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1. Introduction

Indian economy has gone through economic slowdown during 2019-21. Unexpected economic
shock in 2019-20 and COVID-19 pandemic in 2020-21 led to fall in economic growth (as
measured by nominal GDP) to 6.37 per cent in 2019-20 and -1.36 per cent in 2020-21 from average
annual growth rate of 11.7 per cent observed during 2012-19 (Figure 1). In aggregate 18 major
states experienced a larger fall in growth rate of aggregate GSDP (nominal) in 2019-20 as compared
to 10 minor states. In 2021-22 economic growth improves and improvement in growth rate was
higher for major states as compared to minor states. As compared to 2021-22, economic growth
in 2022-23(P) falls and the fall in economic growth was sharper for major states as compared to
minor states. In aggregate states project a fall in economic growth rate in 2023-24BE as compared
to 2022-23(P) which may have impact on fiscal positions of states. In aggregate GSDP of 18 major
states and 10 minor states contribute 94 per cent of GDP (nominal) during 2011-23.

After two consecutive years of fiscal stress during 2019-21 (Mukherjee 2023a), state finances in
India improve in 2021-22 with the gradual recovery of the Indian economy from the shock of
COVID-19 pandemic. To assess the state finances of Indian states, we divide the time petiod of
our analysis (2013-14 to 2021-22) into two sub-periods — 2013-14 to 2016-17 and 2018-19 to 2021-
22. We named the first sub-period as pre-GST period and the second sub-period as post-GST
petiod, as India introduced comprehensive Goods and Services Tax (GST) on 1 July 2017. It is to
be highlighted that the present paper does not envisage to assess the impact of GST on Indian
state finances." For our convenience we have divided the period of our analysis into two sub-
periods and named them accordingly. In addition, we also assess the state finances for recent years
(i.e., 2022-23RE and 2023-24BE) in this paper. Average annual growth rate of GDP falls to 8.5
per cent during post-GST period from 11.5 per cent during pre-GST petiod. For major states,
average annual growth rate of GSDP falls to 9.2 per cent during post-GST period from 11.8 per
cent during pre-GST period. For minor states, average annual growth rate falls to 8.1 per cent
during post-GST period from 11.8 per cent during pre-GST period. Economic slowdown during
post-GST period has impact on fiscal health of states.

! This issue has been discussed elsewhere (e.g., Mukherjee 2023b).
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Figure 1: Dynamics of Economic Growth in India during 2011-12 to 2023-24BE
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Except Odisha, average annual growth rate of nominal GSDP falls during post-GST period as
compared to pre-GST period for all other major states. Among minor states, except Meghalaya,
average annual growth rate of GSDP falls during post-GST petiod as compared to pre-GST
period. All major states experience higher growth rate of GSDP in 2022-23(P) as compared to
average annual growth rate of GSDP during post-GST period. Except Arunachal Pradesh,
Manipur and Mizoram, all minor states experience higher growth rate of GSDP in 2022-23(P) as
compared to post-GST average annual growth rate. Except Karnataka and Kerala among major
states and Manipur and Mizoram among minor states, all states project lower growth rate of GSDP
in 2023-24(BE) as compared to 2022-23(P). Therefore, states again project a fall in economic
growth rate in 2023-24BE as compared to 2022-23(P) which may have impact on fiscal positions
of states.

In the next section we present aggregate as well as state-wise analysis of state finances in India for

the current decade. It is followed by conclusions in section three.

2. Results and Discussion

2.1 State of Public Finances of Major States

Table 1 shows that there is a marginal fall in average annual Total Revenue Receipts (TRR) (as %
of GSDP) of major Indian states during post-GST period as compared to the pre-GST period.
For major states, both the average shares of Own Tax Revenue (OTR) and Own Non-Tax
Revenue (ONTR) in GSDP have fallen during the post-GST period as compared to the pre-GST
period. The rise in the average annual federal transfers (comprising of states’ share in the Union
taxes as well as grants-in-aids from the Union government) in GSDP during post-GST period was
not enough to compensate the entire fall in the average annual share of Own Revenue Receipts
(OTR and ONTR) in GSDP during the post-GST period. This results in fall of average annual
share of TRR in GSDP during post-GST period. In the revised estimate of 2022-23, TRR rises by
76 basis point of GSDP as compared to the average annual share of TRR during post-GST period.
The sources of rise in the share of TRR in 2022-23RE are rise in the shares of OTR as well as
grants-in-aids from the Union government in GSDP. In 2023-24BE, states expect a fall in the

2 https://www.mospi.gov.in/publication/national-accounts-statistics-2023 (last accessed on 10 October 2023).
3 https://mospi.gov.in/GSVA-NSVA (last accessed on 10 October 2023).
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share of TRR and it will be largely driven by the fall in the shate of federal transfers. In 2023-
24RE, fall in the grants-in-aids from the Union government is quite expected as there will be no
pending GST compensation payments to states after 2022-23. However, the apprehension that
states’ share in the Union taxes will fall by 11 basis point of GSDP in 2023-24BE as compared to
2022-23RE may be the result of uncertainty associated with growth prospect of 2023-24.

Average annual Revenue Expenditure (REVEX) increases by 58 basis point of GSDP during post-
GST period as compared to pre-GST average. Average annual Capital Expenditure (CAPEX)
declines by 23 basis point of GSDP during post-GST period as compared to pre-GST period. Fall
in the average annual share of expenditure (both REVEX as well as CAPEX) on economic services
by 23 basis point of GSDP during post-GST may be a concern for long-run growth of states.

In aggregate, 18 major states project to increase CAPEX by 24 basis point of GSDP in 2023-24BE
as compared to 2022-23RE. However, this will be lower than the increase in the CAPEX presented
in 2022-23RE as compared to the average annual CAPEX experienced during post-GST period.

Average annual Revenue Deficit (RD) of major states has gone up during post-GST petiod as
compared to the pre-GST period. With the fall in average TRR, states cannot contain REVEX, as
a result RD went up by 61 basis point of GSDP during post-GST period as compared to pre-GST
period. In 2022-23RE, RD has fallen by 27 basis point from the average annual RD experienced
during post-GST period. In 2023-24BE, 18 major states have envisaged to contain RD by 38 basis
point of GSDP from the level presented in 2022-23RE. This shows the seriousness of states to
contain RD aftermath of two consecutive years of fiscal shocks during 2019-21.

Major states have experienced fall in average annual Fiscal Deficit (FD) by 27 basis point of GSDP
during post-GST period as compared to the pre-GST average when adjusted for GST back-to-
back loans (hereafter GST loans) from the Union government in lieu of shortfall in the GST
compensation cess collection. States received GST loans during 2020-22 and both interest and
principle payment liabilities of these loans rest on the Union government which will be serviced
from the GST compensation fund. For this purpose the GST compensation cess collection has
been extended till 31 March 2026. In estimation of adjusted Fiscal Deficit of states we have taken
these loans as revenue of states.

In 2022-23RE, fiscal deficit went up by 65 basis point of GSDP as compared to average annual
FD during post-GST period. The rise in the FD in 20222-23RE is largely due to lower base effect,
as states received GST loans during 2020-22. In 2023-24BE, states project a fall in FD by 24 basis
point of GSDP as compared to 2022-23RE.

Average ratio of Revenue Deficit to Fiscal Deficit went up during post-GST period as compared
to the pre-GST period. In 2022-23RE, states present it to 18.26 per cent and in 2023-24BE it is
projected to be 7.53 per cent. This shows that states are financing capital expenditures from the
fund generated by running fiscal deficit.
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Table 1: State of State Finances of 18 Major States in India (as % of GSDP)

Pre- Post-
GST GST 2022- 2023-
Major States (2013-14 (2018-19  23RE 24BE B-A C-B D-C
to 2016- to 2021- ©) D)

17) (A) 22) (B)

Total Revenue

Receipts (TRR) 13.09 13.05 13.81 13.73 0.03 0.76 -0.07
(1+2)
L Tax Revenue 9.95 9.67 1017 104 -0.27 0.50 0.24
(atb)
a. Own Tax Revenue 6.63 6.26 6.74 7.08 -0.37 0.48 0.34
b. Share in Central 332 3.41 343 332 0.10 0.02 0.1
Taxes
2. Non-Tax 3.14 3.38 3.63 3.32 0.24 0.25 -0.31

Revenue (c+d)

c. Own Non-Tax

1.18 1.09 1.03 1.15 -0.09 -0.06 0.13
Revenue
d. Grants-in-Aids 1.96 2.29 2.61 217 0.33 0.32 -0.44
from the Centre
3. Revenue
Expenditure 13.36 13.94 14.42 13.97 0.58 0.49 -0.46
(e+f+g+h)
e. General Services 4.47 4.86 4.83 4.85 0.39 -0.03 0.02
f. Social Services 5.33 5.49 5.90 5.68 0.16 0.41 -0.21
& Economic Services 3.16 3.15 3.27 3.01 -0.01 0.12 -0.26
h. Grants-in-Aids to
Local Bodies 0.39 0.43 0.43 0.43 0.04 -0.01 0.00
4. Capital
Expenditure (i+j+k) 2.34 211 2.51 2.75 -0.23 0.40 0.24
1. General Services 0.12 0.10 0.14 0.16 -0.02 0.04 0.02
j. Social Services 0.50 0.52 0.77 0.89 0.02 0.25 0.12
k. Economic Services 1.71 1.49 1.60 1.70 -0.22 0.171 0.70
5. Recovety of Loans 0.10 0.17 0.04 0.07 0.06 0.12 0.03
& Advances
0. Misc. Capital 0.00 0.02 0.01 0.09 0.01 0.01 0.08
Receipts
7. Disbursement of
Loans & Advances 0.50 0.22 0.30 0.30 -0.29 0.09 0.00
fé_lll)eve““e Deficit 0.27 0.88 0.62 0.24 0.61 027  -0.38
9. Fiscal Deficit
[(3+4+7)-(145+6)] 3.01 3.02 3.38 3.13 0.02 0.35 -0.24
10. Adjusted Fiscal
Deficit (9-13) 3.01 2.73 3.38 3.13 -0.27 0.65 -0.24
11. Primary Deficit
(10-12) 1.28 0.82 1.56 1.32 -0.46 0.74 -0.24
12. Interest Payment
& Servicing of Debt 1.73 1.91 1.81 1.81 0.18 -0.09 0.00
13. GST
Compensation B2B 0.00 0.29 0.00 0.00 0.29 -0.29 0.00
Loans
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Pre- Post-
GST GST 2022- 2023-
Major States (2013-14 (2018-19  23RE 24BE B-A C-B D-C
to 2016-  to 2021- © D)
17) (A) 22) (B)

14. Revenue Deficit
(as % of Fiscal 9.21 26.20 18.26 7.53 16.99 -7.94 -10.73
Deficit)

2.2 State of Public Finances of Minor States

During post-GST period, together 10 minor states have experienced average annual TRR higher
than pre-GST average by 83 basis point of GSDP (Table 2). This is largely backed by increase in
the average annual share of states’ in the Union taxes by 1.08 per cent of GSDP during post-GST
period as compared to the pre-GST period. Average annual share of states’ own revenue receipts
(OTR and ONTR) rises by only 21 basis point of GSDP during post-GST period as compared to
pre-GST period. Fall in the average annual share of grants-in-aids from the Union government by
46 basis point of GSDP during post-GST period as compared to pre-GST petiod counter balance
the gains in Tax Revenue and Own N'TR during the post-GST period.

In 2022-23RE, TRR increases by 3.77 per cent of GSDP as compared to average annual share of
TRR in GSDP during post-GST period. This is largely driven by increase in the grants-in-aids
from the Union government by 2.98 per cent of GSDP and increase in Tax Revenue by 83 basis
point of GSDP as compared to average annual share during post-GST period. However,
realisation of such optimistic revenue requires validation of public finance data of 2022-23RE with
actual (audited) statement of accounts for 2022-23.

In 2023-24BE, together 10 minor states set a lower TRR target by 1.94 per cent of GSDP as
compared to 2022-23RE, and the major fall in the revenue is expected to come from grants-in-
aids from the Union government as compared to 2022-23RE. States also expect a fall in the share
of the Union taxes in 2023-24BE as compared to 2022-23RE. Together 10 minor states project a
fall in the federal transfer by 2.26 per cent of GSDP (1.98% in grants-in-aids and 0.28% in the
share of the Union taxes) in 2023-24BE as compared to 2022-23RE.

Both revenue and capital expenditures as percentage of GSDP are higher for minor states as
compared to major states. Minor states also receive higher federal transfers (both in the share of
Union taxes as well as grants-in-aids) as percentage of GSDP as compared to major states. For
minor states, average annual revenue expenditure went up by 1.21 per cent of GSDP during post-
GST period as compared to pre-GST period. Increase in average annual share of REVEX in
GSDP was higher than the increase in TRR during post-GST period which results in increasing
revenue deficit during post-GST period. In 2022-23RE, substantial increase in revenue
expenditure (by 4.62% of GSDP) reported by minor states as compared to post-GST annual
average. A large part of the increase in REVEX is backed by the increase in the share of
expenditures on social services and general services (Table 2). In 2023-24BE, REVEX is expected
to fall by 3.25 per cent of GSDP as compared to 2022-23RE. Sudden spurt in REVEX in 2022-
23RE demands validation of data of 2022-23RE with audited statements of accounts for 2022-23.
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During post-GST period average annual share of capital expenditure in GSDP has gone up by 79
basis point as compared to average annual share during pre-GST period. It is largely driven by
increase in CAPEX on economic services. In 2022-23RE, the share of CAPEX in GSDP has gone
up by 1.7 per cent of GSDP as compared to average annual share during post-GST' period.
However, these states expect a fall in the share of CAPEX by 76 basis point of GSDP in 2023-
24BE as compared to 2022-23RE and it will be largely driven by fall in the CAPEX on economic

services.

On average during pre- as well as post-GST periods, together 10 minor states experienced revenue
sutplus. In 2022-23RE, these states present a revenue deficit of 0.19 per cent of GSDP. Again in
2023-24BE, together minor states project revenue surplus of 1.12 per cent of GSDP. Despite
running revenue surplus during pre- and post-GST periods, states experienced fiscal deficits
(adjusted). States present Fiscal Deficit of 5.9 per cent of GSDP in 2022-23RE and 3.8 per cent of
GSDP in 2023-24BE. Rising fiscal deficits among minor states could be a concern during post-
GST period, though a large part of it goes to finance CAPEX of the states.

Table 2: State of State Finances of 10 Minor States in India (as % of GSDP)

Pre- Post-
GST GST 2022- 2023-
Minot States (2013-14 (2018-19 23RE 24BE B-A C-B D-C
to 2016-  to 2021- © D)

17) (A) 22) (B)

Total Revenue

Receipts (TRR) 20.96 21.80 25.56 23.62 0.83 3.77 -1.94
(1+2)
L Tax Revenue 10.84 12.03 12.87 12.93 1.19 0.83 0.06
(atb)
a. Own Tax Revenue 4.70 4.81 5.18 5.52 0.11 0.37 0.34
b. Share in Central 6.14 7.22 7.69 741 1.08 0.47 20.28
Taxes
2. Non-Tax 10.12 9.76 12.69 10.69 -0.36 2.93 -2.00

Revenue (c+d)
c. Own Non-Tax

Revenue 1.36 1.46 1.41 1.39 0.10 -0.05 -0.02
‘;ro(;riﬁfclzrﬁjs 8.76 8.30 11.28 9.30 -0.46 2.98 -1.98
3. Revenue

Expenditure 19.92 21.13 25.75 22.50 1.21 4.62 -3.25
(e+f+g+h)

e. General Services 7.28 8.23 9.38 8.60 0.96 1.15 -0.78
f. Social Services 7.96 8.23 10.99 9.10 0.27 2.76 -1.88
g. Economic Services 4.37 4.37 5.02 4.42 0.00 0.66 -0.60
I}i’o irlagfc'h‘.re‘;mds o 0.31 0.30 0.36 0.38 001 0.06 0.02
4. Capital

Expelt)l diture (i+j+k) 3.22 4.02 5.72 4.96 0.79 1.70 -0.76
1. General Services 0.22 0.33 0.78 0.88 0.11 0.45 0.10
j. Social Services 0.85 1.01 1.49 1.31 0.16 0.48 -0.19
k. Economic Services 2.16 2.68 3.45 2.77 0.52 0.77 -0.68
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Pre- Post-
GST GST 2022- 2023-

Minor States (2013-14 (201819 23RE  24BE B-A C-B D-C
t02016- t02021-  (C) (D)
17) (A)  22) (B)
5. Recovery of Loans 0.04 0.08 0.02 0.03 0.04 -0.06 0.01
& Advances
0. Misc. Capital 0.04 0.00 0.05 0.05 0.04 0.05 0.00
Receipts
7. Disbursement of
Lo ke Ao @ 0.31 0.10 0.06 0.04 0.22 20.04 -0.02
fé_ll{)eve““e Deficit = 405 067 019 412 038 0.86  -1.31
9. Fiscal Deficit
(44T (145+6) 2.41 336 5.90 3.80 0.95 2.54 210
10. Adjusted Fiscal
Deficit (9-13) 2.41 3.04 5.90 3.80 0.63 2.86 -2.10
11. Primary Deficit
16.12) 0.54 1.04 375 1.69 0.50 271 2.06
12. Interest Payment
g Servicing of Debt 1.87 2.00 215 211 0.13 0.15 -0.04
13. GST
Compensation B2B 0.00 0.32 0.00 0.00 0.32 2032 0.00
Loans
14. Revenue Deficit
(as % of Fiscal 5792 2397 317 2944  33.96 27.14 -32.60
Deficit)

2.3 Drivers of Change in Own Tax Revenue Profile of States

As we have noticed in Table 1 that there is a fall in average annual shate of OTR in GSDP for
major states during post-GST period as compared to pre-GST period by 37 basis point of GSDP.
In Table 3 we try to identify the source(s) of this fall. Table 3 shows that for major states, average
share of all sources of OTR have fallen during post-GST period as compared to the same during
pre-GST period. The largest fall is observed in ‘taxes on commodities’. Average annual share of
‘taxes on commodities’ fall by 32 basis point of GSDP during post-GST period as compared to
the pre-GST period. It is worthwhile to explore the specific source(s) of this fall in tax revenue
within the components of 'taxes on commodities’. Both in 2022-23RE and 2023-24BE, increase
in the shate of ‘taxes on property' and ‘taxes on commodities’ are presented whereas the ‘share of
taxes on income’ remains unchanged. Together 18 major states present 40 basis point of GSDP
increase in "taxes on commodities' in 2023-23RE as compared to post-GST average share. In 2023-
24BE, the share of 'taxes on commodities' is projected to rise by 28 basis point of GSDP as
compared to 2022-23RE.

For minor states there is a rise in the average annual share of 'taxes on commodities' in GSDP
during post-GST period as compated to pre-GST period. Since the shares of 'taxes on income'
and 'taxes on property' fall during post-GST period, overall OTR increase by only 11 basis point
of GSDP. Together minor states present 31 basis point of GSDP increase in 'taxes on
commodities' in 2023-23RE as compated to post-GST average share. In 2023-24BE, the share of
'taxes on commodities' is projected to rise by 31 basis point as compared to 2022-23RE. It will be
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worthwhile to see the changes in the revenue profile of states from ‘taxes on commodities (or

goods and services)’ between pre- and post-GST periods.

Table 3: Average Annual Soutrce-wise Statement of Own Tax Revenue Mobilisation of States (%o
of GSDP)
Pte-GST  Post-GST

2022- 2023-
Major States (2013-14t0 (201819 ,;pp  4BE  B-A  CB  D-C
2016-17) to 2021- © D)
A 22) (B)

Major States
Taxes on Income? 0.04 0.03 0.03 0.03 -0.01 0.00 0.00
Taxes on Property® 0.82 0.77 0.86 092  -0.04 0.08 0.07
sz o 5.77 5.46 5.86 613 -032  0.40 0.28
Commoditiese¢
Own Tax Revenue 6.63 6.26 6.74 7.08  -0.37 0.48 0.34

Minor States
Taxes on Income? 0.06 0.03 0.03 0.03 -0.03 0.00 0.00
Taxes on Property® 0.24 0.21 0.28 030  -0.03 0.07 0.03
Tozs o 4.39 4.57 4.87 5.19 0.17 0.31 0.31
Commoditiesc
Own Tax Revenue 4.70 4.81 5.18 5.52 0.11 0.37 0.34

Notes: a-Taxes on Income include ‘Agricultural Income Tax’, ‘Hotel Receipts Tax” and “T'axes on Profession, Trades, Callings
and Employment’, b- Taxes on property include ‘Land Revenue’, ‘Stamps and Registration Fees” and ‘Urban Immovable
Property Tax’, c-Taxes on Commodities include ‘State Good & Service Tax (SGST)’, ‘Integrated Goods Services Tax (IGST)’,
‘State Excise’, ‘Sales Tax (including Central Sales Tax)’, “T'axes on Vehicles’, “I'axes on Goods and Passengers’, “I'axes and Duties
on Electricity’, ‘Other taxes and Duties (excluding 0045-901)’.

Table 4 shows that for major states, average annual share of some pre-GST taxes on commodities
(or goods and services) fall during post-GST period as compared to pre-GST period. Since GST
subsumes taxes from state sales tax/ VAT (0040), taxes on passengers & goods (0042-106-Tax on
entry of goods into Local Areas) and other taxes on commodities and services (0045), it is likely
that there will be fall in revenue mobilisation for tax heads from where tax components are
subsumed into GST. This is evident from Table 4 that for major states the inctease in the shate of
new revenue stream (as presented as “Total GST” in Table 4) cannot fully compensate the fall in
the share of revenue in original revenue streams during post-GST period. This results in fall in the
total taxes on commodities and services during post-GST period. If we consider the GST
compensation receipts (both from GST compensation fund as well as GST loans) as own revenue
of states, there will be marginal increase in average annual share of ‘taxes on commodities’ (by 47
basis point of GSDP) in GSDP during post-GST period as compared to pre-GST period (Table
4). This analysis shows that GST compensation payments helped states to sustain the revenue
stream from taxes on goods and services which is subsumed into GST. However, there was no
windfall gains for states from the GST compensation receipts.

For minor states, except for state sales tax/ VAT, taxes on passengers and goods and other taxes
on commodities and services, average annual share in GSDP has gone up for other taxes during
post-GST period as compared pre-GST period. Overall there is an increase in the shate of taxes
on goods and services in GSDP during post-GST period as compared to the pre-GST period. In

addition some minor states have received GST compensation, as a result overall share of taxes on
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goods and setvices increases by 1.03 percent of GSDP during post-GST period as compared to
the pre-GST period.

Table 4: Average Annual Soutce-wise Statement of State Own Taxes on Commodities and
Services (as % of GSDP)

Pre- Post-
' (gosg_ (SOS;_ 2022~ 2023-
Major States 14 to 19 to 23RE 24BE B-A C-B D-C
© D)
2016- 2021-
17) (A) 22) (B)

State GST (SGST) 0.00 2.50 2.81 2.98 2.50 0.31 0.17
IGST 0.00 0.02 0.00 0.00 0.02 -0.02 0.00
Total GST 0.00 2.52 2.81 2.98 2.52 0.29 0.17
Sales Tax 4.19 1.52 1.56 1.59 -2.66 0.03 0.03
State Excise 0.76 0.83 0.89 0.94 0.07 0.060 0.05
Taxes on Vehicles 0.36 0.34 0.36 0.38 -0.02 0.02 0.02
TN P G 0.17 0.01 0.01 001  -017 0.00 0.00
Goods
Electricity Duty 0.22 0.21 0.22 0.23 -0.01 0.00 0.01
Other Taxes 0.06 0.01 0.01 0.01 -0.05 0.00 0.00
Total (Taxes on
Commodities and 5.77 5.46 5.86 6.13 -0.32 0.40 0.28
Services)
GST Compensation from
GST Comgensation Fund 0.00 0-50 0-50
GST Compensation as
Back—to—chk Loans 0.00 0.29 0.29
Total GST 0.00 0.79 0.79
Compensation

Pre- Post- 2022- 2023-
Minor States GST GST 23RE 24BE B-A C-B D-C

A) (B) © D)

State GST 0.00 2.34 2.60 2.76 2.34 0.27 0.16
IGST 0.00 0.04 0.10 0.10 0.04 0.06 0.00
Total GST 0.00 2.38 2.70 2.86 2.38 0.32 0.16
Sales Tax 3.24 1.04 0.99 1.04 -2.20 -0.05 0.05
State Excise 0.63 0.74 0.72 0.74 0.11 -0.01 0.02
Taxes on Vehicles 0.21 0.26 0.30 0.30 0.05 0.04 0.01
(T;(‘)’;‘;SSO“ Passengers & 0.15 0.01 0.01 001  -013  -0.01 0.00
Electricity Duty 0.08 0.08 0.07 0.10 0.00 -0.01 0.02
Other Taxes 0.09 0.06 0.08 0.13 -0.03 0.02 0.05
Total (Taxes on
Commodities and 4.39 4.57 4.87 5.19 0.17 0.31 0.31
Setvices)
GST Compensation from
GST Comgensation Fund 0-00 0-54 0-54
GST Compensation as
Back—to—chk Loans 0.00 0.32 0.32
Total GST | 0.00 0.86 0.86
Compensation
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2.4 Adjusted Grants-in-Aids from the Union Government

In Table 1, we observe that average annual share of grants-in-aids from the Union government
increases by 33 basis point of GSDP during post-GST period as compared to pre-GST period. It
is to be highlighted that during GST transition period (1 July 2017 to 30 June 2022) states receive
GST compensation from the GST compensation fund on account of shortfall in State GST
(SGST) collection from the projected SGST collection. States book the receipts of GST
compensations under Grants-in-Aids from the Union government (under the budget head 1601-
08-114). If we adjust the overall grants-in-aids receipts (broad budget head 1601) of states by taking
out GST compensation receipts, the share of grants-in-aids in GSDP falls (Table 4). Therefore,
the shares of grants-in-aids in GSDP reported in Table 1 & 2 changes. For major states, average
annual share of adjusted grants-in-aids in GSDP falls by 17 basis point during post-GST period as
compared to pre-GST period. If we consider GST compensation receipts (from all sources) as
states' OTR, annual average share of OTR in GSDP increases by 42 basis point (-0.37+0.79) of
GSDP during post-GST period as compared to pre-GST period.

Table 5: Average Annual Statement of Grants-in-Aids from the Centre (% of GSDP)
Pre-GST (2013- Post-GST (2018-

Major States 14 to 2016-17) 19 to 2021-22) B-A

A) (B)
Grants-in-Aids from the Centre 1.96 2.29 0.33
GST Compensation from Compensation
o (GS{EC or P 0.00 0.50 0.50
Grants-in-Aids without GSTCCF 1.96 1.79 -0.17

Pre-GST (2013- Post-GST (2018-

Minot States 14 to 2016-17) 19 to 2021-22) B-A

A) (B)
Grants-in-Aids from the Centre 8.76 8.30 -0.46
GST Compensation from Compensation
o (Gs%: or) P 0.00 054 0.54
Grants-in-Aids without GSTCCF 8.76 7.76 -1.00

2.5 Adjusted Fiscal Deficit of States

During 2020-22 states received GST compensation as back-to-back loans from the Union
government. States booked the receipts of these loans under 'Loans and Advances from the Union
government' (under the budget head 6004-09-101/106 or 6004-08-101). Unlike GST
compensation from the GST compensation fund which is accounted under the grants-in-aids from
the Union government and already taken into account to derive fiscal deficits of states, GST
compensation receipts as back-to-back loans is often not adjusted (or accounted as states’ revenue)

to derive fiscal deficit numbers of states. Not adjusting GST loans leads to over estimation of fiscal
deficits of states for 2020-21 and 2021-22. In Table 6 we present adjusted fiscal deficits of states.

Out of 18 major states, 9 states experienced fall in average annual FD during post-GST period as
compared to pre-GST period. The largest fall in FD observed for Punjab and it is followed by
Uttar Pradesh, Odisha, Jharkhand, and Rajasthan. The largest increase in FD obsetrved for Tamil
Nadu and it is followed by Madhya Pradesh, Karnataka and Chhattisgarh. Overall FD of major
states fall by 27 basis point of GSDP during post-GST period as compared to pre-GST annual
average. We observe 65 basis point of GSDP rise in FD for major states in 2022-23RE. The largest
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rise in FD is observed for Bihar (6.08% of GSDP) followed by Odisha, Goa, Uttar Pradesh and
Punjab. To validate the fiscal deficits of states presented in the revised estimate of 2022-23, we
derive fiscal deficits of states based on Monthly Key Indicator (MKI) database of the Comptroller
and Auditor General (CAG) of India and present it as Provisional Estimate of 2022-23 (PE) in
Table 6. We also present key indicators of state finances for 2022-23RE vis-a-vis 2022-23PE in
Appendix Table A.1. We see that except own non-tax revenue of major states and revenue deficit
of minor states values of all indicators are higher in 2022-23RE as compared to 2022-23PE.
Revenue deficit of minor states exceeds revised estimate of 2022-23 in 2022-23PE whereas own
NTR of major states remains unchanged between RE and PE of 2022-23.

As compared to post-GST annual average, overall FD of major states increases by only 4 basis
point of GSDP in 2022-23PE. In comparison to 2022-23RE, overall FD of major states is lower
in 2022-23PE. In 2023-24BE, overall FD of major states is expected to increase by 36 basis point
of GSDP as compared to 2022-23PE.

Out of 10 minor states, 5 states (Assam, Himachal Pradesh, Meghalaya, Tripura and Uttarakhand)
have received GST loans. For others either there was no shortfall in SGST collection or GST
compensation received from the GST compensation fund was enough to compensate for the
shortfall in SGST collection. Together average annual FD of 10 minor states went up by 63 basis
point of GSDP duting post-GST period as compated to pre-GST period. Together these states
observe increase in FD by 2.86 per cent of GSDP in 2022-23RE from post-GST annual average.
As compared to post-GST annual average, overall FD of minor states increases by 1.81 per cent
of GSDP in 2022-23PE. Fiscal deficits of states are higher in 2022-23RE as compared to 2022-
23PE by 1.05 per cent of GSDP. In 2023-24BE, these states together aim to reduce FD by 1.05
per cent of GSDP as compared to 2022-23PE.

Table 6: Average Annual Fiscal Deficit (Adjusted) (% of GSDP)

Pre.GST  Post.GeT 2022~ 2022~ 2023-

State . 23RE 23PE 24BE B-A CB D-B ED
@) BAY) "o D ®

?;Ccli}:s; 452 395 362 390 377 -057 -032 -004 -0.14
Bihar 3.14 315 923 1216 298 001 6.08 9.01 -9.18
Chhattisgarh 251 292 317 101 299 041 025 -191  1.98
Goa 2.49 275 486 431 026 212 275 431
Gujarat 1.98 143 148 056 175 -055 005 -0.87 119
Haryana 4.00 335 329 312 296 -065 -0.06 -023  -0.16
Jharkhand 3.47 231 223 137 276 -1.16 -008 -094 138
Karnataka 2.11 269 273 171 218 058 004 -098 048
Kerala 3.66 373 361 251 350 007 -012 -122 099
%{ngﬁ 2.87 349 358 328 402 062 009 -020 073
Maharashtra 1.64 171 269 191 246 007 099 020  0.56
Odisha 1.95 065 282 168 299 -130 217 1.03 131
Punjab 5.63 286 493 459 498 277 207 173 039
Rajasthan 5.25 414 433 348 398 111 019 066  0.50
Tamil Nadu 2.94 375 315 306 344 081 060 -0.69 038
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2022-  2022-  2023-
State Pre-GST  Post-GST  ,;pp 23pp 24BE BA CB DB ED
@) B AG) "o D) (®
Telangana 2.60 379 382 245 406 119 003 -134  1.62
Uttar 3.80 152 360 298 348 228 208 146 050
Pradesh
West Bengal 3.29 322 397 316 383 -007 075 -006  0.67
Major States 3.01 273 338 277 313 -027 0.65 0.04  0.36
Ainnz el 0.74 4.48 6.99 458 663 374 251  0.10 2.05
Pradesh
Assam* 1.50 334 815 595 370 184 481 261  -2.25
Himachal 371 2.47 639 614 461 -123 391 366  -1.53
Pradesh*
Manipur 1.49 425 688 457 611 277 263 032 1.55
Meghalaya* 2.66 5.51 4.36 6.23 3.41 285 -1.15 0.71 -2.82
Mizoram 2.69 392 722 913 314 122 331 521  -5.99
Nagaland 1.97 352 547 1812 282 155 195 1460 -15.30
Sikkim 1.16 455 444 445 467 339 -010 -0.09 022
Tripura* 359 278 310 150 483 -082 032 -128 334
Uttarakhand* 2.91 1.96 268 091 272 -095 072 -1.05 1.80
Minor 2.41 304 590 485 380 0.63 2.8 181 -1.05
States

Notes: *-received GST back-to-back loans during 2020-22

In three major states (viz., Madhya Pradesh, Tamil Nadu and Telangana) post-GST average annual
FD exceeds 3 per cent of GSDP as compared to pre-GST average of less than 3 per cent (Table
7). Jharkhand, Punjab and Uttar Pradesh have reduced average annual FD to less than 3 per cent
of GSDP during post-GST period as compared to pre-GST annual average exceeding 3 per cent
of GSDP. For Andhra Pradesh, Bihar, Haryana, Kerala, Rajasthan and West Bengal average annual
FD exceeds 3 per cent of GSDP in both the periods. In 7 minor states (viz., Arunachal Pradesh,
Assam, Manipur, Meghalaya, Mizoram, Nagaland and Sikkim) average annual FD exceeds 3 per
cent of GSDP during post-GST period as compared to pre-GST average of less than 3 per cent.
Himachal Pradesh and Tripura have reduced their average annual FD to less than 3 per cent of
GSDP during post-GST period from pre-GST average annual FD greater than 3 per cent. This
analysis shows that different states have faced different challenges in public finance management
during pre- and post-GST periods.

Table 7: Changing Fiscal Deficits of Indian States (as % of GSDP)

Category of

S Fiscal Deficit Pre-GST Post-GST States
tates
Increased <3% >3% Madhya Pradesh, Tamil Nadu, Telangana
Reduced >3% <3% Jharkhand, Punjab, Uttar Pradesh
Andhra Pradesh, Bihar, Haryana, Kerala
. 0 0 0 > > ) ) )
Major States ~ Exceeds 3% >3% >3% Rajasthan, West Bengal
Chbhattisgarh, Goa, Gujarat, Karnataka
0 <30 <30/, > g] ] )
below 3% 3% 3% Maharashtra, Odisha
Minor States Increased <3% >3% Arunachal Pradesh, Assam, Maniput,

Meghalaya, Mizoram, Nagaland, Sikkim
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Category of

States Fiscal Deficit Pre-GST Post-GST States
Reduced >3% <3% Himachal Pradesh, Tripura
Exceeds 3% >3% >3% -
below 3% <3% <3% Uttarakhand

2.6 State of Public Debt of Indian States

As we have discussed earlier, states have booked GST loans as "Loans and Advances from the
Central Government". Since there is no liability of these loans rest on states, proceeds of these
loans cannot be considered as public debt of states.* So, we have adjusted public debt of states
after taking out the amount of these loans received in 2020-21 and 2021-22.

Figure 2 shows that for major states in aggregate public debt has gone up during 2014-15 to 2016-
17 and it remains stable during 2017-18 to 2018-19, and thereafter it exceeds 20 per cent of GSDP
since 2019-20. The rise in public debt since 2015-16 may be a result of Ujwal DISCOM Assurance
Yojana (UDAY) scheme introduced in November 2015 to provide debt relief to public power
Distribution Companies (DISCOM).The scheme aims to clean up the balance sheet of DISCOMs
by taking over 75 per cent of the outstanding debt (as on 30 September 2015) in two tranches -
50 per cent in 2015-16 and 25 per cent in 2016-17 - by the participating state governments and
free the credit blocked by creditors (mostly Public Sector Banks). During 2019-21, states faced
fiscal shocks due to unexpected economic slowdown in 2019-20 and COVID-19 pandemic in
2020-21. With gradual recovery of the economy from the shock towards the end of 2020-21, the
second wave of the pandemic strikes during Q1 of 2021-22. Together major states are yet to
recover from the fiscal shock experienced during 2019-21 (Mukherjee 2023). GST loans helped
these states to reduce public debt by 53 basis point of GSDP in 2020-21 and 1.09 per cent of
GSDP in 2021-22. Batring three years (i.e., 2019-22), aggregate public debt of major states was
lower than 20 per cent of GSDP during 2011-22.

Figure 3 shows that aggregate public debt of minor states is increasing since 2014-15 and it crosses
20 per cent of GSDP in 2019-20. Except during 2019-22, aggregate public debt of minor states
was lower than 20 per cent of GSDP during 2011-22. The rise in public debt since 2015-16 could
be due to adoption of UDAY scheme by some minor states. Like major states, minor states also
face fiscal shock during 2019-21 and all minor states have not recovered from the shock yet
(Mukherjee 2023). The GST loans helped minor states to reduce aggregate public debt by 55 basis
point of GSDP in 2020-21 and 1.21 per cent of GSDP in 2021-22.

4 Public Debt is comprising of Internal Debt of the State Government (6003) and Loans and Advances from
Central Government (6004). Internal Debt of the State Government is comprising of Market Loans (6003-101)
and Other Loans.
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Figure 2: State of Public Debt of Major States (% of GSDP)
State of Public Debt of Major States (% of GSDP)
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Figure 3: State of Public Debt of Minor States (% of GSDP)
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Figure 4 shows that during 2011-17, for major states aggregate public debt of Non-UDAY states
was higher than UDAY states. Since 2014-15 difference in aggregate public debt between Non-
UDAY and UDAY states is going down and public debt of UDAY states surpasses non-UDAY
states in 2017-18. For Non-UDAY states public debt has also risen in 2015-16 and thereafter it
remains stable during 2015-19. For UDAY states, aggregate public debt is rising since 2014-15.
Therefore, adoption of UDAY scheme cannot be the only reason for rising aggregate public debt
of major states since 2015-16. Except for three years (2019-22), aggregate public debt of both
UDAY and Non-UDAY states remain lower than 20 per cent of GSDP during 2011-22.

Figure 5 shows that aggregate public debt of Non-UDAY minor states remains higher than UDAY
minor states during 2011-22. For minor states aggregate public debt is continuously increasing
since 2016-17 and it exceeds 20 per cent of GSDP since 2019-20.
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Figure 4: Status of Average Annual Public Debt of Major States (% of GSDP)
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Figure 5: Status of Average Annual Public Debt of Minor States (% of GSDP)
Aggregate Public Debt of Minor States (% of GSDP)
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Figure 6 shows that number of major states having public debt exceeding 20 per cent of GSDP
has gone up since 2015-16. During 2020-21 public debt situation further deteriorates. Since 2018-
19, number of minor states having public debt exceeding 20 per cent of GSDP has gone up. Public
debt of five major states is exceeding 20 per cent GSDP consistently during the period of our
analysis (viz., Andhra Pradesh, Bihar, Punjab, Uttar Pradesh’ and West Bengal) (Table 8). Except
for a few years (2011-12 and 2016-18), public debt of Goa is also exceeding 20 per cent of GSDP
during 2011-22. Since 2015-16, public debt of another 3 states exceeds 20 per cent of GSDP (viz.,
Haryana, Jharkhand® and Rajasthan). For Kerala, public debt exceeds 20 per cent of GSDP since
2017-18. In recent years, public debt of another three states exceeds 20 per cent of GSDP (viz.,
Madhya Pradesh, Tamil Nadu, Telangana). Therefore, containing public debt to below 20 per cent
of GSDP would be a challenge for many states in coming years.

Public debt of three minor states (viz., Himachal Pradesh, Manipur and Nagaland) is consistently
higher than 20 per cent of GSDP during 2011-22. Public debt of Uttarakhand since 2018-19, public
debt of Arunachal Pradesh and Tripura since 2019-20 and the same for Mizoram and Sikkim since

5 Except during 2013-15.
¢ Except in 2018-19
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2020-21 is higher than 20 per cent of GSDP. This shows that more minor states are exceeding 20
per cent GSDP limit in public debt in recent years.

Figure 6: Number of States having Public Debt > 20% of GSDP

Number of States having Public Debt > 20% of GSDP
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Table 8: Status of Public Debt (adjusted) of Indian States (% of GSDP)
2011- 2012- 2013- 2014- 2015- 2016- 2017- 2018- 2019- 2020- 2021-

St 2 13 ¥ 15 16 17 18 19 20 21 22
?rr;ilfs‘}‘l — o 2086 2065 21.90 2147 2216 2448 2801 26.82
Bihar 2063 2035 2027 2174 2390 2522 2447 2589 2547 3055 3048
Chhattisgath 676 6.59 723 9.07 1157 1156 13.80 1597 1832 21.16 1841
Goa 1622 2117 2515 20.78 20.61 1968 19.63 21.18 2252 2627 26.13
Gujarat 2005 1882 1851 17.73 1756 17.08 1600 1610 1652 1849 1592
Haryana 1391 1460 1510 1622 2053 2219 21.88 2244 2533 2770 26.15

Jharkhand 16.11 15.64 1593 1594 2219 21.52 20.77 19.88 2131 2537 21.84
Karnataka 10.78 10.79 10.84 11.55 11.73 1211 1224 1311 1454 1817 17.52

Kerala 16.97 17,52 1795 1876 19.53 19.83 20.38 20.07 2148 25.87 23.59
gﬁij}zﬁ 19.45 1748 1641 17.14 18.00 1882 19.06 1897 1949 2378 2225
Maharashtra  14.48 13.73 13.15 1335 13,50 13.73 1420 1325 13.83 1585 14.71
Odisha 10.66 891 7.86 854 1027 10.70 11.85 11.68 1273 1401 9.28
Punjab 24.06 2392 23.69 2445 2645 36.01 3499 3495 36.19 39.76 36.60

Rajasthan 1649 1559 1585 1633 2297 25.69 2550 2559 2597 29.79 28.05
Tamil Nadu  13.84 14.06 1446 1535 1650 19.35 19.71 19.73 21.26 2522 2547

Telangana 1529 1592 1842 19.05 19.26 20.52 24.63 23.96
Uttar 21.81 20.04 1824 1954 2237 2342 2322 2308 2450 2861 2581
Pradesh

West Bengal 3549 3430 32.65 34.05 33.87 3384 3242 30.89 31.86 3632 33.68
Major States 17.58 17.04 16.66 17.31 18.69 19.81 19.79 19.70 20.89 24.27 22.58
Arunachal

19.97 1848 17.17 16.65 1256 13.84 18.19 19.79 2149 2523 25.16

Pradesh
Assam 1393 12.63 11.15 11.64 11.54 11.07 1224 1384 1554 1943 19.41
Himachal 26.83 2507 2439 2479 2443 2592 2502 2455 2549 2864 26.50
Pradesh
Manipur 29.99 2940 2573 2416 24.88 2473 2282 2451 2434 3023 2938

Meghalaya 15.05 1533 16.07 1812 1875 20.07 21.69 2278 2418 30.35 30.72

32



2011- 2012- 2013- 2014- 2015- 2016- 2017- 2018- 2019- 2020- 2021-

S 2 1B ¥ 15 16 17 18 19 20 21 22
Mizoram 2036 27.09 2199 1819 1632 1694 1720 1471 1608 2095 20.75
Nagaland 3992 3716 3484 3204 3450 3276 3200 30.59 3068 3570 3575
Sikkim 1659 1603 1577 1629 1646 1695 1624 1756 17.19 20.87 23.04
Tripura 2065 2071 1975 1791 16.63 1673 17.47 17.75 2071 2447 2092
Uttarakhand 1500 1428 1433 1551 16.84 1804 1862 2007 21.00 23.14 2041
lsvf:t‘:: 1851 17.45 16.60 1696 17.00 17.45 17.97 18.86 20.06 23.52 22.34

Except for Gujarat and West Bengal, average annual public debt of major states has gone up during
post-GST period as compated to pre-GST period (Figure 7). Aggregate public debt of major states
has gone up by 3.7 per cent of GSDP during post-GST period as compared to pre-GST period.
The largest increase in public debt is observed for Punjab (9.2%) followed by Chhattisgarh (8.6%),
Haryana (6.9%), Tamil Nadu (6.5%) and Telangana (5.6%). Except Chhattisgarh, Gujarat,
Karnataka, Maharashtra and Odisha, post-GST annual average public debt exceeds 20 per cent of
GSDP for all other major states.

Except Mizoram and Nagaland, average annual public debt of minor states has gone up during
post-GST period as compared to pre-GST period (Figure 8). Aggregate public debt of minor states
has gone up by 4.2 per cent of GSDP. The largest increase in public debt is observed for Meghalaya
(8.8%) and it is followed by Arunachal Pradesh (7.9%), Assam (5.7%) and Uttarakhand (5%).
Except Assam, Mizoram and Sikkim, post-GST average annual public debt exceeds 20 per cent of
GSDP for all other minor states.

Figure 7: Changing Average Annual Public Debt of Major States (% of GSDP)

Changing Average Annual Public Debt of Major States (% of GSDP)

40
35
30
25
20
15 © o
oo o > - 2 BRe
10 o0 o e =~ > . O
0
5 S g
10 :
& L P F LY NS P S LS &
F F gL O F & & F @\% & & F Qé‘\ S & o
N & SR iy A & & F F &
\\b\’\\ C(\ (b&\ @‘b &‘b \S&’r $0 @%
v
B Average of 2013-14 to 2016-17 (A) m Average of 2018-19 to 2021-22 (B) B-A

33



Figure 8: Changing Average Annual Public Debt of Major States (% of GSDP)

Changing Average Annual Public Debt of Minor States (% of GSDP)
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2.7 Outstanding Guarantees of States

According to the Government Guarantee Policy 2022 (Ministry of Finance 2022), “Guarantees are
contingent liabilities that arise on occurrence of an event covered by the gnarantee. Since guarantees result in increase
in contingent liability, ... Government will be liable to pay in case the entity/ organization defaults in respect of
which guarantee is given.” Like the Union Government, state governments also provide guarantees to
public entities (e.g., statutory corporations, government companies, co-operative institutions,
financial institutions, autonomous bodies and authorities) to take loans from the markets to reduce

pressutre on the budgetary resources.

We find that except Andhra Pradesh and Telangana outstanding guarantee amount lies below 10
per cent of GSDP for other major states during 2020-22 (Figure 9). For Rajasthan and Uttar
Pradesh outstanding guarantee amount lies between 7.5 to 10 per cent of GSDP. Except Bihar,
Kerala, Maharashtra, Tamil Nadu, Telangana and West Bengal, outstanding guarantee amount of
all other major states has gone down in 2021-22 as compared to 2020-21. Aggregate outstanding
guarantee amount of major states has gone down from 4.23 per cent of GSDP in 2020-21 to 4.14
per cent of GSDP in 2021-22.

Among minor states outstanding guarantee amount of Sikkim exceeds 10 per cent of GSDP during
2020-22 (Figure 10). For Meghalaya, outstanding guarantee amount lies between 7.5 to 10 per cent
of GSDP during 2020-22. Except four minor states (viz., Arunachal Pradesh, Assam, Manipur and
Nagaland), outstanding guarantee amount has fallen in 2021-22 as compared to 2020-21. In
aggregate, outstanding guarantee amount of minor states has fallen from 1.18 per cent of GSDP
in 2020-21 to 1.05 petcent of GSDP in 2021-22.
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Figure 9: Status of Outstanding Guarantee Amount (Principal & Interest) of Major States (% of

GSDP)
Status of Outstanding Guarantee Amount (Principal & Interest) of Major States (% of
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Figure 10: Status of Outstanding Guarantee Amount (Principal & Interest) of Minor States

Status of Outstanding Guarantee Amount (Principal & Interest) of Minor States
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3. Summary and Conclusions

Indian economy has gone through economic slowdown during 2019-21 — annual economic growth
(as measured by growth rate of nominal GDP) falls to 6.37 per cent in 2019-20 and -1.36 per cent
in 2020-21 from average annual growth rate of 11.7 per cent during 2012-19. In 2021-22 econommic
growth improves with the gradual recovery of the Indian economy from the shock of COVID-19
pandemic. As compared to 2021-22, economic growth in 2022-23(P) falls.

To assess the state finances of Indian states (18 major states and 10 minor states), we divide the
time period of our analysis (2013-14 to 2021-22) into two sub-periods — 2013-14 to 2016-17 and
2018-19 to 2021-22. We named the first sub-period as pre-GST period and the second sub-period
as post-GST period, as India introduced comprehensive Goods and Services Tax (GST) on 1 July
2017.

Except Odisha, average annual growth rate of nominal GSDP falls during post-GST period as
compared to pre-GST period for all other major states. All major states experience higher growth
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rate of GSDP in 2022-23(P) as compared to average annual growth rate of GSDP during post-
GST period.

Among minor states, except Meghalaya, average annual growth rate of GSDP falls during post-
GST period as compared to pre-GST period. Except Arunachal Pradesh, Manipur and Mizoram,
all minor states experience higher growth rate of GSDP in 2022-23(P) as compared to post-GST
average.

Except Karnataka and Kerala among major states and Manipur and Mizoram among minor states,
all states project lower growth rate of GSDP in 2023-24(BE) as compared to 2022-23(P), which

may have impact on fiscal positions of states.

After two consecutive years of fiscal stress during 2019-21, state finances in India improve in 2021-
22. Recovery from the fiscal shock of 2019-21 is slow for majority of Indian states. Moreover,
GST compensation has not been extended beyond 30 June 2022. Therefore, it will be important
to see how states manage their public finances with growing pressure of public expenditures and
constraints to mobilise additional public resources from own as well as shared sources of revenues.

As compared to pre-GST period, average annual Revenue Deficit (RD) of major states increases
by 61 basis point of GSDP during post-GST period. In 2022-23RE, aggregate RD of these states
shows a fall by 27 basis point of GSDP as compared to post-GST average. In 2023-24BE it is
expected to fall by 38 basis point as compared to 2022-23RE. During post-GST period average
annual capital expenditure (CAPEX) falls by 23 basis point of GSDP as compared to pre-GST
average. Apart from cutting CAPEX, rising share of non-debt capital receipts (by 7 basis point of
GSDP), containing disbursement of fresh loans and advances (by 29 basis point) and GST
compensation receipts as back-to-back loans from the Union government during 2020-22 helped
major states to reduce the pressure on fiscal space during post-GST period. Average annual fiscal
deficit (adjusted) has gone down by 27 basis point of GSDP during post-GST period as compared
to pre-GST average. In 2022-23RE, aggregate FD of major states rises by 65 basis point of GSDP
as compared to post-GST average. In 2023-24BE, aggregate FD is expected to fall by 24 basis
point of GSDP as compared to 2022-23RE.

For minor states, average annual revenue deficit increases by 38 basis point of GSDP during post-
GST period as compared to pre-GST period. In 2022-23RE, aggregate revenue deficit increases
by 86 basis point of GSDP as compared to post-GST average. In 2023-24BE, it is expected to fall
by 1.31 per cent of GSDP as compated to 2022-23RE. Average annual CAPEX increases by 79
basis point of GSDP during post-GST period as compared to pre-GST period. Though, minor
states reduced disbursement of fresh loans and advances, they could not generate additional
revenue on account non-debt capital receipts. Moreover, only a few minor states received GST
back-to-back loans for protection of their revenue under GST. As a result, average annual fiscal
deficit (adjusted) went up by 63 basis point of GSDP during post-GST period as compared to pre-
GST average. Aggregate fiscal deficit increases by 2.86 per cent of GSDP in 2022-23RE as
compared to post-GST average. In 2023-24BE, it is expected to be reduced by 2.10 per cent of
GSDP as compared to 2022-23RE.
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For major states, average annual share of all sources of OTR in GSDP has fallen during post-GST
period as compared to the pre-GST period. The largest fall is observed in ‘taxes on commodities’
- falls by 32 basis point of GSDP during post-GST period as compared to the pre-GST average.
If we consider GST compensation receipts from all soutces as states’ OTR, annual average share
of OTR in GSDP increases by 42 basis point (-0.37+0.79) of GSDP during post-GST period as
compared to pre-GST period. Therefore, GST compensation payments helped states to sustain
the revenue stream from taxes on goods and services which is subsumed into GST. However,

there was no windfall gains for states from the GST compensation receipts.

For minor states, there is an increase in the share of taxes on goods and services in GSDP during
post-GST period as compared to the pre-GST period.

For major states, if we adjust the overall grants-in-aids receipts (broad budget head 1601) of states
by taking out GST compensation receipts from the GST compensation fund (1601-08-114),
average annual share of adjusted grants-in-aids in GSDP falls by 17 basis point during post-GST
period as compared to pre-GST average.

GST compensation receipts as back-to-back loans from the Union government is often not
adjusted (or accounted as states’ revenue) to derive fiscal deficit numbers of states. Out of 18 major
states, 9 states experience fall in average annual fiscal deficit (adjusted) during post-GST period as
compared to pre-GST period. The largest fall in FD observed for Punjab followed by Uttar
Pradesh, Odisha, Jharkhand, and Rajasthan. The largest increase in FD observed for Tamil Nadu
tollowed by Madhya Pradesh, Karnataka and Chhattisgarh. Overall FD of major states falls by 27
basis point of GSDP during post-GST period as compared to pre-GST average. We observe 65
basis point of GSDP rise in FD for major states in 2022-23RE.

As compared to post-GST average, overall FD of major states increases by only 4 basis point of
GSDP in 2022-23PE (i.e., Provisional Estimate of 2022-23 based on CAG’s Monthly Key
Indicator Database). In comparison to 2022-23RE, overall FD of major states is lower in 2022-
23PE. In 2023-24BE, overall FD of major states is expected to increase by 36 basis point of GSDP
as compared to 2022-23PE.

Together average annual FD of 10 minor states has gone up by 63 basis point of GSDP during
post-GST period as compared to pre-GST period. Together FD of these states increases by 2.86
per cent of GSDP in 2022-23RE from post-GST annual average. As compared to post-GST
annual average, overall FD of minor states increases by 1.81 per cent GSDP in 2022-23PE. Fiscal
deficits of states are higher in 2022-23RE as compared to 2022-23PE by 1.05 per cent of GSDP.
In 2023-24BE, these states together aim to reduce FD by 1.05 per cent of GSDP as compared to
2022-23PE.

In three major states (viz., Madhya Pradesh, Tamil Nadu and Telangana) post-GST average annual
FD exceeds 3 per cent of GSDP as compared to pre-GST average of less than 3 per cent.
Jharkhand, Punjab and Uttar Pradesh have reduced average annual FD to less than 3 per cent of
GSDP during post-GST period as compared to pre-GST average exceeding 3 per cent of GSDP.
For Andhra Pradesh, Bihar, Haryana, Kerala, Rajasthan and West Bengal average annual FD
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exceeds 3 per cent of GSDP in both the periods. In 7 minor states (viz., Arunachal Pradesh, Assam,
Manipur, Meghalaya, Mizoram, Nagaland and Sikkim) average annual FD exceeds 3 per cent of
GSDP during post-GST petiod as compared to pre-GST average of less than 3 per cent. Himachal
Pradesh and Tripura have reduced their average annual FD to less than 3 per cent of GSDP during
post-GST period from pre-GST average of greater than 3 per cent. This analysis shows that
different states have faced different challenges in public finance management during pre- and post-
GST petiods.

We have adjusted public debt of states after taking out the amount of the GST back-to-back loans
received by states in 2020-21 and 2021-22. For major states, aggregate public debt has gone up
during 2014-15 to 2016-17 and it remains stable during 2017-18 to 2018-19, and thereafter it
exceeds 20 per cent of GSDP since 2019-20. Adoption of Ujwal DISCOM Assurance Y ojana
(UDAY) scheme cannot be the only reason for rising aggregate public debt of major states. For
Non-UDAY states public debt has also risen in 2014-15 and thereafter it remains stable during
2015-19. For UDAY states, aggregate public debt is rising since 2014-15. GST back-to-back loans
helped major states to reduce aggregate public debt by 53 basis point of GSDP in 2020-21 and
1.09 per cent of GSDP in 2021-22. Barring three years (i.e., 2019-22), aggregate public debt of
major states was lower than 20 per cent of GSDP during 2011-22.

Aggregate public debt of minor states is increasing since 2014-15 and it crosses 20 per cent of
GSDP in 2019-20. Aggregate public debt of Non-UDAY minor states remains higher than UDAY
minor states during 2011-22. Except during 2019-22, aggregate public debt of minor states was
lower than 20 per cent during 2011-22. The GST back-to-back loans helped minor states to reduce
aggregate public debt by 55 basis point of GSDP in 2020-21 and 1.21 per cent of GSDP in 2021-
22.

Public debt of five major states is exceeding 20 per cent of GSDP consistently during the period
of our analysis (viz., Andhra Pradesh, Bihar, Punjab, Uttar Pradesh and West Bengal). Except for
a few years (2011-12 and 2016-18), public debt of Goa is also exceeding 20 per cent of GSDP
during 2011-22. Since 2015-16, public debt of another 3 states exceeds 20 per cent of GSDP (viz.,
Haryana, Jharkhand and Rajasthan). For Kerala, public debt exceeds 20 per cent of GSDP since
2017-18. Since 2019-20, public debt of another three states exceeds 20 per cent of GSDP (viz.,
Madhya Pradesh, Tamil Nadu, Telangana). Therefore, containing public debt to below 20 per cent
of GSDP would be a challenge for many states in the coming years.

Public debt of three minor states (viz., Himachal Pradesh, Manipur and Nagaland) is consistently
higher than 20 per cent of GSDP during 2011-22. Public debt of Uttarakhand since 2018-19,
Arunachal Pradesh and Tripura since 2019-20 and Mizoram and Sikkim since 2020-21 is higher
than 20 per cent of GSDP. This shows that more minor states are exceeding 20 per cent of GSDP
limit in the public debt in recent years.

Except for Gujarat and West Bengal, average annual public debt of major states has gone up during
post-GST period as compared to pre-GST period. Aggregate public debt of major states has gone
up by 3.7 per cent of GSDP during post-GST period as compared to pre-GST period. The largest
increase in public debt is observed for Punjab (9.2%) followed by Chhattisgarh (8.6%), Haryana
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(6.9%), Tamil Nadu (6.5%) and Telangana (5.6%). Except Chhattisgath, Gujarat, Karnataka,
Maharashtra and Odisha, post-GST annual average public debt exceeds 20 per cent of GSDP for

all other major states.

Except Mizoram and Nagaland, average annual public debt of minor states has gone up during
post-GST period as compared to pre-GST period. Aggregate public debt of minor states has gone
up by 4.2 per cent of GSDP. The largest increase in public debt is observed for Meghalaya (8.8%)
and it is followed by Arunachal Pradesh (7.9%), Assam (5.7%) and Uttarakhand (5%). Except
Assam, Mizoram and Sikkim, post-GST average annual public debt exceeds 20 per cent of GSDP

for all other minor states.

We find that except Andhra Pradesh and Telangana outstanding guarantee amount lies below 10
per cent of GSDP for other major states during 2020-22. For Rajasthan and Uttar Pradesh
outstanding guarantee amount lies between 7.5 to 10 per cent of GSDP. Except Bihar, Kerala,
Maharashtra, Tamil Nadu, Telangana and West Bengal, outstanding guarantee amount of all other
major states has gone down in 2021-22 as compared to 2020-21. Aggregate outstanding guarantee
amount of major states has gone down from 4.23 per cent of GSDP in 2020-21 to 4.14 per cent
of GSDP in 2021-22.

Among minor states outstanding guarantee amount of Sikkim exceeds 10 per cent of GSDP during
2020-22. For Meghalaya, outstanding guarantee amount lies between 7.5 to 10 per cent of GSDP
during 2020-22. Except four minor states (viz., Arunachal Pradesh, Assam, Manipur and
Nagaland), outstanding guarantee amount has fallen in 2021-22 as compared to 2020-21. In
aggregate, outstanding guarantee amount of minor states has fallen from 1.18 per cent of GSDP
in 2020-21 to 1.05 percent of GSDP in 2021-22.
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Appendix

2022-23RE 2022-23PE
Description Major | Minot All Major Minor All D-A E-B E-C
States | States | States States States States
(A ®) © D) ®) )
Total Revenue
Receipts (A+B-+) 13.81 | 2556 | 1439 | 1284 | 21.72 1328 | -0.96 | -3.84 | -1.11
A. Tax Revenue 10.17 | 12.87 | 1031 987 | 1281 10.02 | -0.30 | -0.05 | -0.29
B. Own Non-Tax 103 141| 105 1.02 1.34 1.04 | 0.00| -0.07 | -0.01
Revenue
C. Grants-in-Aids
from the Union 261 11.28 | 3.04 1.95 7.57 223 | -0.66| -3.72-0.81
Government
D. Revenue 1442 | 2575 | 1499 | 1325| 2204 13.69 | -1.17 | -3.70 | -1.30
Expenditure
E. Capital 251 572| 267 2.14 4.47 225 | -038 | -1.25|-0.42
Expenditure
F. Revenue Deficit 0.62 0.19 0.60 0.41 0.32 0.41 -0.21 0.13 | -0.19
G. Fiscal Deficit 338 | 590| 3.50 2.79 4.85 289 | -059 | -1.05]-0.61
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