(3-4-5)

-676

27

-2340

-2215

-3803

258

7. Capital
Outlay

1860

1205

2084

5211

6104

6436

8. Net Debt
Available/Total
Debt Received
(%)

-62

-94

-236

9. Capital
Outlay/Capital
Receipts (%)

33

35

16

55

220

373

108

10. Capital
Outlay/Net
Debt Available
(%)

-3794

-275

4463

-89

-235

-161

2495

| 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16

1. Public Debt

a. Receipts

6134

6033

6628

9554

9907

13918

18383

b. Repayments

1983

2190

2922

3070

3120

3609

4125

3. Availability
of Debt Funds
(a-b)

4151

3843

3706

6484

6787

10309

14258

4. Net
Loans/Advances
Disbursed

884

1091

1884

2061

792

-1124

603

5. Net Interest
Paid

3332

4081

3730

4261

5190

5784

6514

6. Net Debt
Funds Available
(3-4-5)

-1329

-1908

162

805

5649

7141

7. Capital
Outlay

9196

8852

9585

14001

18150

23966

8. Net Debt
Available/Total
Debt Received
(%)

-22

-29

41

39
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9. Capital
Outlay/Capital
Receipts (%) 119 152 133 100 141 118 130
10. Capital
Outlay/Net
Debt Available
(%) -11280 -691 -464 5917 1739 321 336
Source: Economic Survey, Government of Bihar, Finance Department, various rounds.

“The debt resources could not be utilised much by the state government for creating productive
assets till 2011-12, when they were mostly used to discharge the existing debt obligations.
Since then, however, there has been steady increase in net accrual to the state exchequer out of
the total borrowing” (Economic Survey, Govt. of Bihar, 2016-17, pg. no. 45). The capital
outlay to capital receipts ratio had reached a peak of 373 percent in 2007-08, dropped sharply
in 2008-09 but it had always hovered above 100 percent (except in 2012-13 when capital outlay
was just a little above capital receipts), “reflects that the public debt were actually utilised for

capital outlay purposes” (Evaluation of State Finances in Bihar, ADRI, 2018).

“With the state government's financial health being restored after the reliefs given by the 12"
Finance Commission and its increasing revenue surpluses, it was able to generate substantial
sums on its own for making capital investments” (Evaluation of State Finances in Bihar, ADRI,
2018, pg. no. 148). As can be seen from table 7.19, capital outlay was substantially higher than
the net debt available during the entire period. In 2015-16, the debt receipts exceeded the total
debt servicing charges by more than Rs 7000 crore.

Sustainability of Debt

“The debt sustainability is defined as the ability of the state government to maintain a
reasonably low Debt-GSDP ratio over a period of time and reflects its ability to service its debt.
The high debt ratios are costly and eventually become unsustainable. The fiscal sustainability
is also linked to the concept of solvency and liquidity; while solvency refers to the
government’s ability to service its debt obligations without explicitly defaulting on them,
liquidity refers to government’s ability to roll-over its maturing liabilities with its liquid assets
and available financing. The vulnerability to such problems is related to structure of debt, in
terms of short- and long-term debts as well as internal and external debts” (Evaluation of State
Finances in Bihar, ADRI, 2018, pg. no. 152).

“The sustainability of debt refers to the sufficiency of current assets to meet current or

committed obligations and the capacity to balance the cost of additional borrowings with
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returns from such borrowings. Debt sustainability measures the ability of the State to maintain
a constant debt-GSDP ratio over a period of time. It indicates the ability of the State to maintain
a balance between the costs of additional borrowings with return from such borrowings. It
means that rise in fiscal deficit should match with the increase in capacity to service the debt.
The borrowings are necessary to bridge the resource gap or fiscal deficit; debt sustainability
then implies that increase in fiscal deficit should be accompanied by an enhanced ability to
service the additional debt burden” (Evaluation of State Finances in Bihar, ADRI, 2018, pg.
no. 152).

“The basic Domar condition implies that the debt-GDP ratio is stable if growth of the economy
exceeds the interest rate on government debt” (State Finances A Study of Budget, RBI, 2000-
01, pg. no. 24). “The debt-GSDP ratio is likely to be stable, provided there is a sustained
primary surplus (at least not a continued substantial deficit in the primary account). This is
known as the 'Solvency Condition'. The stock of public debt could increase so long as it does
not increase faster than the real interest rate. Given the rate spread (GSDP growth rate — interest
rate) and quantum spread (debt stock multiplied by the rate spread), debt sustainability
condition states that if quantum spread together with primary balance is zero, Debt-GSDP ratio
would be stable and debt would be sustainable. On the other hand, if it is negative, the Debt-
GSDP ratio would continue to rise and in case it is positive, Debt-GSDP ratio would eventually
fall” (Evaluation of State Finances in Bihar, ADRI, 2018, pg. no. 152-153). Table 7.20 displays
the sustainability of debt of the Bihar government during the period 2002-03 to 2015-16 and it
reflects that solvency condition is not satisfied in case of Bihar.

Table 7.20: Sustainability of Debt of the Bihar Government

(Rs. Crore)

2002-03 | 2003-04 | 2004-05 | 2005-06 | 2006-07 | 2007-08 | 2008-09
Weighted 9.0 9.6 9.3 8.7 7.6 7.4 7.1
Interest rate
on Loans
(%0)
Growth rate 12.7 1.9 175 7.4 23.7 12.0 25.2
of GSDP
(%)
Interest rate 3.7 -1.7 8.2 -1.3 16.1 4.6 18.1
Spread (in
Percent)
Outstanding 35491 37643 42623 46631 49229 50794 54781
Debt
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Quantum
Spread 1313 -2899 3495 -606 7926 2337 9915
Primary
Balance -1696 -784 2232 -51 395 2002 1246
Quantum
Spread +
Primary
Balance -383 -3683 5727 -657 8321 4339 11161
Net
Availability
of
Borrowed
Funds -44 -676 27 -2340 -2215 -3803 258
Outstanding 55 57 55 56 48 45 39
Debt/GSDP
(%)

2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16
Weighted 6.5 7.1 6.6 6.2 6.7 6.6 6.6
Interest rate
on Loans
(%0)

GSDP 14.5 24.9 21.4 14.3 12.3 8.2 11.2
Growth rate
(%)

Interest rate 8.0 17.8 14.8 8.1 5.6 1.6 4.6
Spread (in
Percent)
Outstanding 58495 62663 67616 76308 86744 98860 116382
Debt
Quantum
Spread 4680 11154 10007 6181 4858 1582 5354
Primary
Balance -1588 349 -1611 -2117 -2893 -5050 -4964
Quantum
Spread +
Primary
Balance 3092 11503 8396 4064 1965 -3468 390
Net
Availability
of
Borrowed
Funds -65 -1329 -1908 162 805 5649 7141
Outstanding 36 31 27 27 27 29 31
Debt/GSDP
(%0)
Source: Economic Survey, Government of Bihar, Finance Department, various rounds.

Even though the growth rate of GSDP of the Bihar government exceeded that of its outstanding
liability, but there is a deficit in its primary account since 2011-12 which has been continuously
increasing. As a result, the contribution of outstanding liabilities to GSDP of the Bihar

government has been increasing after falling from 55 percent to 27 percent and stood at 31
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percent at the end of 2015-16. This trend is likely to continue, putting strain in the servicing of
debt in future, since the non-debt receipts would not be sufficient to bridge the resource gap
together with the net borrowed funds available. The liabilities might then become unsustainable

in the long run if this trend continues unchecked.

Table 7.21 displays the repayment liabilities of the Bihar government since 2000-01 to 2015-
16.

Table 7.21: Public Debt Repayment Liabilities of the Bihar Government
(Rs Crore)

Amounts 2001-02 | 2002-03 | 2003-04 | 2004-05 | 2005-06 | 2006-07 | 2007-08 | 2008-09
1. 5919 152 3273 365 493 708 1203 1254
Discharge
of Internal
Debt

2. 528 1381 2380 2723 488 317 429 429
Repayment
of Loans to
Centre

3. 710 768 869 795 723 617 817 1009
Discharge
of Other
Liabilities
4, Total 7157 2302 6522 3882 1703 1642 2449 2691
Repayment
(1+2+3)

5. Total 2629 3022 3343 3474 3649 3416 3707 3753
Interest
Payment
6. Total 9786 5324 9865 7536 5352 5058 6156 6444
Debt
Service
Burden (4
+5)

Total Debt
Service
Burden as
a
percentage
of GSDP 16.1 7.8 14.1 9.7 6.5 5.0 5.4 45

Amounts 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16
1. 1169 1725 2457 2585 2559 2975 3423
Discharge

of Internal

Debt
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2. 814 465 465 485 561 634 702
Repayment
of Loans to
Centre
3. 970 586 1034 1512 1370 1287 1277
Discharge
of Other
Liabilities
4. Total 2953 2776 3956 4582 4490 4895 5402
Repayment
(1+2+3)
5. Total 3685 4319 4304 4428 5459 6129 7098
Interest
payment
6. Total 6639 7095 8260 9010 9949 11024 12500
Debt
Service
Burden
(4+5)
Total Debt
Service
Burden as
a
percentage
of GSDP 4.1 3.5 3.4 3.1 2.9 2.7 -
Source: Economic Survey, Government of Bihar, Finance Department, various rounds.

The total repayment of liabilities by the Bihar government came down from Rs. 7157 crore in
2000-01 to Rs. 3882 crore in 2004-05 because of sharp fall in the discharge of internal debt
from Rs. 5919 crore to Rs. 365 crore, however, the loans and advances repayment to the centre
climbed from Rs. 528 crore to Rs. 2723 crore at the same time period. The interest payment by
the Bihar government surged from Rs. 2629 crore in 2000-01 to Rs. 3474 crore in 2004-05
while the burden of total debt service came down from Rs. 9786 crore to Rs. 7536 crore at the
same time period. Total percentage contribution of debt service burden to GSDP also came
down from 16.1in 2000-01 to 9.7 in 2004-05. Total repayment of liabilities by the Bihar
government climbed to Rs. 2953 crore in 2009-10 as against Rs. 1703 crore in 2005-06 because
of rise in dispense of internal debt while loans and advances repayment to the centre has lesser
role during this period. Total interest payment has marginally rose to Rs. 3685 crore in 2009-
10 as against Rs. 3649 crore in 2005-06, however, the total debt service surged from Rs. 5352
crore in 2005-06 to Rs. 6639 crore in 2009-10. The total debt service to GSDP of the Bihar
government came down from 6.5 percent in 2005-06 to 4.1 percent in 2009-10 due to
significant expansion of GSDP. Bihar government’s total repayment of liabilities climbed to
Rs. 5402 crore in 2015-16 as against Rs. 2776 crore in 2010-11 mainly because of increase in

discharge of internal debt and other liabilities and the total interest payment by the state
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government also significantly climbed to Rs. 7098 crore in 2015-16 as against Rs. 4319 crore
in 2010-11 because of “considerable past borrowings by the Bihar government” (Evaluation of
State Finances in Bihar, ADRI, 2018). The total debt service burden of the Bihar government
also climbed to Rs. 12500 crore in 2015-16 as against Rs. 7095 crore in 2010-11 expanding at
an annual rate of 11.2 percent. The percentage ratio of debt service to GSDP of the Bihar
government fell from 3.5 in 2010-11 to 2.7 in 2014-15 due to remarkable expansion of GDSP

during the same period.

Table 7.22 presents the trend of the share of total revenue receipt and its components to revenue
expenditure of the Bihar government since 1990-91 — 1994-95 to 2010-11 — 2015-16.

Table 7.22: Share of Total Revenue Receipt and its Components to Revenue Expenditure of the
Bihar Government- Annual Average (Percent)

1990-91 - 1995-96 - 2000-01 - 2005-06 - 2010-11 -
Heads 1994-95 1999-00 2004-05 2009-10 2015-16
1. Own tax
revenue 235 25.0 21.1 21.5 29.0
2. Share in
Central taxes 34.3 41.9 51.3 62.5 57.8
3. Tax
revenue
(1+2) 57.8 66.9 72.4 84.0 86.7
4, Own non
tax revenue 12.3 9.9 3.3 3.4 2.3
5. Statutory
grants 4.7 1.0 0.5 3.0 4.2
6. Others” 13.6 11.5 12.3 21.0 18.4
7. Non-tax
revenue
(4+5+6) 30.6 22.5 16.2 27.4 24.9
8. Own
revenue
(1+4) 35.9 34.9 24.4 24.9 31.3
9. Total
transfers
(2+5+6) 52.6 54.4 64.2 86.5 80.3
10. Total
revenue
receipt (8+9) 88.5 89.4 88.6 111.4 111.6

Source: Calculation from State Finances: A Study of Budget, RBI

Note: * includes plan grants, grants for relief on account of natural calamities and transfer of grants through central
ministries.

The percentage contribution of total revenue receipts in revenue expenditure increased from
88.5 during the phase 1990-91 — 1994-95 to 89.4 during 1995-96 — 1999-00 for former Bihar
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and it increased from 88.6 during the phase 2000-01 — 2004-05 to 111.6 during 2010-11 —
2015-16 for present Bihar which reflects the revenue surplus in the later phase. The rise in the
participation of total revenue receipts in expenditure on revenue account is because of rise in
the contribution of total resource transferred from the centre in revenue expenditure as can be
seen in table 7.22. Within total revenue receipts, the contribution of own revenue receipts in
revenue expenditure declined from 35.9 during the phase 1990-91 — 1994-95 percent to 34.9
percent during 1995-96 — 1999-00 for undivided Bihar while in case of divided Bihar, it has
climbed from 24.4 percent to 31.3 percent during the same period. The contribution of total
resource transferred from the centre in revenue expenditure rose from 52.6 percent to 54.4
percent for erstwhile Bihar and it significantly increased from 64.2 percent during the phase
2000-01 — 2004-05 to 86.5 percent during 2005-06 — 2009-10 but declined to 80.3 percent
during the period 2010-11 — 2015-16 for present Bihar. The participation of tax revenue in
revenue expenditure increased from 57.8 percent to 66.9 percent for former Bihar and it rose
from 72.4 percent to 86.7 percent for present Bihar. The share in central taxes has been the
major contributor in revenue expenditure of the Bihar government. The contribution of non-
tax revenue receipts in revenue expenditure of the Bihar government climbed from 16.2 percent
during the period 2000-01 — 2004-05 to 24.9 percent during 2010-11 — 2015-16 mainly because
of rise in the share of statutory grants and other grants from the centre in revenue expenditure
while the contribution of own non tax revenue in revenue expenditure has declined over the
period. Chart 7.19 shows the share of total revenue receipt and its components to revenue
expenditure of Bihar government during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.

Chart 7.19: Total Revenue Receipt and its Components
to Revenue Expenditure of the Bihar Government (%)
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Note: ORR- Own Revenue Receipt, SCT- Share in Central Taxes, GFC- Grants from the Centre, TRR- Total Revenue
Receipt.
“Gross transfers from the centre includes share in central taxes, grants from the centre and loans
and advances from the centre to the state government” (State Finances A Study of Budget,
RBI). Table 7.23 presents the pattern of the share of gross transfers by the central government
to revenue expenditure of the Bihar government during the period 1990-91 to 2015-16.

Table 7.23: Share of the Gross Transfers from the Centre to Revenue Expenditure of the Bihar
Government (Percent)

Year Gross transfers

1990-91 69.9
1991-92 72.1
1992-93 69.4
1993-94 68.0
1994-95 65.3
Avg. (1990-91 — 1994-95) 68.9
1995-96 66.7
1996-97 73.5
1997-98 86.0
1998-99 77.8
1999-00 53.9
Avg. (1995-96 -1999-00) 71.6
2000-01 65.2
2001-02 68.9
2002-03 71.5
2003-04 75.9
2004-05 93.0
Avg. (2000-01 — 2004-05) 74.9
2005-06 775
2006-07 90.1
2007-08 97.9
2008-09 90.5
2009-10 81.4
Avg. (2005-06 — 2009-10) 87.5
2010-11 90.2
2011-12 83.1
2012-13 78.4
2013-14 76.8
2014-15 78.3
2015-16 82.9
Avg. (2010-11 — 2015-16) 81.6

Source: Calculation from State Finances: A Study of Budget, RBI

Note: Gross transfers include share in central taxes, grants from the centre and loans and advances from the centre.
The average share of gross transfers in revenue expenditure increased from 68.9 percent during
the phase 1990-91 — 1994-95 to 71.6 percent during 1995-96 — 1999-00 for erstwhile Bihar and

in case of present Bihar its share significantly increased from 74.9 percent during the phase
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2000-01 — 2004-05 to 87.5 percent during 20005-06 — 2009-10 but declined to 81.6 percent
during 2010-11 — 2015-16. The significantly increase in the participation of gross transfers
from the centre in revenue expenditure reflects the increased dependency of Bihar on centre.
Within gross transfers of resources from the centre, the share in central taxes and grants from
the centre mainly contribute in revenue expenditure while the contribution of loans and
advances from the centre in revenue expenditure diminished since 2005 with the
discontinuation of central loan for plan purpose on the basis of the recommendation of TFC.
Fig. 7.6 shows the trend of percentage share of gross transfers from the centre to revenue
expenditure of the Bihar government during the period 1990-91 — 1994-95 to 2010-11 — 2015-
16.

Fig. 7.6: Gross Transfers from the Centre to Revenue
Expenditure of the Bihar Government (%)
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Table 7.24 shows the trend of share of the developmental and non-developmental revenue
expenditure to total revenue receipts of the Bihar government since 1990-91 — 1994-95 to 2010-
11 — 2015-16.

Table 7.24: Share of the Developmental Revenue Expenditure and Non-Developmental Revenue
Expenditure to Total Revenue Receipts of the Bihar Government- Annual Average (Percent)

1990-91 - 1995-96 - 2000-01 - 2005-06 - 2010-11 -
Heads 1994-95 1999-00 2004-05 2009-10 2015-16
Developmental
Revenue
Expenditure 71.0 65.1 57.7 53.2 57.2
Non-
Developmental
Revenue
Expenditure 42.1 47.5 56.6 36.9 325
Interest
Payment 20.5 20.2 24.5 14.0 8.1
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Source: Calculation from State Finances: A Study of Budget, RBI

“The developmental expenditure and non-developmental expenditure on revenue account
together constitute the total expenditure on revenue account of the state government” (State
Finances: A Study of Budget, RBI). The contribution of developmental expenditure and non-
developmental expenditure on revenue account together in total revenue receipts of former
Bihar constitute 113.1 percent during the period 1990-91 — 1994-95 and sharply declined to
89.7 percent for present Bihar during 2010-11 — 2015-16. The contribution of developmental
revenue expenditure in total revenue receipts of the state government was 57.2 percent during
the period 2010-11 — 2015-16 against 71.0 percent during 1990-91 — 1994-95 while the
participation of non-developmental expenditure on revenue account in total revenue receipts
was 32.5 percent during the period 2010-11 — 2015-16 against 42.5 percent during 1990-91 —
1994-95. The sharp decline in the share of non-developmental expenditure particularly after
2005-06 in total revenue receipts is because of fall in the share of interest payment in total
revenue receipts since Bihar government availed the benefit of debt and interest relief from the
central government. Total revenue receipts of the state government couldn’t be fully exhausted
for the expenditure on developmental revenue expenditure and non-developmental revenue
expenditure together during the phase 2005-06 — 2009-10 and 2010-11 — 2015-16 and
consequently Bihar government experienced revenue surplus. Bihar government enacted
FRBM act in 2006 to eliminate revenue deficit and to maintain GFD at targeted level. But the
cost of revenue surplus is the decline in the share of developmental revenue expenditure in total
revenue receipts of the state government. Chart 7.20 displays the percentage share of
developmental and non-developmental revenue expenditure to revenue expenditure of the
Bihar government during the period 1990-91 — 1994-95 to 2010-11 — 2015-16.
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Chart 7.20: Developmental and Non-Developmental
Revenue Expenditure to Total Revenue Receipts of the
Bihar Government (%)
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Note: Dev. RE- Developmental Revenue Expenditure, Non-Dev. RE- Non-Developmental Revenue Expenditure, IP- Interest
Payment.
On the one hand, Bihar government’s dependency on central transfers has increased due to
decline in the revenue receipts from own resources over the period and on the other hand, Bihar
enacted FRBM act, to maintain the revenue deficit and GFD at targeted level, with the linkage
of central transfers with fiscal reform at the state level. The share of own revenue receipts in
total revenue receipts for Bihar declined from 32.9 percent in 2000-01 to 28.8 percent in 2015
-16 and further fell to 24.8 percent in 2016-17 due to loss of revenue from state excise and
VAT from liquor with the implementation of prohibition policy by the state government in
2016. Within the central transfers, the contribution of resources transferred from Finance
Commission, include share in central taxes and statutory grants, in total transfers for Bihar
declined from 84.0 percent in 2001-02 to 75.6 percent in 2015-16 while the share of plan grants,
which is mostly conditional and states are require to match the contributions to spend, in total
central transfers significantly increased from 15.3 percent in 2001-02 to 23.6 percent in 2015-
16. Even, the Bihar has experienced the cash surplus since 2005-06 due to increased capital
receipts in the form of borrowings- were not routed to expenditure because of fearing of rising
revenue deficit and GFD. The consequence of FRBM act is detrimental to developmental
expenditure as the per capita developmental expenditure of Bihar has been very much less than

that of all states.
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Chapter VII1: Summary and Conclusion

This chapter summarises the major findings and conclusions reported in earlier chapters. The
study was primarily based on analysis of receipt and expenditure data of Bihar between 1990-
91 and 2015-16 and the same have been compared with that of BIMARU states and all states
taken together.

Own Tax Revenue Receipts

The receipts of tax revenue from own sources climbed from Rs. 1142 crore in 1990-91 to Rs.
3638 crore in 1999-2000 of undivided Bihar and after its bifurcation, the receipt from own tax
rose from Rs. 2935 in 2000-01 to Rs. 25449 crore in 2015-16 but declined to Rs. 23742 crore
in 2016-17. The contribution of receipts of tax revenue from own sources in total revenue
receipts rose from 26.4 percent in 1990-91 to 28.9 percent in 1999-00 but fell to 22.5 percent
in 2016-17 for Bihar. The decline in own tax revenue in 2016-17 is due to loss of revenue from
state excise and VAT because of prohibition policy of state government. Bihar prohibited
production and sale of country liquor with effect from January 2016 and all liquor with effect
from April 2016. As a result, the yield from state excise fell drastically from Rs. 3136 crore in
2015-16 to only Rs. 30 crore in 2016-17. The latter figure is the arrears of the previous year.
The arrears of VAT on these prohibited commodities yielded only Rs. 37 crore in 2016-17
against Rs. 1353 crore in previous year. Thus the loss of total revenue receipts was Rs. 4489

crore in 2016-17 due to the prohibition policy by the Bihar government.

The contribution of receipts of tax revenue from own sources of tax revenue receipts of Bihar
has always been lower than the average for BIMARU states and also for all states. The average
ratio of the contribution of receipts of tax revenue from own sources to tax revenue of Bihar to
that of all states sharply declined from 0.60 during the period 1990-91 — 1994-95 to 0.49 during
2010-11 — 2015-16 which shows the higher and increased dependency of Bihar on central
government. Within own tax revenue, receipts from taxes on commodities and services have
been the highest contributor followed by receipts from taxes on property and capital
transactions. The receipt from taxes on property and capital transactions for Bihar registered
higher growth rate since 2005-06 due to improvement in the growth rate of receipt from stamps
and registration fees because of several initiatives taken by the state government in this regard
in 2005-06.
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The receipts from sales tax, state excise, taxes on vehicles and taxes on goods and passengers
together constitute more than 80 percent share in own tax revenue of the Bihar government.
Bihar experienced negative growth of revenue from sales tax during the phase 2000-01 — 2004-
05 just after its division but the growth rate of sale tax significantly improved since 2005-06
due to the accelerated growth rate of revenue from crude oil, electrical goods, FMCG, IMFL,
iron & steel and petro products. However, the contribution of sales tax in own tax revenue of
Bihar sharply declined from 60.1 percent during the period 2000-01 — 2004-05 to 47.4 percent
during 2010-11 — 2015-16 because of significant improvement in the share of revenue from
taxes of goods and passengers in own tax revenue. The revenue from state excise of Bihar also
registered negative growth rate during the phase 2000-01 — 2004-05 but its growth rate
significantly improved to 32.6 percent during 2005-06 — 2009-10 but again declined to 20.5
percent during the phase 2010-11 — 2015-16 due to prohibition policy of the state government.
In 2006, Bihar Government had taken some steps to raise the revenue under State excise. Bihar
State Beverage Corporation was constituted under the excise policy of the state government. It
was to act as the only wholesale outlet of country/spiced country/foreign liquor in the state.
This was done keeping in the mind cabinet’s decision to generate huge increase in revenue.
Till October 2006, about 1,21,21,267 country and foreign liquor shops and 789 spiced liquor
shops were set up against a target of doubling the number of shops. But the revenue from state
excise reduced from Rs. 3141.8 crore in 2015-16 to only Rs.. 30 crore in 2016-17 because of
prohibition policy of Bihar government in 2016. The receipts from taxes on goods and
passengers of Bihar gained importance since 2005-06 due to several initiatives taken by state

government in 2006.

The ratio of own tax revenue to GSDP improved from 3.5 percent for undivided Bihar during
the period 1990-91 — 1994-95 to 5.3 percent for present Bihar during 2010-11 — 2014-15 but it
has always been lower than that of BIMARU and all states. Per capita own tax revenue
improved from Rs. 223 for former Bihar during the period 1990- 1994-95 to Rs. 1570 for
present Bihar during 2010-11 — 2015-16 but it has always been lower than that of BIMARU
states and all states. The per capita gap of own tax revenue of Bihar with BIMARU and all
states has surged over the period. The ratio of per capita own tax revenue of Bihar to that of all
states sharply declined from 0.48 during the phase 1990-91 — 1994-95 to 0.29 during 2010-11
—2015-16.
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Own Non Tax Revenue Receipts

The receipts of non-tax revenue from own sources increased from rs. 765 in 1990-91 to rs.
1759 in 1999-00 for former Bihar but sharply declined to rs. 418 in 2004-05 after the division
of Bihar due to loss of revenue from metal and metallurgical industries as the large part of
mineral deposits has gone to Jharkhand. The receipt from own non tax improved from rs. 522
in 2005-06 to rs. 2186 in 2015-16 mainly due to increase in the interest receipt from investment
of cash surplus and availing of benefit of debt relief from central government under general
service account by Bihar government. The contribution of receipts non-tax revenue from own
sources to total revenue receipt sharply came down from 17.7 percent in 1990-91 to 2.7 percent
in 2004-05 and further fell to 2.3 percent in 2015-16.

The receipts of non-tax revenue from own sources of Bihar has always been less than the
average for BIMARU states and for all states which reflects the higher dependency of Bihar
on centre. The contribution of receipts of non-tax revenue from own sources in non-tax revenue
fell from 40.2 percent during the period 1990-91 — 1994-95 to 22.1 percent during 2000-01 —
2004-05 and again reduced to 9.3 percent during 2010-11 — 2015-16 and consequently the share
of grants from the centre in non-tax revenue gradually increased from 59.8 percent during the
period 1990-91 — 1994-95 to 90.7 percent during 2010-11 — 2015-16 for Bihar which shows
the increased dependency of Bihar government on centre. The ratio of share of own non tax
revenue in non-tax revenue of Bihar to that of all states sharply declined from 0.89 during the
phase 1990-91 — 1994-95 to 0.26 during 2010-11 — 2015-16.

Interest receipts and the receipts from industries under economic service account together
constitute more than 80.0 percent share in own non tax revenue of Bihar. The growth rate of
interest receipt of Bihar has been fluctuating and it registered a growth rate of 52.1 percent
during the phase 2005-06 — 2009-10 but fell to 32.7 percent during 2010-11 — 2015-16. Bihar
experienced a negative growth rate of 76.6 percent on general service account during 2010-11
— 2015-16 due to withdrawal of debt relief which was available till 2009-10 and retrieval of
excess amount of Rs. 384 cr. as which was accredited as a debt waiver in 2009-10. The
contribution of receipt on economic service account in non-tax revenue drastically declined
from 91.8 percent during the period 1990-91 — 1994-95 to 41.7 percent during 2000-01 — 2004-
05 but improved to 60.4 percent during 2010-11 — 2015-16 mainly due to fall in the share of
receipt on general service account for Bihar. The reduction in the contribution of revenue from

industries in non-tax revenue, after the division of Bihar, has been responsible for decline in
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the contribution of receipt on economic service account in non-tax revenue. Undivided Bihar
possessed nearly 25 percent of the total mineral deposits in the country but after its bifurcation,

the state is left with only 1 percent of total deposits.

The ratio of receipts from non-tax revenue to non-plan revenue expenditure of state government
has been used as a proxy for the cost recovery of economic services and social services. The
cost recovery from social services for Bihar has always been lower than that of BIMARU states
and all states. The ratio of cost recovery from education service of Bihar to that of all states
declined from 0.33 during the period 1990-91 — 1994-95 to 0.04 during 2010-11 — 2015-16.
The ratio of cost recovery from health service of Bihar to that of all states declined from 0.65
during the period 1990-91 — 1994-95 to 0.36 during 2010-11 — 2015-16. The cost recovery
from economic services of undivided Bihar has been higher than that of BIMARU states and
all states but after the division of Bihar, it has not only sharply declined but became lower than
that of BIMARU and all states. The ratio of cost recovery from economic services of Bihar to
that of all states declined from 2.47 during the period 1990-91 — 1994-95 to 0.32 during 2010-
11 — 2015-16. The declining and lower cost recovery from various services for Bihar has also
been responsible for the lower participation of receipts on non-tax revenue from own sources

in non-tax revenue than that of BIMARU states and all states.

The average ratio of receipts on non-tax revenue from own sources to GSDP declined from 1.8
percent for undivided Bihar during the period 1990-91 — 1994-95 to 0.7 percent for present
Bihar during 2010-11 — 2014-15 and it has always been lower than that of BIMARU and all
states. Per capita own non tax revenue marginally improved from rs. 89 for during the period
1990-91 — 1994-95 to rs. 89 during 2010-11 — 2015-16 for Bihar and it has always been lower
than that of BIMARU states and all states. The per capita gap of own non tax revenue of Bihar
with BIMARU and all states has surged over the period. The ratio of per capita own non tax
revenue of Bihar to that of all states sharply declined from 0.53 during the phase 1990-91 —
1994-95 to 0.14 during 2010-11 — 2015-16.

Transfer of Resources from the Centre

The share of transfer of resources through Finance Commission in the form of share in central
taxes and statutory grants in total transfer of resources from the centre for Bihar declined from
81.3 percent during the period 2000-01 — 2004-05 to 77.1 percent during 2010-11 — 2015-16.

On the other hand, the share of transfer of resources under the approval of Planning
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Commission in total transfer of resources from the centre for Bihar increased from 17.2 percent
during the period 2000-01 — 2004-05 to 22.1 percent during 2010-11 — 2015-16. The
contribution of transfer of resources through Finance Commission in total transfers from the
centre has always been higher than that of BIMARU and all states. The actual transfer of share
in central taxes to Bihar as a percentage of all states declined from 11.9 percent during the
period 200-01 — 2004-05 (FC 11) to 10.9 percent during 2010-11 -2014-15 (FC13) due to
increase in the weightage of efficiency indicators like fiscal discipline and tax effort of the state
government. . If the index of fiscal discipline index was dropped from the formula Bihar’s
share in central taxes devolution would have been 12.6 percent during the period 2010-11 —
2014-15 (FC13). From 2007-08 onwards, the portion of plan grants in total grants from the
centre significantly raised on the basis of the recommendation of FC 12 with the phase out of
central loan for plan purpose and states have to borrow for the loan part of the state plan
scheme. The contribution of plan grants in total grants from the centre to Bihar climbed from
67.9 percent in 2006-07 to 82.4 percent in 2015-16 and consequently the share of non-plan
grants in total grants from the centre declined from 32.1 percent in 2006-07 to 17.6 percent in
2015-16.

The transfer of resources from the centre as a percentage of total revenue receipts of Bihar has
always been higher than that of BIMARU states and all states which reflects the higher
dependency of Bihar on centre. The share of the transfer of resources through Finance
Commission in total revenue receipts declined from 58.6 percent during the period 2000-01 —
2004-05 to 55.5 percent during 2010-11 — 2015-16 mainly due to fall in the contribution of
share in central taxes in total revenue receipts of Bihar. While, the contribution of grants from
the centre under the approval of Planning Commission in total revenue receipts of Bihar
increased from 12.5 percent during the period 2000-01 — 2004-05 to 15.9 percent during 2009-
10.

The increasing vertical imbalance is sharply depicted in the pre-devolution resource gap of the
state government. The post-devolution resource gap is much lower than the pre-devolution
resource gap indicating the role of transfers in financing state government expenditure. The
pre-devolution resource gap as a percentage of GSDP of Bihar marginally declined from (-)
19.6 percent during the period 2000-01 — 2004-05 to (-) 18.3 percent during 2010-11 — 2015-
16 while the post-devolution resource gap sharply declined from (-) 7.2 percent to (-) 3.5

percent during the above said period. The much lower post-devolution gap as a percentage of
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GSDP than the pre-devolution gap-GSDP ratio shows the increased dependency of Bihar on

centre.

The ratio of gross transfers from the centre to GSDP of Bihar has always been higher than that
of BIMARU states and all states. The ratio of share in central taxes to GSDP for Bihar increased
from 9.9 percent during the period 2000-01 — 2004-05 to 10.7 percent during 2010-11 — 2014-
15 and has been higher than that of BIMARU states and all states. The ratio of grants from the
centre to GSDP of Bihar rose from 2.5 percent during the period 2000-01 — 2004-05 to 4.1
percent during 2010-11 — 2014-15 and has been higher than that of BIMARU and all states.
The ratio of loans and advances from the centre GSDP declined since 2005-06 with the phase

out of central loans for plan purpose under the recommendation of FC12.

Per capita gross transfers from the centre of present Bihar has always been higher than that of
BIMARU states and all states. The ratio of per capita gross transfers of Bihar to that of all states
increased from 0.93 during the period 2000-01 — 2004-05 to 0.97 during 2010-11 — 2015-16.
The per capita share in central taxes for Bihar has always been higher than that of BIMARU
states and all states but the ratio of per capita share in central taxes of Bihar to that of all states
declined from 1.38 during the period 2000-01 — 2004-05 to 1.21 during 2010-11 — 2015-16.

The share of per capita plan grants is much higher than the share of per capita non-plan grants
in per capita grants from the centre for Bihar. The ratio of per capita plan grants to per capita
grants from the centre to Bihar increased from 0.69 during the period 2005-06 — 2009-10 to
0.79 percent during 2010-11 — 2015-16 and consequently the ratio of per capita non-plan grants
to per capita plan grants from the centre to Bihar fell from 0.31 to 0.21 during the above said
period. The grants from the centre under plan head are mostly the conditional grants and states
are required to match the contribution to spend. The decline in revenue from own resources
and enactment of FRBM Act by Bihar government, due to the linkage of central transfers with
fiscal reforms at state level, create constraint on state expenditure and leave less space to use

the grants.

Capital Receipts

The composition of capital receipt consolidated fund of the state government has changed since
2000 due to:
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(i) The institution of National Small Savings Fund (NSSF) effective from April 1, 1999.
(ii) Enactment of Debt Swap Scheme (DSS) during the phase 2002-2005

(iii) Discontinuation of Plan loan since April 1, 2005 on the basis of the recommendation of

Finance Commission XII (TFC).

The share of borrowings from internal sources and loans and advances from the centre in CRCF
has been more than 98.0 percent and the role of recovery of loans and loans and advances from
the centre in CRCF has been negligible for Bihar. The contribution of recovery of loans and
advances in CRCF of Bihar has been much lower than that of BIMARU states and all states.
The role of market borrowings in internal debt of the state government gained importance since
2005-06 with the phase out of central loans in pursuance of the recommendation of TFC. The
contribution of market borrowings in the internal debt of Bihar significantly increased from
32.6 during the period 2000-01 — 2004-05 to 65.6 percent during 2010-11 — 2015-16. The share
of NSSF in internal debt of Bihar has been highest i.e. 55.4 percent during the period 2000-01
2004-05 due to the entire net collections credited to NSSF were passed on to the states against
the issues of SSGS under the DSS but its share declined to 22.0 percent during 2010-11 — 2015-
16. The declining role of NSSF contribution in the later phase can be assigned to three factors:
(1) fluctuation of net collections from small saving schemes (ii) revision of norms associated
with the sharing of net collections from small savings between the centre and the states (iii)
repurchase of SSGS. The fluctuation of NSSF’s contribution is also related to the revisions of
norms associated with sharing of net collections from small savings between the centre and the
states. The sharing between the centre and the states was in the ratio of 20:80 between 1999-
2000 and 2001-02; 0:100 between 2002-03 and 2006-07; and 20:80 between 2007-08 and
2011-12. State governments have been given the alternative of using either the entire net small
saving collections within the state or only 50 percent of the net collections since 2012-13. 16
states including Bihar chose for a 50 percent share of net small saving collections as state

governments have had funds in excess of their financial requirement.

The central government’s role has been critical for deterioration of the state finances. The
interest rate on borrowings by the state governments were sharply enhanced after 1990-91. RBI
had raised the coupon rates of state government securities since 1990-91. The weighted average
of coupon rates climbed from 11.5 percent in 1990-91 to 14.0 percent in 1995-96. The interest
rates on borrowings by state governments through small savings also raised from 13.0 percent
in 1990-91 to 14.5 percent in 1992-93 and remains stagnant till 1997-98. However, the interest
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rate started to decline thereafter but the financial burden of high interest rates of these periods

has been notable.

The capital receipts from the public account of the state governments include the receipts from
state provident fund etc., reserve funds, deposits and advances, suspense and miscellaneous
and remittances. The contribution of public account to gross capital receipts of the state
government significantly increased since 2005-06 due to increase in the share of cash balance
investment account, component of suspense and miscellaneous, in gross capital receipts. The
share of public account in the gross capital receipts of Bihar increased from 32.8 percent during
the period 2000-01 — 2004-05 to 94.1 percent during 2010-11 — 2015-16. The contribution of
cash balance investment account in gross capital receipts of Bihar significantly increased from
15.5 percent during the period 2000-01 — 2004-05 to 76.7 percent during 2010-11 — 2015-16.
The state governments’ receipts from cash balance investment account of gained importance
due to the sharp accumulation of the surplus cash balance of state governments since the
beginning of the fiscal 2005-06. This could be assigned to various factors (i) containment of
revenue expenditure by the state government and stationary capital outlay after the enactment
of Fiscal Responsibility Legislation (ii) adherence to the fiscal restructure plan of the TFC to
avail of debt relief in terms of debt write-off and rescheduling of loans from the centre (iii)
larger transfer of resources from the centre on the basis of the recommendation of TFC
recommendations (iv) increase in receipts through several small saving schemes (v) entire
small savings collection (net of repayment) accrue to the states under DSS. The Bihar
government is not able to spend the cash surplus because of the fear of rising GFD, which is

detrimental to developmental expenditure.

Internal debt, loans and advances from the centre and state provident fund etc., reserve funds
and deposits and advances of public account together constitute the total debt of the state
government. The contribution of borrowings from internal sources and loans and advances
from the centre in total liabilities of Bihar started to decline while the role of public account in
total liabilities gained importance since 2005-06. The decline in the share of internal debt in

total liabilities mainly due to fall in the share of NSSF in total liabilities of Bihar.

Per capita total liabilities of Bihar was rs. 2792 during the period 2010-11 — 2015-16 against
rs. 908 during 2000-01 — 2004-05 and it has always been lower than that of BIMARU states
and all states. The ratio of total liabilities to GSDP of Bihar declined from 10.8 percent during
the period 2000-01 — 2004-05 to 8.6 percent during 2010-11 — 2014-15. This decline is due to
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fall in the contribution of internal debt to GSDP of the Bihar government. Debt receipts and
GSDP of present Bihar was growing at the annual rate of 7.8 percent and 10.9 percent
respectively during the period 2000-01 to 2014-15 while total liabilities grew at the annual rate
of 14.6 percent during the same period.

Total Expenditure of the State Government

The contribution of expenditure on revenue account to total expenditure of the Bihar
government came down from 79.5 percent during the phase 2000-01 — 2004-05 to 76.7 percent
during 2010-11 — 2015-16 and consequently the participation of expenditure on capital account
in total expenditure increased from 205.5 percent to 23.3 percent during the same period.
Revenue expenditure and capital expenditure of Bihar grew at the annual rate of 12.3 percent
and 16.5 percent respectively during the period 2000-01 — 2014-15 while GSDP of the Bihar
government grew at the annual rate of almost 11 percent during the same period. The share of
capital outlay in total expenditure of Bihar significantly improved from 7.9 percent during the
period 2000-01 — 2004-05 to 17.4 percent during 2010-11 — 2015-16 and the capital outlay was
growing at an annual rate of 22.5 percent during the phase 2000-01 — 2015-16. The significant
increase in expenditure on energy on the capital account of Bihar has been the main reason for
improvement in capital outlay. The contribution of capital outlay to total expenditure of the
Bihar government has been lower than the average of all states. The share of discharge of public
debt in total expenditure of Bihar fell from 7.5 percent during the period 2000-01 to 4.2 percent
during 2010-11 — 2015-16 because of fall in the contribution of repayment of loans and

advances from the centre in total expenditure.

The percentage contribution of expenditure on non-plan account in total expenditure has
always been higher than that of plan expenditure in total expenditure for Bihar, BIMARU states
and all states during the period 1990-91 to 2014-15. The contribution of non-plan expenditure
on revenue account in total expenditure of Bihar decreased from 71.1 percent during the period
2000-01 — 2004-05 to 53.7 percent during 2010-11 — 2014-15 mainly because of fall in the
participation of interest payment in total expenditure of the Bihar government from 17.1
percent to 7.1 percent during the same period. This decline is due to debt swap schemes of the
central government and interest relief from the centre to Bihar government under the
recommendation of FC12 and shifting away from expensive source of borrowing through
NSSF.
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The percentage contribution of total expenditure on developmental head to total expenditure of
the Bihar government improved from 52.7 during the period 2000-01 — 2004-05 to 66.4 during
2010-11 — 2015-16 due to fall in the contribution of non-developmental expenditure to total
expenditure of the Bihar government. Developmental expenditure of Bihar grew at an annual
average rate of 14.5 percent during the phase 2000-01 — 2015-16. The contribution of
developmental expenditure on revenue account to total expenditure of the Bihar government
rose from 48.0 percent in 2000-01 to 51.8 percent in 2012-13 but fell to 49.5 percent in 2015-
16. The percentage contribution of developmental expenditure on capital account to total
expenditure of the Bihar government improved from 11.6 in 2000-01 to 19.5 in 2010-11 but
fell to 18.7 in 2015-16. The contribution of developmental expenditure on revenue account to
total expenditure of present Bihar has been lower than the average for BIMARU states. The
contribution of non-developmental expenditure to total expenditure of the Bihar government
sharply decreased from 2000-01to 2015-16. The reduction in the participation of interest
payment in total expenditure due to interest relief to the Bihar government from central
government under the recommendation of FC12 and shifting way from expensive source of
borrowing through NSSF by the Bihar government and fall in the contribution of repayment of
loans and advances to the centre in total expenditure with the phase out of central loans for plan
purpose in the pursuance of FC12 have been the responsible for fall in the contribution of non-

developmental expenditure in total expenditure of the Bihar government.

Per capita developmental expenditure of Bihar is not only lower than that of BIMARU states
and all states but per capita gap of developmental expenditure of Bihar with BIMARU states
and all states since 2000-01 — 2004-05 to 2010-11 — 2015-16. Per capita social sector
expenditure of Bihar has also been lower than that of BIMARU and all states. The ratio of
developmental expenditure to GSDP of Bihar improved from 12.7 percent during the period
2000-01 — 2004-05 to 15.9 percent during 2010-11 — 2014-15 due to improvement in both
developmental revenue expenditure and developmental capital expenditure to GSDP ratio
during the same period. But the ratio of developmental expenditure to GSDP in case of Bihar
government fell from 18 percent in 2007-08 to 15.6 percent in 2014-15 due to decrease in the
ratio of both developmental expenditure on revenue account and developmental expenditure
on capital account to GSDP during the same period. This is serious impact of FRBM act on
state expenditure as Bihar experienced cash surplus but were not used for expenditure due to

fear of rising GFD.
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Analysis of Fiscal Performance of Bihar

Bihar started to experience revenue surplus since 2004-05 before the implementation of FRBM
act in 2006. The revenue surplus of Bihar government climbed from rs. 1075.7 crore in 2004-
05 to rs. 12507.2 crore in 2015-16. The ratio of revenue surplus to GSDP of Bihar increased
from 1.4 percent in 2004-05 to 3.1 percent in 2010-11 after that it declined to 1.5 percent in
2014-15 and the ratio of GFD to GSDP of Bihar fell from 4.5 percent in 2005-06 to 2.0 percent
in 2010-11 but after that it increased to 2.8 percent in 2014-15 but still lower than the targeted
level of 3 percent of GFD to GSDP ratio under the FRBM act. Net receipts from borrowings
and public account of Bihar government exceeds GFD amount which caused cash surplus of
rs. 299 crore in 2005-06 which increased to rs. 2108 crore in 2010-11 after that it declined to
rs. 214 crore in 2015-16.

The percentage contribution of outstanding debt to GSDP of the Bihar government came down
from 55.0 in 2002-03 to 31.0 in 2015-16 because of the higher growth rate of GSDP in contrast
to the growth rate of outstanding debt during the same period. The main reason for lower
growth of outstanding liabilities implementation of FRBM act in 2006 and absolute eradication
of revenue deficit since 2004-05 by the Bihar government, enabling it to receive the benefit of
debt waiver by the central government on the basis of the recommendation of 12" Finance
Commission. However, the ratio of outstanding liability to GSDP had reached a much lower
level of 27 percent in 2011-12 and remained at that level till 2013-14; it has since been rising
again but it is still lower than the targeted level of 41.6 percent by 2014-15 under the amended
FRBM act (2010-11) by Bihar government in the pursuance of the recommendation of 13™
Finance Commission.

The contribution of developmental expenditure and non-developmental expenditure on
revenue account to total revenue receipts of former Bihar constitute 113.1 percent during the
period 1990-91 — 1994-95 and sharply declined to 89.7 percent during 2010-11 — 2015-16 of
present Bihar. The contribution of developmental revenue expenditure in total revenue receipts
of the state government was 57.2 percent during the period 2010-11 — 2015-16 against 71.0
percent during 1990-91 — 1994-95 while the contribution of non-developmental expenditure
on revenue account to total revenue receipts was 32.5 percent during the period 2010-11 —
2015-16 against 42.5 percent during 1990-91 — 1994-95. The sharp decline in the contribution
of non-developmental expenditure to total revenue receipts, particularly after 2005-06, is
because of fall in the share of interest payment in total revenue receipts because of availing the

benefit of interest relief from the central government. Total revenue receipts of the state
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government couldn’t be fully exhausted for the expenditure on developmental revenue
expenditure and non-developmental revenue expenditure together during the phase 2005-06 —
2009-10 and 2010-11 — 2015-16 and consequently Bihar government experienced revenue
surplus. Bihar government enacted FRBM act in 2006 to eliminate revenue deficit and to
maintain GFD at targeted level. But the cost of revenue surplus is the fall in the contribution
of developmental expenditure on revenue account in total revenue receipts of the Bihar

government.

On the one hand, Bihar government’s dependency on central transfers has increased due to
decline in the revenue receipts from own resources over the period and on the other hand, Bihar
enacted FRBM , to maintain the revenue deficit and GFD at targeted level, with the linkage of
central transfers with fiscal reform at the state level. The contribution of revenue receipts from
own sources to total revenue receipts of the Bihar government came down from 32.9 percent
in 2000-01 to 28.8 percent in 2015 -16 and further fell to 24.8 percent in 2016-17 due to loss
of revenue from state excise and VAT from liquor with the implementation of prohibition
policy by the state government in 2016. The contribution of resources transferred from Finance
Commission, in the form of share in central taxes and statutory grants, to total transfers from
the centre to the Bihar government diminished from 84.0 percent in 2001-02 to 75.6 percent in
2015-16 while the share of plan grants, which is mostly conditional and states are require to
match the contributions to spend, in total central transfers significantly increased from 15.3
percent in 2001-02 to 23.6 percent in 2015-16. Even, Bihar has experienced the cash surplus
since 2005-06 due to rise in capital receipts in the form of borrowings but it has not been used
for expenditure purpose due to fear of rising GFD. The consequence of FRBM act is
detrimental to developmental expenditure as the per capita developmental expenditure of the

Bihar government has been very much less than that of all states level.
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