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I. Introduction: background of the study 
 
Decentralization and increase in the states’ responsibilities  
 
 In 1991, in a context of financial crisis and few weeks after the constitution of a 
government led by the Congress, a program of reforms aimed at opening the country to FDIs 
was launched.  Pushed by the IMF, the Congress government of Narasimha Rao implemented 
several liberal policies. Step by step, the Central government loosened its power over the 
states. For instance, the abolition of the licence raj consequently led to the dismantlement of 
the former centralized system of management of the economy. 

 The relaxing of control of the Central government over the States’ administrations has 
freed a new decisional space for the regional governments to shape their own development 
strategies (this decentralization of power was formally set in 1993 with the two constitutional 
amendments). As Montek Ahluwalia puts it (2001:2) “liberalization has eliminated many of the 
controls earlier exercised by the central government and thereby increased the role of the state 
governments in many areas that are critical for economic development.” 

Although the Central government still has the responsibility to define macro-economic 
policies, states’ governments have a decisional power over development policies. Hence 
education, health and infrastructures belong to their prerogatives and they usually spend 
relatively large amounts in these sectors. The question that is raised is the following: how can 
the states finance these important development policies? 

They benefit from Central transfers and they can use their own tax revenues. States 
therefore often try hard to increase their own financial capacities, by attracting investments 
for instance. Besides, the decentralization process has also allowed the states to have access to 
new financial sources such as direct loans made by international agencies, e.g. the World 
Bank.  
 
Fiscal imbalances  
 
 However, as Raja J Chelliah explains (2005:3400), while expenditure decentralization is 
rather easily feasible, taxing powers remain “to a considerable degree” centralized, due to 
“efficiency considerations.” “The limited decentralization of taxing powers along with 
substantial decentralization of spending responsibilities creates the familiar problem of 
vertical fiscal gap.” The states’ tax assignments are thus often insufficient to balance their 
spending. 
 As Chelliah tells (2005:3400), the makers of the Indian Constitution had intended to 
address the problem of vertical fiscal gap by the sharing of taxes. On the other hand, the issue 
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of horizontal gap/inequalities (i.e. “disparities and unequal capacities to provide public services 
among the states”) was supposed to be solved by grants-in-aid. “The horizontal transfers must 
be geared to compensate for deficiency in fiscal capacity, whereas the transfers to cover the 
vertical gap are to be fashioned to make good the insufficiency of taxing power from which all 
states suffer.” 
 However, “the Finance Commissions did not, generally speaking, keep these two types 
of gaps clearly separate.” To close the vertical gap, the Finance Commissions usually raises the 
states’ share of central taxes and close the remaining gap thanks to grants-in-aid. 
What is important to underline is the delinking of spending and taxing decisions at the 
margin and the periodic debt relief provided to the states (Chelliah, 2005:3401). This “gap-
filling approach” provides wrong incentives for the states that are not encouraged to 
maintain a fiscal discipline. 
 This problem is aggravated by the plan assistance and loans. The amount of Plan 
assistance (30% are grants and 70% are loans) is based on various criteria (population, per 
capita income, performance, special problems1) but does not depend on the capacity of the state 
to repay. Therefore, “loans are given to the states on the basis of entitlements without 
regard to capacity to repay, the existing level of debt, level of GSPD and the level of 
revenues.” (Chelliah, 2006:3402). Therefore, the indebtedness of the states has grown fast. For 
instance, while the share of public debt as percentage of GSDP for Orissa was 30.35% in 1980-
81, it was 65% in 2002-03 (Chelliah, 2006:3402). 
For Chelliah, these facts are responsible of a “continuing fiscal imbalance”: “the root causes 
of the endemic fiscal crisis, especially at the level of the states, (which then affects the central 
fisc) are to be found in the simultaneous pursuit of fiscal objectives and policies which are in 
themselves incompatible.” (2006:3399). 
 
Fiscal Responsibility Act  
 
 To face the continuing high level of the combined fiscal deficit, the GoI took recently 
remedial measures. The Fiscal Reforms and Budget Management Act (FRBMA) was 
enacted on August 26, 2003 and the Act and the rules were notified to come into effect from 
July 5, 2004. This Act, in providing the support of a strong institutional mechanism, aims at 
managing the central fiscal deficit. With this act, the GoI is compelled to reduce its revenue 
deficit by an amount equivalent to half per cent or more of the estimated GDP at the end of 
each financial year and eliminated by March 31, 2009. Fiscal deficit is to be reduced by an 
amount equivalent to 0.3 per cent or more of the estimated GDP at the end of each financial 
year and reduced to no more than 3% of the estimated GDP by March 31, 2009. Apparently, 
since the enactment of the FRBM, the fiscal deficit of the Centre has indeed decreased (see 
table below).  

                                                 
1 In proportion to 1971 population : 60% of the assistance 
Inversely proportional to per capita income: 25% 
Performance (tax effort, expenditure management, achievement of literacy, population control, land reforms and 
absorption of external aid): 7.5% 
Special problems: 7.5% 
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 States have also joined the process of fiscal consolidation in line with the Twelfth 
Finance Commission's recommendations and are complementing the efforts of the Central 
Government. “Governments have adopted various institutional measures, which were oriented 
towards further strengthening of fiscal discipline, such as legislation in respect of guarantees 
and fiscal responsibility” (RBI, 2008:6).  Twenty-six State Governments have enacted Fiscal 
Responsibility Legislations between 2002 and 2007. Only Sikkim and West Bengal did not. 
According to the Reserve Bank of India (2008:3) “the States made substantial progress in 
meeting the targets stipulated under their FRLs.” 

 
 

 
States’ new decisional space vs states’ fiscal space   
 
 While it is important to see that GoI as well as states’ governments make some efforts 
to solve the problem of fiscal imbalance, the issue of fiscal deficit is not the primary focus of 
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this study. More than the question of fiscal deficit, the issue we are interested in is the states’ 
power/capacity to finance their own development policies. 
In the context of decentralization, as told above, states have gained greater responsibilities – 
but did they have (fiscal) power to act and take advantage of this new decisional space? Since 
1993 and the decentralization policies, did the states manage to increase their fiscal 
capacities to customize their own policies? 
 
In this study, we will first look at states’ finances to see whether all states have been able to 
create a fiscal space and whether their fiscal capacities have increased over time. We will then 
look at the states’ spending to see how they use their fiscal space.  
 
Due to data availability, the period we focus on starts from 1993-94 and ends in 2002-2003. 
 
 
II. Do the states indeed have fiscal space? 
 

What is fiscal space? We chose to use the definition of Peter Heller (2005) for whom 
“[fiscal space] can be defined as room in a government’s budget that allows it to provide 
resources for a desired purpose without jeopardizing the sustainability of its financial position 
or the stability of the economy.”  
 
How can “fiscal space” be measured?  
 

We decided to use several measures. 
 
We draw our first measure from the paper written by Nooruddin and Chhibber (2005). 

In their study of the relation between fiscal space and electoral volatility in the Indian states, 
they use a definition derived from interviews with state bureaucrats who were responsible for 
the financial affairs in two Indian states: Assam and Bihar. 
They measure fiscal space as “the difference between its total receipts on the revenue account 
and the sum of its expenditures on civil administration, the police, and debt servicing from the 
revenue account.  To the resulting difference, [they] add the size of the deficit the central 
government allows the state government to run.” (2005:13).  

To measure ‘the size of the deficit the central government allows the state government 
to run’, we chose to use the loans from the Centre as a proxy. Indeed, as Nooruddin and 
Chhibber explain (2005:13): “States that have some ‘leverage’ at the center […] can obtain 
more resources from the central government.” Moreover, “since state government deficits do 
have a direct political cause and these are therefore exogenous to the revenue generating 
capabilities of a state government it is important to control either for the loans received by a 
state or its deficits.”  

From the data at our disposal, revenue expenditures are classified in several categories.  
To proxy the ‘expenditures on civil administration, the police, and debt servicing’, we use two 
of these categories:  
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- “Interest Payments and Servicing of Debt” that comprises the ‘Appropriation for 
Reduction or Avoidance of Debt’ and the ‘Interest Payments’ (interests on loans from the 
Centre, interests on internal debt, interest on small savings, provident funds, etc.) 
- “Administrative Services” that comprises the ‘Secretariat-General Services’, the ‘District 
Administration’, the ‘Police’, ‘Public Works’ and ‘Others++.’  

 
 Peter Heller explains that “a government can create fiscal space by raising taxes, 
securing outside grants, cutting lower priority expenditure, borrowing resources (from citizens 
or foreign lenders), or borrowing from the banking system.” However, he adds that “it must do 
this without compromising macroeconomic stability and fiscal sustainability.” It thus seems 
that our first measure does not completely take into account the long-term sustainability of the 
debt. Hence, it can only correspond to the definition of a short-term or medium-term ‘fiscal 
space.’   

Indeed, if ‘fiscal space’ designates the “room in a government’s budget that allows it to 
provide resources for a desired purpose without jeopardizing the sustainability of its financial 
position or the stability of the economy” in the long run, the surplus availability of funds (the 
fiscal space) at one point in time is not necessarily sustainable (indeed, the incurring of debts 
necessarily leads to a future repayment and payments of interests, which can be unsustainable 
and endanger the state’s future fiscal space).  

Therefore, a second measure of fiscal space is simply the difference between the total 
revenue receipts (which convey the health of the state’s economy and its capacity to mobilize 
resources (e.g. through the tax system)) and the ‘compelled expenditure’ that are the 
“Interest Payments and Servicing of Debt” and the “Administrative Services” expenditure.  
 

As Nooruddin and Chhibber, we normalize both measures of fiscal space by the total 
size of government revenues. Expressing fiscal space as a share of total revenues also partially 
conveys the differential economic performances of the states: better performing states are those 
who manage to earn higher tax revenues compared to their “compelled” spending. Doing so 
helps us to take into account both the size of the state’s economy and performance. 
 Besides we also normalize both measures by the state’s population to take into account 
the demographic size of each state. Thus, fiscal space normalized by the population expresses 
the amount of funds (in rupees) available per capita after the compelled expenditure have been 
paid. 
 
We thus have 2 different measures, declined in different categories: 
Fiscal space 1 
 Fiscal space1 = [Total Revenue receipts – (Revenue expenditure on Interest Payments 
and Servicing of Debt + Revenue expenditure on Administrative Services) + Loans from the 
Centre] / Total Revenue receipts. 
 Fiscal space1* = [Total Revenue receipts – (Revenue expenditure on Interest Payments 
and Servicing of Debt + Revenue expenditure on Administrative Services) + Loans from the 
Centre] / Total population. 
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Fiscal space 2 
 Fiscal space2 = Total Revenue receipts - (Revenue expenditure on Interest Payments 
and Servicing of Debt + Revenue expenditure on Administrative Services)] 
 Fiscal space2* = Total Revenue receipts - (Revenue expenditure on Interest Payments 
and Servicing of Debt + Revenue expenditure on Administrative Services)]/Total Revenue 
receipts. 
 Fiscal space2**= Total Revenue receipts - (Revenue expenditure on Interest Payments 
and Servicing of Debt + Revenue expenditure on Administrative Services)]/Total Population. 
 
What do the data show?2 
 

Globally, there has been a global increase in revenue receipts from the 1980s for all 
the states, both in absolute and per capita terms. 

On average, the revenue receipts for the 16 states increased by 66.5% from 1993-94 to 
2003-2004. Nevertheless, starting from the mid 1990s, greater disparities could be witnessed.  

It is important to look both at the absolute values and the per capita values. Indeed, 
looking at the per capita revenue receipts, we see that the “richer” states have witnessed greater 
fluctuations than the “poorer” ones. However, when the revenue receipts are normalized, we 
still observe the same trend: on average, from 1993 to 2003, the revenue receipts increased for 
all states.  

We also observe that “richer” states (Haryana, Himachal Pradesh, Punjab, Gujarat…) 
tend to have higher revenue receipts per capita. 

 





 

Andhra Pradesh
Assam
Bihar
Gujarat
Haryana
Himachal P radesh
Karnataka
Kerala
Madhya Pradesh
Maharashtra
Orissa
Punjab
Rajasthan
Tamil Nadu
Uttar Pradesh
W est Bengal  

                                                 
2 See appendix to know more about the data used and calculations made. 
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




Andhra Pradesh
Assam
Bihar
Gujarat
Haryana
Himachal P radesh
Karnataka
Kerala
Madhya Pradesh
Maharashtra
Orissa
Punjab
Rajasthan
Tamil Nadu
Uttar Pradesh
W est Bengal  

 




                




               




               




               




               




               




               




               




               




               




               




              






               


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


 

Andhra Pradesh
Assam
Bihar
Gujarat
Haryana
Himachal P radesh
Karnataka
Kerala
Madhya Pradesh
Maharashtra
Orissa
Punjab
Rajasthan
Tamil Nadu
Uttar Pradesh
W est Bengal  

 
 
However, at the same time, states did not witness a large increase in fiscal space.  
 
Before using our measures of fiscal space, we can first look at easy indicators.  
A first way of assessing the fiscal space of a state is to look at the interest payment 

on revenue receipts ratio (IPRR ratio). As Satyapriya Rath, (O.S.D., Finance Department, 
Government of Orissa) explained3, this ratio is often used by the Government of Orissa and the 
donor agencies to assess a state’s fiscal space. 

In the graph below, we see that the IPRR ratio has increased in almost all the states 
during the period considered. It means that a greater part of the revenue receipts is spent on 
interest payment. For instance, in 2002-2003 in West Bengal, interest payment represented 
more than half (52.35%) of the revenue receipts of the state. 

 
 
 
 
 

                                                 
3 In a personal interview. 
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


      

Andhra Pradesh
Assam
Bihar
Gujarat
Haryana
Himachal Pradesh
Karnataka
Kerala
Madhya Pradesh
Maharashtra
Orissa
Punjab
Rajasthan
Tamil Nadu
Uttar Pradesh
W est Bengal  

 
 
 
 
Besides, as Satyapriya Rath pointed out, capital expenditure in itself gives indications 

about the fiscal capacities of a state. If capital expenditure increases steadily over a certain 
period of time, it means that the state has enough fiscal space to make durable investments 
(better for its medium-term/long-term development). 
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


 

Andhra Pradesh
Assam
Bihar
Gujarat
Haryana
Himachal P radesh
Karnataka
Kerala
Madhya Pradesh
Maharashtra
Orissa
Punjab
Rajasthan
Tamil Nadu
Uttar Pradesh
W est Bengal  

 
 
We see that despite fluctuations, on average the per capita capital expenditure have 

increased from 1993 to 2003. We also notice that Himachal Pradesh and Punjab, the two states 
having the higher per capita capital expenditure are also those having the greater revenue 
receipts per capita. 

 
 
Our measures of fiscal space give a picture somewhat different.  
 
By looking at our first measure of fiscal space, it appears that all states have seen 

their fiscal space decreasing over the period 1993-94 to 2002-03. On average for all the 16 
states, the fiscal space has decreased by 16.58% from 1993-94 to 2002-03.  

The states’ performance is nevertheless mitigated: for instance while Assam’s fiscal 
space has increased by 3.14% over the period, Punjab’s fiscal space decreased by almost 30% 
and Himachal Pradesh’s by almost 40%. 
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


              




               




               




               




               




               




               




               




               




               




               




               

 

 

Andhra Pradesh
Assam
Bihar
Gujarat
Haryana
Himachal Pradesh
Karnataka
Kerala
Madhya Pradesh
Maharashtra
Orissa
Punjab
Rajasthan
Tamil Nadu
Uttar Pradesh
W est Bengal
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However, when we normalize this measure of fiscal space by the size of the population, we 
see that states have seen their fiscal capacities increasing. On average the “fiscal space 1*” 
increased by 9.47% over the period considered. Not surprisingly, states that are relatively less 
populated (Himachal Pradesh, Haryana) enjoyed a bigger “fiscal space per capita”. 
Table + graph 
 




                

               

               

               

               

               

               

               

               

               

               




               

 

    

Andhra Pradesh
Assam
Bihar
Gujarat
Haryana
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Karnataka
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Madhya Pradesh
Maharashtra
Orissa
Punjab
Rajasthan
Tamil Nadu
Uttar Pradesh
W est Bengal
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If we look at our second measure (fiscal space 2), we also see that on average, all states 
(except West Bengal and Himachal Pradesh) increased (sometimes very slightly) their 
“fiscal space” (in absolute terms), as measured by the difference between the total revenue 
receipts and the state’s “compelled expenditure.” This fact is of course linked to the positive 
increase in revenue receipts for all states during the period. Bigger and richer states have bigger 
“fiscal space”. 
 
 
 



 
                




        




      




      




      




      




      




      




      




      




      





               
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Andhra Pradesh
Assam
Bihar
Gujarat
Haryana
Himachal Pradesh
Karnataka
Kerala
Madhya Pradesh
Maharashtra
Orissa
Punjab
Rajasthan
Tamil Nadu
Uttar Pradesh
W est Bengal

 
 

 
However, the “fiscal space” normalized by the total revenue receipts (fiscal space2*) 

gives us another picture: it appears that for all the states, the share of the fiscal space in the 
total revenue receipts has declined or stagnated.  

 


   

Andhra Pradesh
Assam
Bihar
Gujarat
Haryana
Himachal Pradesh
Karnataka
Kerala
Madhya Pradesh
Maharashtra
Orissa
Punjab
Rajasthan
Tamil Nadu
Uttar Pradesh
W est Bengal  
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                
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Finally, the “fiscal space” normalized by the total population (fiscal space2**) gives 

uneven results: while for some states it increased, it decreased for others. 
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What can we say from these apparently contradictory results?  
 
Since, as we saw above, the total revenue receipts have increased for all the states over 

the same period of time, it means that the compelled expenses have increased on average 
more rapidly than the total revenue receipts. In other words, the share of the compelled 
expenditure in the total revenue receipts increased a lot between 1993-94 and 2003-04. 
 
 State whose fiscal space has known a substantial decrease (Himachal Pradesh, West 
Bengal, Uttar Pradesh…), revenue expenditure on Interest Payments and Servicing of Debt and 
on administrative services has usually grown much faster than their total revenue receipts. The 
contrary is not always true. However, it appears that states that have managed to keep a 
relatively stable fiscal space (Assam, Bihar, Haryana...) have seen their revenue receipts 
growing more or less at the same pace than their compelled expenditure. 
For instance, between 1993-94 and 2002-03, Bihar’s revenue receipts have grown 
approximately at the same pace than its “compelled” expenditure, so that its fiscal space has 
stagnated. On the other hand, West Bengal’s fiscal space has witnessed a substantial shrinking. 
The state’s compelled expenditure have been multiplied by 3.17, while its revenue receipts 
have been multiplied by 1.6. 
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       

       
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       
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       

       
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It follows that, in average, in 2002-2003 there was relatively less space for the states to use 
their receipts for customized policies than in 1993-1994. 
 
 
How can we explain the disparities in fiscal space?  
 
Spending on interest payment and servicing of debt 
 
 For most states, the decline in fiscal space is due both to the increase in spending on 
administration and on interest and debt. Nevertheless, between 1993-94 and 2002-03 for all 
states the increase in spending on debt was much higher than for the spending on 
administrative services. The surge in spending was especially strong from the mid 1990s.  
 West Bengal and Himachal Pradesh witnessed a very big surge in spending on interests 
and debt. These two same states saw their fiscal space decreasing rapidly over the same period 
of time. On the other hand Bihar’s spending (both on interest payment and administrative 
services) were kept approximately at the same level (except between 1999-2001, when Bihar’s 
spending on administrative services knew a rise before decreasing). 
 
            


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  

  

  

  

  

  



 18 
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 The loans from the Centre possibly played a role in the increase in spending on 
interests and debt. The amount of loans given by the Centre peaked at the end of the 1990s 
(in 1998-99). For some states (Uttar Pradesh, Gujarat, Maharashtra, West Bengal, Rajasthan), 
it steadily increased from 1993-94 to reach its peak in 1998-99 before decreasing. For other 
states (Orissa, Andhra Pradesh, Karnataka), it increased especially since 2000. 
The fact that the majority of the states benefited from higher loans from the Centre was 
however not always correlated with an increase in spending on administration and on interest 
payments. However, it appears that over the period considered, the states that received the 
higher loans from the Centre were also those spending the most on interest and debt. There 
appears therefore to be a positive correlation between spending on debt and receiving loans 
from the Centre.  
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
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Nevertheless, these observations do not tell much about the link of causality: do the states spend 
more on repaying their debt because they are used to contract loans (from the Centre), or does 
the central government provide them loans so that they can reimburse their debt? It may be both. 
 
Level of wealth 
 
 As we have seen, richer states seem to have bigger revenue receipts. It is not a surprise to 
see that Uttar Pradesh, Bihar and Orissa do not have great fiscal space. At the same time, it 
appears that the states that perform the worst in terms of fiscal space are not always the 
poorest states. For instance, West Bengal is the state that ranks at the bottom for all the 
indicators (IPRR, fiscal space 1, fiscal space 1*, fiscal space 2, fiscal space 2*, fiscal space 2**). 
However, West Bengal ranks rather in the average in terms of NSDP per capita. Besides, 
Himachal Pradesh ranks among the richer states but saw its fiscal space rapidly decreasing. 
Punjab, which is also a rather rich state, does not perform so well either.  
 
Is there a relation between a state’s fiscal space and its level of wealth and development? 
 
 The “poorer states” are the states whose GSDP falls below the mean GSDP for the year 
considered while the “richer states” are those whose GSDP is equal or higher to the mean 
GSPD. Over the period considered (1993-94 to 2002-03), we also calculated the mean gross 
state domestic product for all the 16 states. We then calculated the mean fiscal space for two 
groups. The first group includes all the observations that fall below the mean GSDP (whatever 
the year) while the second group includes the observations that are equal or higher to the mean 
GSDP. 



 23 

 As shown in the tables below, there is no strong difference in mean fiscal space between 
the two groups. If we focus on the first measure of fiscal space (that takes loans from the centre 
into account), since 1998-99, the poorer states seem even to have had a higher fiscal space 
compared to the richer. 
Nevertheless, according to the third measure (fiscal space 2**), the richer states on average have 
more fiscal space than the poorer.   
It may thus be that poorer states enjoy greater fiscal space because they benefit from loans from 
the Centre.  
 In brief, it appears that on average (and depending on the measure used) richer 
states do not have a much greater fiscal space than poorer states that tend to benefit more 
from the loans from the Central Government. However, such a situation also endangers the long-
term fiscal sustainability of poor states. 
 
  

  

  

  

  

  



  

  

  

  

  

  



  

  

  

  

  

  

 
 
Tax effort 
 
 How can we further explain the differences in fiscal spaces?   
It may be a matter of tax effort - a combination of taxable capacity and political choice.  
 
 It is first important to underline that following the decentralization process, the states 
witnessed on average an increase in their own tax revenue from 1993-94 to 2002-03. 
Especially Maharashtra, Tamil Nadu, Andhra Pradesh and Uttar Pradesh increased their own 
fiscal revenue very rapidly (graph 1 below). In 2002-03 for Tamil Nadu and Maharashtra their 
own tax revenue represented half of their total revenue receipts (graph 2 below). 

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


 

Andhra Pradesh
Assam
Bihar
Gujarat
Haryana
Himachal Pradesh
Karnataka
Kerala
Madhya Pradesh
Maharashtra
Orissa
Punjab
Rajasthan
Tamil Nadu
Uttar Pradesh
W est Bengal  

 
 



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Assam
Bihar
Gujarat
Haryana
Himachal Pradesh
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 In a 2006 article, Mahesh C Purohit defines tax effort as “the ratio of actual tax revenue 
of a government to its taxable capacity” (2006: 747). Various taxes can be levied by a state; 
these include (among others) land revenue and agricultural income tax, sales tax, stamp duty 
and registration fee, tax on professions, trades, callings and employment. These taxes are not 
levied in all the states, for instance, Andhra Pradesh, Bihar, Gujarat, Haryana, Madhya Pradesh, 
Maharashtra, Orissa, Punjab and Uttar Pradesh do not levy agricultural income tax. 
 After estimating the taxable capacity of states, Purohit calculates their tax effort. It 
appears that there is an important variation in the tax effort of each state, depending on 
the tax.  
On the whole, Gujarat ranks first in terms of tax efforts; West Bengal and Andhra Pradesh are 
second and third. “Based on the ranks among the states, Rajasthan, Bihar, Punjab, Goa, Tamil 
Nadu, Kerala, Haryana, Madhya Pradesh and Karnataka have not tapped resources from the 
overall tax system.” (Purohit, 2006: 754). 
 
 


 
   

   
   
   
   

   
   
   
   

   
   

   
   

   
   

   
   

  
 
 However, when we try to plot the states’ tax efforts with the fiscal space, we find no 
correlation. There are actually two groups of countries: the first one (on the left) is composed of 
Punjab, Bihar, Tamil Nadu, Rajasthan, and Kerala – states that, according to Purohit, do not take 
advantage of their fiscal resources as they could; the second one (right) is composed of the other states 
that make greater effort to increase their fiscal resources. 
However, states of the second group are not those having the greater fiscal space. The best example is 
West Bengal. It is the state that performs the worst in terms of fiscal space, but it ranks second in 
Purohit’s ranking. It would mean that West Bengal cannot really count on its own taxable capacities 



 26 

to increase its fiscal space probably because its taxable capacities are too weak (or because West 
Bengal spends too much on interest and debt and on administrative services). 
 


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 This points out to the issues of the states’ level of development and management 
capacities. While the states were given more responsibilities and decisional space, it has 
been often pointed out that their tax assignments are often too weak to balance their 
spending4. The majority of the states therefore remain largely dependent on the central transfers. 
However, states that were at a higher level of development at the beginning of the reforms were 
maybe better prepared to the task of increasing their own resources. 
 
 
 Thus, from 1993-94 to 2002-2003, states’ fiscal space as a share of the total revenue 
receipts (fiscal space 1 and fiscal space 2*) has on average declined, or at best stagnated. This is 
probably due to the large increase in compelled revenue expenditure (revenue expenditure on 
interest and debt payments that have known a sharp increase especially starting from 1994-95, 
and revenue expenditure on administration). On the other hand, in per capita terms (fiscal space 
2 and fiscal space 2**), fiscal spaces have on average slightly increased. In absolute terms 
(fiscal space 2) we found that all states have seen their fiscal space rising or stagnating. 
 
 In this context of tightening of fiscal constraints (debts repayment…) and at the same 
time of absolute increase in revenue receipts, have the states changed their spending pattern? 
How do the states use their fiscal space? 
 
 
                                                 
4 See for instance Mahesh C Purohit, 2006. 
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III. Fiscal space for what? 
 
Social sector (revenue and capital) expenditure 
 
 The social sector expenditure for the Reserve Bank of India refers to expenditure on 
social services, rural development and food storage and warehousing under revenue 
expenditure, capital outlay and loans and advances by the State Governments. 
In absolute terms, the social sector expenditure increased for all states. On average it was 
multiplied by 1.71 between 1993-94 and 2004-05. Gujarat knew the fastest increase while 
Bihar the smallest. However, Bihar is one of the states that relatively spend the most on social 
sector. 



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


               




               




               




               




               




               
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


    



         




    



         




    



         




    



         




    



         




    



         




               





               


 
 When we speak in relative terms, things are different. The share of social sector 
expenditure in the total expenditure did not increase between 1990-91 and now. In average 
it even declined. There was even a sharp drop in 2003-2004 for all states. It is interesting to see 
that the states that have the smaller share of social sector expenditure in their total expenditure 
(Punjab and Haryana) are not the poorer states. On the other hand, the states that relatively 
spend the most on social sector are Bihar, Rajasthan, and Kerala. The first two belong to the 
poorer Indian states.  
 




Andhra Pradesh
Assam
Bihar
Gujarat
Haryana
Himachal Pradesh
Karnataka
Kerala
Madhya Pradesh
Maharashtra
Orissa
Punjab
Rajasthan
Tamil Nadu
Uttar Pradesh
W est Bengal  
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Developmental (revenue) expenditure 
 
In the national accounts, the “developmental expenditure” category is divided into two 
categories: the social services and the economic expenditure.  
 


 
 
 

 

 

 

 

 

 

 

 

 

 

 

 
 

  
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  

  

  

  

  

  

  

  

  

  

  

 

 

 

  

  

  

  

 

  

 

  

  

  

 

  

  

 

 

  

  

  

  

 
 
 
 

 

 

 
 

 

  

  

  

  
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  

 
 

 

 

 

 

 
 
 
 
 

 



 
                

                

                

                

                

                

                

                

                

                

                

                

                

 



 33 

Andhra Pradesh
Assam
Bihar
Gujarat
Haryana
Himachal Pradesh
Karnataka
Kerala
Madhya Pradesh
Maharashtra
Orissa
Punjab
Rajasthan
Tamil Nadu
Uttar Pradesh
W est Bengal  

 
 
Approximately all states increased their “developmental” spending. For Bihar and Madhya 
Pradesh however, the developmental expenditure stagnated.  
 

 
 

Andhra Pradesh
Assam
Bihar
Gujarat
Haryana
Himachal Pradesh
Karnataka
Kerala
Madhya Pradesh
Maharashtra
Orissa
Punjab
Rajasthan
Tamil Nadu
Uttar Pradesh
W est Bengal  
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Expenditure on social services 
 
             



 
                

                






























































































































































































































































































































































































































































               




               

 
The table above presents the revenue expenditure on social services5. The evolution of these 
expenditures is very similar to the evolution of expenditures on social sector (that take into 
account revenue expenditure, capital outlay and loans and advances by the State Governments). 
It would mean that the revenue expenditures on social services represent an important share in 
the social sector expenditures (that also include rural development and food storage and 
warehousing).  
On the whole, revenue expenditure on social services increased for all states, especially 
for Gujarat and Rajasthan. 
 
Education and health 
 
In 2002-2003, on average, spending on education represented 55% of the total 
expenditure on social services, and medical and public health expenditures represented 
13% of the total. The expenditures on education and health represent thus almost 70% of the 
total expenditure on social services. That is why we decided to look closer at the spending on 
these sectors. 

                                                 
5 As presented on the table above, under the « social » category, 12 other categories are included (Education, 
Health, Family welfare, Water supply and sanitation, Housing, Urban development, Welfare of ST, SC and OBC, 
Labour welfare, Social security, Nutrition, Relief on account of Natural Calamities, others. 
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It is first impressive to see that, on average, the share of education and health in total 
expenditure on social services decreased from 1993-94 to 2002-03. This decrease was bigger 
for health than for education. 
 




 
Education 
 




              




                




                




                




                




                




                




                




                




                




                




                





                

 
Health 
 




              




                




                




                




                




                




                




                
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


                




                




                




                





                

  
For all the states studied, the spending on education did not decrease (both in current and 
constant prices). However, for some states (Bihar and Uttar Pradesh), spending on public 
health did witness a real drop (in constant prices). For Bihar, it was reduced by 15%. A cut 
in spending on health may be a consequence of the bad fiscal situation of these states. Indeed, 
Bihar and Uttar Pradesh belong to the group of states that suffered the most from a reduction in 
fiscal space over the period.  
 
   



 
Education 

    



          





































































































































































































































































































































































































































































































































































































   






          
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Andhra Pradesh
Assam
Bihar
Gujarat
Haryana
Himachal Pradesh
Karnataka
Kerala
Madhya Pradesh
Maharashtra
Orissa
Punjab
Rajasthan
Tamil Nadu
Uttar Pradesh
W est Bengal  

 
 
Health 
 

 



             






                




                




                




                




                




                
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Andhra Pradesh
Assam
Bihar
Gujarat
Haryana
Himachal Pradesh
Karnataka
Kerala
Madhya Pradesh
Maharashtra
Orissa
Punjab
Rajasthan
Tamil Nadu
Uttar Pradesh
W est Bengal  

 
 
Nevertheless, education seems to be the top priority for Bihar. With Assam, Bihar is the state 
that spends the most on education in relative terms (in 2002-03 it represented almost 70% 
of the spending on social services). On the other hand, for Madhya Pradesh the share is only 
43% (and it decreased by 3 percentage points between 1993-94 and 2002-03).  
Over the period, the increase in revenue expenditure on education was the most 
spectacular for Haryana and Maharashtra: it was almost multiplied by 2. 
 
Spending on education is important since it appears positively correlated to the literacy rate. 
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Spending on education is also correlated to the level of wealth (GSDP per capita). Richer 
states tend to spend more on education (as measured by spending on education per 
capita) than poorer states. Since they have more revenue receipts, it is normal that they can 
spend more on these sectors in absolute terms. 
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However, in relative terms, it seems that poorer states spend more on education and 
health. Indeed the share of spending on education or on health in the total developmental 
spending is often higher for poorer states than for richer states.  
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Nevertheless, the trend seems to have changed: in 2002-2003, poorer states on average 
spent relatively less on health that richer states. 
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Economic expenditure 
 
Let’s now turn to economic expenditure (category B under “developmental expenditure”). 
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The revenue expenditure on economic services increased for all states, except Bihar, over the 
period. We also see that for some states, the expenditure knew great variations.  
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Which budget item benefited the most from this increase in spending on economic services? 
 
Agriculture 
 
It is apparently not agriculture. On average, spending on agriculture increased by 11.8% in 10 
years. For Bihar, Gujarat, Kerala, Maharashtra, Rajasthan and Tamil Nadu it decreased. For 
some states (Bihar) this reduction took place both in constant and current prices.  
 



 
Year  Assam  Guj.  HP Kar. Ker. MP  Ori. Pun. Raj. TN UP WB 

 42185 25362  39007  45505 19235 19023 58912 33365 70678 159392 26194 22077 37187 107238 79149 47738 

 40290 25376  37709  33696 17993 18995 56446 36472 68322 142149 24443 17332 38769 113383 62317 36490 

 37585 37776  41782  32803 18841 18859 71821 34853 72400 119712 32264 22212 35724 82454  66507 36563 

 42814 23069  30451  34842 20614 19434 64201 38344 77956 141785 32706 17250 31609 86475  69009 41436 

 42286 22468  21560  35820 18870 21253 61495 40400 79708 158120 29598 20569 31309 91392  71539 37825 

 45019 21410  26561  41339 22046 24797 66293 42252 89016 153811 32176 23592 35538 97860  74789 45557 



42077 23872  40710  47821 20933 23911 77270 44970 95684 171467 33260 22230 32563 134632 99312 52774 

 51960 23001  33523  49609 21728 25209 78153 39718 81220 172265 31086 28105 33479 86068  81645 56216 

 45574 23419  23288  60647 22809 23859 71350 33476 70110 147392 28151 25079 33699 76814  81036 49715 

 52486 28614  25766  44620 25220 31021 72858 31261 90242 138047 39611 31309 33522 65434  87264 51109 
Variati
on (%) 24 ,42  12 ,82  -33 ,94 -1 ,94  31 ,12  63 ,07  23 ,67  -6 ,31  27 ,68  -13 ,39  51 ,22  41 ,82  -9 ,86  -38 ,98  10 ,25  7 ,06  

Multipl
ied 

by… 
1,24 1,13 0,66 0,98 1,31 1,63 1,24 0,94 1,28 0,87 1,51 1,42 0,90 0,61 1,10 1,07 
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Rural development 
 
Spending on rural development on average stagnated from 1993-94 to 2002-03; it increased by 
only 6.45% (as we will see below, this is mostly driven by Kerala). However, the situation is 
much contrasted. Some states sharply cut their spending on rural development. This is the case 
of Bihar, Karnataka, Madhya Pradesh, Maharashtra and Orissa. Maharashtra’s spending was 
reduced by half. Orissa’s spending declined by more than 40%. On the other hand, Kerala’s 
spending on rural development was multiplied by 3.54 in not even 10 years. 
 

Year AP Assa
m Bihar Guj. Har. HP Kar. Ker. MP Mah Ori. Punj. Raj. TN UP WB 

1993-94 73101  10963  84300  30149  6766  4870  44073  15964  60596  117343  33697  2988  31789 41925  97696  49562  

1994-95 52521  10197  56179  28145  5641  4045  37878  15173  51047  102701  22252  1633  35261 29806  93305  50900  

1995-96 47181  8132  37291  30028  4436  4283  27199  15032  62596  102260  14770  3120  29215 28049  64054  46803  

1996-97 55685  8230  52397  30168  4411  4339  28043  19202  64188  93100  19107  1891  17207 31445  78030  57035  

1997-98 69784  6703  49174  33358  4672  5662  24227  51534  61901  93573  15996  3356  13844 39083  69489  42924  

1998-99 98293  6613  89154  44545  4178  5185  27263  59193  65167  78337  21817  3700  15645 38205  80344  47923  
1999-
2000 67483  7544  10150

6  40142  7676  4906  29946  50743  50754  39849  31472  3058  19038 37278  124450  46971  

2000-01 57052  5763  65589  53255  5410  7895  30508  43829  60385  33278  25214  4218  17853 42320  113761  47132  

2001-02 71925  15096  46416  25666  7869  4366  31391  36970  39181  32185  26748  3664  26388 29212  93853  54698  

2002-03 70432  13874  64015  39464  7097  4685  30844  56436  39449  58013  19771  2568  32100 37442  108883  43577  
Variatio

n (%) -3 ,7  26 ,6  -24 ,1  30 ,9  4 ,9  -3 ,8  -30  253 ,5  -34 ,9  -50 ,6  -41 ,3  -14  1  -10 ,7  11 ,5  -12 ,1  

Multiplie
d by… 0,96 1,27 0,76 1,31 1,05 0,96 0,70 3,54 0,65 0,49 0,59 0,86 1,01 0,89 1,11 0,88 
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Irrigation and flood control 
 
On average spending on irrigation was multiplied by 1.2 (an increase of 22.2%). For some 
states, the increase was important (Andhra Pradesh, Gujarat, Punjab); for others, spending on 
irrigation decreased a lot (Karnataka, Maharashtra).  
 

Year 
Assa

m  Guj.  HP Kar. Ker. MP  Ori. Pun. Raj. TN UP WB 



59715  4455  20943 63041  22541 1582  32431 9123  19502 96531  10742 15621 37829 17393 99488  2111
2  




64572  4490  19554 65915  47080 2348  33838 9266  19693 99806  9866  15274 37513 18337 104445  1990
2  




68114  4183  20622 75269  22236 2327  34040 9372  22256 109900  9942  15767 39584 18346 109130  2026
9  




71131  4726  23574 78947  21210 2285  39149 8040  21264 115358  13276 17159 37126 19935 109675  2219
7  




77553  4959  16159 89945  20604 2705  41702 7127  20842 124162  10104 18884 40085 23962 99112  2339
8  




81409  5915  19562 110567  19861 2997  39752 8908  23126 125891  10828 19712 48123 26667 93117  2681
9  




76013  6277  31422 126020  19687 2871  46980 8900  24343 119414  10586 19263 47873 26443 74645  3410
7  




92135  8334  36644 136430  19742 3099  51093 8088  22468 121882  10927 19805 49213 27665 82739  4408
1  




94881  6951  25098 122226  24675 2743  12509 5962  16528 115447  11620 19436 49974 25816 81213  3551
2  




104682  6853  26797 128028  34491 2393  12073 7624  12611 43845  9066  32971 48485 23869 64942  2815
3  

Variati
on (%) 75 ,3  53 ,8  28 ,0  103 ,1  53 ,0  51 ,3  -62 ,8  -

16 ,4  -35 ,3  -54 ,6  -15 ,6  111 ,1  28 ,2  37 ,2  -34 ,7  33 ,3  

Multipl
ied 

by… 
1,8 1,5 1,3 2,0 1,5 1,5 0,4 0,8 0,6 0,5 0,8 2,1 1,3 1,4 0,7 1,3 
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Industry and minerals 
 
Revenue expenditure on industry increased on average by 26.6%. Once again, the situation is 
however contrasted. On the one hand, it is clear that some states put the accent on this sector 
between 1993-94 and 2002-03. For instance, Maharashtra multiplied its spending on industry 
by almost 4.5! On the other hand, the state cut its spending on irrigation and rural development 
by half, decreased its spending on agriculture by 13%. On the other hand, Punjab decreased 
sharply its spending on industry (it decreased by almost 64%). Rajasthan and Bihar also 
witnessed an important decline in spending on industry. 
 

Year 
Assa

m  Guj.  HP Kar. Ker. MP  Ori. Pun. Raj. TN UP WB Aver
age 

 1086
6  6717  4990  8739  1851  3893  1907

2  7256  6848  4483  4669  5353  7730  2178
4  8402  7543  8137  

 9656  8066  4146  12520  1842  1891  1980
0  7734  6443  10494  5856  3733  9675  2231

4  9010  9332  8907  

 1033
5  6882  4538  13570  2615  1675  1947

4  8104  8817  11894  4919  2946  1268
0  

2389
0  8899  8766  9375  

 1091
4  4621  8728  10430  2020  3980  1892

8  
1021

4  7071  15507  4926  1915  1040
2  

2587
5  7686  8467  9480  

 1146
5  5083  7313  10508  1433  4345  1673

0  6991  9672  7829  4492  3833  9340  1834
7  5767  7612  8172  

 1097
4  5858  3964  17008  2548  3840  1584

3  8092  6372  7149  5702  2583  7963  2039
8  6121  7723  8259  




7681  5324  6678  17367  1590  4116  2131
0  7555  5574  6184  4637  2500  5049  1302

4  6813  8337  7734  

 6713  5336  6677  19992  1536  3880  2273
8  4900  5899  2564  6148  1791  3784  1593

8  
1309

5  
1041

2  8213  

 9704  4426  3011  24724  1409  2129  2268
1  6112  3426  8195  6095  1364  3374  1057

2  7588  1059
1  7838  

 1120
5  7926  3410  28488  2103  2085  1923

1  4663  5203  19969  4156  1937  5284  1796
8  

1192
9  

1048
2  9752  

Variati
on (%) 3 ,1  18  -31 ,7  226  13 ,6  -46 ,4  0 ,83  -35 ,7  -24  345 ,4  -11  -63 ,8  -31 ,7  -17 ,5  42  39  26 ,6  

Multipli
ed by… 1,03 1,18 0,68 3,26 1,14 0,54 1,01 0,64 0,76 4,45 0,89 0,36 0,68 0,82 1,42 1,39 1,27 
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Energy 
 
In 2002-03, states were spending on average almost 20% of their total revenue expenditure on 
economic services. 
States spend very differently on energy. While some sates spend almost nothing on this sector, 
others spend much more. Punjab increased it spending hugely. It was multiplied by almost 500. 
Tamil Nadu also saw a fast increase in spending dedicated to energy. On the whole, only 
Assam, Bihar, Orissa and West Bengal witnessed a decline in spending on energy.  
 

Year AP Ass Bihar Gujar. Har. HP Kar. Ker. MP Maha. Ori. Pun. Raj. TN UP WB Average 

1993-94 3391  44  51513  81542  6023  1139  6118  259  68863  2637  7930  69  38893  457  8479  4646  17625,18
8  

1994-95 3405  40  41814  65131  41117  3771  15380  536  20706  1809  22351 77  16928  393   4675  14883  

1995-96 2904  40  38789  58789  17196  3385  26299  551  28211  1885  20687 85  20097  410  2849  6822  14312  

1996-97 171975 9  236  82016  48103  3631  75300  1013  98187  69247  828  105465  34969  199  3  12584 43985  

1997-98 67955  38  12187  10713
9  48374  6253  45234  1683  30312  1942  560  64393  21549  85   6619  25895  

1998-99 3919  3  1303  11974
7  56342  4825  47521  1319  31054  1853  876  58  21176  80   3411  18343  

1999-2000 10559  8  186  98458  26415  5668  53005  75  82081  2276  291  26472  32461  157   3383  21343  

2000-01 142001 7  190  24835
6  8542  7700  62757  89  27450  157774 418  37946  31395  189   9193  45875  

2001-02 138116 1000  193  24039
4  45963  4676  153226 630  128938 44572  965  26884  20493  2147  21243 6115  52222  

2002-03 107797 13  7066  17344
9  49689  5413  165772 13161  67503  45051  3641  32680  42803  12210

1  53221 3157  55782  

Variation 
(%) 3078 ,9  -71 ,3  -86 ,3  112 ,7  725 ,0  375 ,3 2609 ,6  4981 ,6 -2 ,0  1608 ,4  -54 ,1  47262,

4  10 ,1  26617,
9  527 ,7  -32 ,0  5479 ,0  

Multiplied 
by… 31,8 0,3 0,1 2,1 8,2 4,8 27,1 50,8 1,0 17,1 0,5 473,6 1,1 267,2 6,3 0,7 55,8 
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Transports and communication 
 
On average, transports and communication represent 12% of the economic revenue 
expenditure. In 2002-03, it went from 5,02% in Madhya Pradesh, up to 25% for Himachal 
Pradesh. 
We can see that on average, spending on transports and communication increased by 42%. 
Andhra Pradesh, Himachal Pradesh and Karnataka saw the fastest increase. Spending on 
transports and communication decreased for Madhya Pradesh, Punjab, Rajasthan and Tamil 
Nadu. These states spend less than the average on this sector. 
 

Year AP Assam Bihar Gujarat Har. HP Kar. Ker. MP Maha. Orissa Pun. Raj. TN UP WB Average 
1993-94 16324  11596  13636  28841  29625  5739  13579  10429  28045  49030  8961  25257  14203  23838  29853  17465  20401  
1994-95 14828  11975  13704  25868  29956  10325  17519  9154  28820  54482  9406  24775  15866  23793  24704  19456  20914  
1995-96 14214  10666  11559  33825  30389  10204  16250  11637  30109  55404  8809  25612  13939  25922  22253  20798  21349  
1996-97 20616  10221  12841  35501  31386  10911  15441  11468  30100  59327  9016  25294  12203  27855  22813  20580  22223  
1997-98 23270  9781  8847  39150  31437  13268  17272  11879  30938  68831  7574  27329  11208  28494  22060  17512  23053  
1998-99 24350  10737  11115  43751  36297  13295  18088  13004  30097  9773  6844  28360  12808  22857  20833  18575  20049  

1999-
2000 30902  11269  23314  42043  36494  12247  23341  15545  21801  2036  8849  30008  10365  21833  29574  27914  21721  

2000-01 27850  11787  19440  42496  35077  15500  27018  15262  19707  3002  8995  28063  11794  17144  34151  34272  21972  
2001-02 34916  11258  14442  40033  35905  16411  33680  13693  15592  4535  7708  24148  12313  16395  34272  31865  21698  
2002-03 34307  14070  15446  37595  35417  16631  33865  19424  11541  56189  13130  23691  9669  20002  36256  31480  25545  

Variation 
(%) 110 ,2  21 ,3  13 ,3  30 ,4  19 ,6  189 ,8  149 ,4  86 ,3  -58 ,9  14 ,6  46 ,5  -6 ,2  -31 ,9  -16 ,1  21 ,4  80 ,2  41 ,9  

Multiplied 
by… 2 ,1  1 ,2  1 ,1  1 ,3  1 ,2  2 ,9  2 ,5  1 ,9  0 ,4  1 ,1  1 ,5  0 ,9  0 ,7  0 ,8  1 ,2  1 ,8  1 ,4  

 
 
 
 
Sciences, technology and environment 
 
Although revenue expenditure on sciences, technology and environment represent a very minor 
part of the total revenue expenditure (on average 0.2%), looking at this category shows 
important disparities between the states. It is moreover an important sector especially for the 
future growth prospects. 
Revenue expenditure on sciences, technology and environment was multiplied on average by 3 
over the period. However, once again the situation is very different according to the state we 
look at. For instance, in Bihar there is no expenditure recorded under this category.  
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West Bengal, which spent almost nothing on this sector in 1993-94, spent in 2002-03 more 
than the average. On the other hand, Andhra Pradesh that spent more than three times the 
average in 1993-94 spent in 2002-03 twenty times less than in 1993-94. Orissa was the state 
that spent the most on this sector in 2002-03.  

 
 
 
 
 
 
What are the sectoral priorities of the states? 
 
In fact, by looking at these various spending, we can guess some strategies followed by the 
different states. 
To understand better the priorities of the states, we can look at the evolution both of the 
spending on various sectors and of the share of these spending in the total expenditure. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Year AP Assa
m Bihar Gujarat Hary. HP Karn. Kerala MP Maha. Orissa Pun. Rajast

han TN UP WB Averag
e 

1993-94 956  236   77  222  49  219  346  104  399  794  79  443  287  7 10  3  307 ,75
0  

1994-95 213  214   64  264  54  272  496  202  651  473  87  420  372  503  3  268  
1995-96 442  249   58  353  51  462  556  725  251  442  88  355  470  6 85  3  324  
1996-97 258  98   90  209  94  451  905  284  229  628  18  289  599  576  3  296  
1997-98 535  39   201  150  94  222  678  155  337  861  43  415  429  5 56  2  295  
1998-99 607  52   225  216  99  357  878  111  379  1523  65  368  479  456  3  364  

1999-
2000 211  57   1079  195  54  491  904  170  517  805  47  224  374  500  6  352  

2000-01 213  63   295  222  115  214  739  178  582  1304  97  228  1046  605  103  375  
2001-02 314  86   224  200  77  201  578  134  48  933  84  206  369  42 4  85  248  
2002-03 48  108   164  247  101  883  853  340  438  1183  492  197  216  403  70  359  
Variatio

n (%) -95 ,0  -54 ,1   112 ,9  11 ,1  106 ,1  303 ,4  146 ,6  226 ,9  9 ,7  49 ,0  522 ,9  -55 ,4  -24 ,6  -43 ,2  2228 ,2  215 ,3  

Multipli
ed by… 0 ,1  0 ,5   2 ,1  1 ,1  2 ,1  4 ,0  2 ,5  3 ,3  1 ,1  1 ,5  6 ,2  0 ,4  0 ,8  0 ,6  23 ,3  3 ,1  
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


 

States 

Develop
ment 

expendi
ture 
were 

multipli
ed by… 

Reve
nue 
exp. 
on 

social 
servic

es 
were 
multi
plied 
by… 

Reve
nue 
exp. 
on 

educa
tion 
were 
multi
plied 
by… 

Reve
nue 
exp.  
on 

health 
were 
multi
plied 
by… 

Reve
nue 
exp. 
on 

econo
mic 

servic
es 

were 
multi
plied 
by… 

Reven
ue 

exp. 
on 

agricu
lture 
were 

multip
lied 
by… 

Revenu
e exp. 

on rural 
develop

ment 
were 

multipli
ed by… 

Reve
nue 
exp. 
on 

irrigat
ion 

were 
multi
plied 
by… 

Reve
nue 
exp. 
on 

indus
try 

were 
multi
plied 
by… 

Reve
nue 
exp. 
on 

energ
y 

were 
multi
plied 
by… 

Reve
nue 
exp. 
on 

trans
port 
were 
multi
plied 
by… 

Reve
nue 
exp. 
on 

scien
ces 

were 
multi
plied 
by… 

AP 1.68  1.78 1,72  1 ,23  1 ,58  1 ,24  0 ,96  1 ,75  1 ,03  31,8 2,1  0,1 
Assam 1.48  1.6 1,68 1,03  1 ,26  1 ,13  1 ,27  1 ,54  1 ,18  0,3 1,2  0 ,5  
Bihar 1.02  1 .32  1,54 0,84  0 ,68  0 ,66  0 ,76  1,28 0,68  0,1 1 ,1   
Guj. 1.88  2 .01  1 ,71  1 ,31  1 ,77  0,98 1 ,31  2 ,03  3,26 2,1 1,3  2 ,1  
Har. 1.87  1.95 1,98  1,85  1 ,78  1 ,31  1,05 1 ,53  1 ,14  8,2 1,2  1 ,1  
HP 1.7  1 .74  1 ,89  1 ,28  1 ,64  1 ,63  0,96 1 ,51  0 ,54  4,8 2,9 2,1  
Kar. 1.84  1 .71  1 ,81  1 ,41  2 ,01  1 ,24  0 ,70  0,37 1 ,01  27,1 2,5  4,0 

Kerala 1.47  1 .33  1 ,17  1 ,12  1 ,76  0 ,94  3,54 0,84  0,64 50,8 1,9  2 ,5  
MP 1.09  1.29 1,19  1 ,00  0 ,89  1 ,28  0 ,65  0 ,65  0 ,76  1 ,0  0,4 3,3 

Maha. 1.43  1 .97  2 ,00  1 ,32  0 ,86  0 ,87  0 ,49  0,45 4,45 17,1 1,1  1 ,1  
Orissa 1.42  1.7 1,57 1,34  1 ,03  1 ,51  0 ,59  0 ,84  0 ,89  0,5 1 ,5  1 ,5  
Punjab 1.72  1 .93  1 ,92  1 ,78  1 ,46  1 ,42  0 ,86  2 ,11  0,36 473,6 0,9  6,2 

Raj. 1.55  1.95 1,79 1,28  1 ,04  0 ,90  1 ,01  1 ,28  0 ,68  1 ,1  0 ,7  0,4 
TN 1.41  1 .39  1,54 1,14  1 ,43  0 ,61  0 ,89  1 ,37  0 ,82  267,2 0,8 0,8 
UP 1.35  1.6 1,57  0 ,95  1 ,05  1 ,10  1 ,11  0 ,65  1 ,42  6,3 1,2  0,6 
WB 1.62  1.84 1,70  1 ,48  1 ,23  1 ,07  0 ,88  1 ,33  1 ,39  0,7 1 ,8  23,3 

Average 1.53  1.71 1.67  1 ,27  1 ,34  1 ,12  1 ,06 1 ,2  1 ,27  55,8 1,4  3 .1  
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

 

 
 

States 

Share of 
agricultu
re in total 
ESE was 
multiplie
d by… 

Share of 
rural 

develop
ment in 

total 
ESE 
was 

multiplie
d by… 

Share of 
irrigatio

n in 
total 
ESE 
was 

multiplie
d by… 

Share of 
industry 
in total 

ESE 
was 

multiplie
d by… 

Share of 
energy 
in total 

ESE 
was 

multiplie
d by… 

Share of 
transport 

in total 
ESE was 
multiplie
d by… 

Share of 
science
s in total 

ESE 
was 

multiplie
d by… 

AP 0,79  0 ,61  1 ,11  0 ,65  20,18 1 ,33  0,03 
Assam 0,90  1 ,01  1,23 0 ,94  0,23 0 ,97  0 ,37  
Bihar 0,97  1 ,12  1,88 1 ,00  0,20 1 ,66   
Guj. 0,55  0,74 1 ,15  1,84 1 ,20  0,74 1 ,20  
Har. 0,74  0,59 0 ,86  0 ,64  4,64 0 ,67  0 ,63  
HP 0,99  0 ,59  0 ,92  0,33 2,89 1 ,76  1 ,25  
Kar. 0,62  0,35 0 ,19  0 ,50  13,48 1 ,24  2 ,01  

Kerala 0,53  2 ,01  0 ,47  0,37 28,88 1 ,06  1 ,40  
MP 1,43  0 ,73  0 ,72  0 ,85  1 ,10  0,46 3,66 

Maha. 1,00  0 ,57  0,53 5 ,16  19,78 1 ,33  1 ,27  
Orissa 1,47 0 ,57  0 ,82  0 ,87  0,45 1 ,43  1 ,45  
Punjab 0,97  0,59 1 ,44  0 ,25  323,46 0 ,64  4 ,25  

Raj. 0,87  0 ,98  1,24 0 ,66  1 ,06  0 ,66  0,43 
TN 0,43 0 ,62  0 ,96  0 ,58  186,85 0 ,59  0 ,53  
UP 1,05  1 ,06  0 ,62  1 ,35  5,97 1 ,16  0,54 
WB 0,87  0 ,71  1 ,08  1 ,13  0,55 1 ,46  18,89 

Average 0,89  0,80 0 ,95  1 ,07  38,18 1 ,07  2 ,37  
 

 

States 
Share of education in total social 
sector expenditure was multiplied 

by… 

Share of health in total social 
sector expenditure was 

multiplied by… 
AP 0,97  0 ,69  

Assam 1,05  0 ,64  
Bihar 1,17  0 ,63  
Guj. 0,85  0 ,65  
Har. 1,01  0 ,95  
HP 1,08  0 ,74  
Kar. 1,05  0 ,83  

Kerala 0,88  0 ,84  
MP 0,92  0 ,78  

Maha. 1,02  0 ,67  
Orissa 0,92  0 ,79  
Punjab 1,00  0 ,92  

Raj. 0,92  0 ,66  
TN 1,10  0 ,82  
UP 0,98  0 ,59  
WB 0,92  0 ,80  

Average 0,99  0 ,75  
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On average, we see that expenditure on social services, and especially on education, 
increased for most of the states. However, relatively speaking, the share of education in total 
social sector expenditure stagnated.  

Regarding the spending on economic services, expenditure on energy witnessed the 
most striking and impressive growth for 10 states out of 16. For these states we can say that 
energy represents an important priority. For these 10 states (except Gujarat) the share of energy 
in the total economic revenue expenditure, increased sharply as well.  
 

Some states seem to follow a particular and original strategy. For instance, Bihar and 
Rajasthan (two agrarian states) increased their spending on irrigation a lot (both in absolute and 
relative terms). It is also the case of Assam.  

If Kerala raised its expenditure on energy, it also increased its spending on “rural 
development". The share of rural development in the total economic services revenue 
expenditure was indeed doubled. 

As for Maharashtra and Gujarat, it appears that the focus was put on industry; spending 
on this sector increased for these two states, both in absolutely and relatively speaking. 

Few states put the accent on sciences and technology. This is especially the case of 
West Bengal, Karnataka, Punjab and to a lesser extent Madhya Pradesh. For Madhya Pradesh, 
one of the today poorer states, an important effort was given to raise the expenditure on this 
sector; the share of spending on sciences and technology in the total economic revenue 
expenditure was indeed multiplied by 3.66 in not even 10 years. 

Orissa seems to be the only state that gives the priority to agriculture. Strangely, its 
spending on rural development and irrigation decreased over the period. Spending on industry 
and especially on energy were cut.  
 

To finance their sectoral priorities, states also follow different strategies. On average, 
they decreased their spending on rural development (except Kerala). Spending on agriculture 
also declined or stagnated.  

Maharashtra and Karnataka cut mostly their spending on irrigation. 
As we said above, a lot of states decided to increase largely their spending on energy. 

On the other hand, 4 states cut radically their spending on this sector: these are Assam, Bihar, 
Orissa, and West Bengal. 

The same happened for the sciences and technology sector. Several states witnessed a 
pronounced decline in spending on this sector as well. Sciences, technology and energy require 
important investments and steady expenditure that may represent an entry barrier for some 
states. 

Gujarat, as well as Madhya Pradesh, decreased its spending on transports. Gujarat, as 
most of the states did, also decreased its spending on rural development. 
 
On the whole, we can draw approximately three different strategies: 
- focus mostly on irrigation or agriculture 
- focus mostly on industry or energy 
- focus mostly on sciences and technology 
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Irrigation and agriculture 
 
At the expense of… Focus on irrigation Focus on agriculture 
…energy Assam, Bihar Orissa 
…sciences and technology Assam, Bihar, Rajasthan  
…industry Rajasthan  
 
 
Energy and industry 
 
At the expense of… Focus on energy Focus on industry 

…industry 
Andhra Pradesh, Himachal 
Pradesh, Punjab, Tamil Nadu  

…sciences and technology 
Andhra Pradesh, Tamil Nadu, 
Uttar Pradesh  

…irrigation 
Karnataka, Maharashtra, Uttar 
Pradesh 

 

…rural development or 
agriculture 

Andhra Pradesh, Karnataka, 
Maharashtra, Himachal 
Pradesh, Tamil Nadu 

Gujarat 

 
Sciences and technology 
 
At the expense of… Focus on sciences and technology 
…irrigation Madhya Pradesh 
…rural development or agriculture Madhya Pradesh, West Bengal 
…transport Madhya Pradesh 
…energy West Bengal 
 
 
Mix 
 
Kerala and Haryana follow an original strategy. 
They both focus on energy but Kerala also spends a lot on rural development at the expense of 
irrigation and industry. Haryana spends also mostly on human development at the expense of 
sciences and technology, rural development and industry. However, Haryana is the only state 
that did not witness an absolute decrease in its spending on economic services over the period 
(all the ratios are positive). 
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Conclusion 
 

Along with the decentralization process, states have gained a new decisional space to 
shape their own development strategies. However, between 1993-94 and 2002-03 states saw 
their fiscal space decreasing in relative terms, especially due to indebtedness. The size of the 
fiscal space does not necessarily depend on the level of wealth of the state.  

Although states did not see their fiscal capacities increase very much, they made various 
spending choices. While some states (like Assam, Bihar or Rajasthan) increased their spending 
on irrigation, others saw their energy sector growing very rapidly (Punjab, Tamil Nadu…) or 
focus on sciences and technology (Madhya Pradesh, West Bengal). 

If states do not have a huge fiscal power to shape their policies, clear and various 
strategies are still observable through their spending. In other words, their breathing space is 
not as large as we could have expected, but they can still use it in the way they choose. 

 
 
 

Appendix 
 
Methodology and data used 
 
From current to constant prices… 
 
The data on the states’ revenue and expenditure are from the Reserve Bank of India (Handbook 
of Statistics on State Government Finances, 2004). Data on “Social expenditure” are also from 
the Reserve Bank of India (“State Finances, A Study of Budgets of 2008-09”, 2008). These 
data were transformed from current prices to constant 1993-94 prices using the data on GDSP 
(series 1993-94)6 from the Economic and Political Weekly database (accessed from the 
NCAER library).  
An index of inflation was calculated for each state by comparing the GSDP at current price and 
at constant prices 1993-94 for each year from 1993-94 to 2002-03.  
The data on revenue and on expenditure were then deflated thanks to these indexes. 
 
Per capita data: demographic data 
 
Data on population are from the Census (1991 and 2001). Since census is conducted only every 
10 years, we only have data on population for 1991 and 2001. However, we extrapolated the 
population for each of the period we studied so that we could construct per capita data.  
To do so, we calculated the average annual growth rate between 1991 and 2001 (see the 
formula below). We then used this average growth rate to know the increase in population year 
after year.  
 

                                                 
6 The 1980-81 series were also used for the graph page 6. 
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AAGR = ( ) 10019
1991
2001 ×−population

population
 

 
Population 1991 = y 
Population 1992 = y1 = y + (y.AAGR)  
Population 1993 = y2 = y1 + (y.AAGR)  
etc… 
 
   
After calculating the population for all the years of our period, we were able to construct easily 
per capita data. 
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