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1. Introduction

21 The fiscal health of the States bounced
back in 2021-22 from a sharp pandemic-induced
geterioration in the preceding year. Prudent fiscal
management has continued into 2022-23 as
reflected in budget estimates (BE).

22 This chapter analyses the fiscal
performance of States In 2020-21 and 2021-22 as
a backdrop to an evaluation of their BE for 2022-
23. The rest of this chapter is divided into seven
sections, Section 2 presents key fiscal indicators
of the State governments. Section 3 and Section
4 analyse revenue and expenditure patterns,
respectively. Section 5 throws light on actual fiscal
outcomes during 2022-23 so far and the cutlook for
the remaining part of the year, Section 6 describes

the financing pattern of the consolicated fiscal
deficit of the States. Section 7 profiles their debt
position, including contingent liabilities, Section 8
sets out some concluding observations,

2. Key Fiscal Indicators

2.3  In 2020-21, States' consolidated gross
fiscal deficit (GFD) rose to 4.1 per cent of gross
domestic product (GDP), the highest level since
2004-05 (Chart I1.1). The spike, howsver, was
short-lived and a reversion to consolidation was
crafted in 2021-22 (PA)' taking the GFD down to
2.8 per cent of GDP, as against the BE of 3.5
per cent and RE of 3.7 per cent for that year.
This correction was brought about by higher-
than-expected growth in both tax and non-tax
revenues.




2.4 A similar improvement was recorded
in their revenue and primary deficits (Table 11.1;
Annex ).

25  For 2022-23, the States have budgeted a
consolidated GFD of 3.4 per cent of GDP. which
Is within the indicative target of 4 per cent’ set
by the Centre, albeit, with substantial inter-State
variations® (Table [1.2).

3. Receipts

2.6  States' revenue collections declined in
2020-21 on account of the pandemic-induced
slump in own tax revenue, non-tax revenue and
tax devolution from the Centre (Table [1.3). Within
own tax revenue, the decline was prominent
in the case of States' goods and services tax
(SGST) and vehicle tax. In contrast, their excise

collections increased due to an increase in
duties on alcohol. Non-tax revenue pliummeted in
2020-21, mainly reflecting lower earnings from
general services®. Under central transiers, lower
tax devolution was broad-based, except for
Income tax. This was. however, more than offset
by a 48 per cent jump in Finance Commission
grants® during the year.

2.7  For2021-22, States budgeted & sharp rise
in revenue receipts led by own tax and non-tax
revenues and grants from the Centre. in the RE,
however, revenues outperformed BE, with a broad-
based recovery in own tax and non-tax revenue,
supported by higher tax devolution and grants
from the Centre. Yet, unaudited data roleased by
the CAG indicate lower revenue collections than in
the revised estimates. In terms of these nrovisional




2021. As on December 31, 2022, the outstanding
investments of States in ITBs stood at ¥1,76,208
crore, while their outstanding investments in
ATBs stood at ¥1,12,420 crore.

States’ Reserve Funds

2.29 Itis desirable for States to keep adequate
buffers to minimise the fiscal stress arising
from redemption pressures and unforeseen
liabilities. For this purpose, the States maintain
a Consolidated Sinking Fund (CSF) and a
Guarantee Redemption Fund (GRF) with the
Reserve Bank. The States can aiso avail SDF at
a discounted rate from the Reserve Bank against
incremental funds invested in CSF and GRF. So
far, twenty-four States and one Union Territory,
i.e., Puducherry, have set up CSF. Currently,
nineteen States are members of the GRF (Table

2.30 States’ debt to GDP ratio increased
sharply at end-March 2021 to meet pandemic
related expenditure (Table 11.8). This ratio is
estimated to dechne slightly by end-March
2022 but is budgeted higher at 29.5 per cent
by end-March 2023. At a disaggregated level,
the ratio is expected to be higher than 25 per
cent'” for 26 States and UTs at end-March 2023
(Statement 20).
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2.31 The debt service ratio - measured in terms
of interest payment to revenue receipts (IP-RR)
ratio — which increased sharply in 202021, has
moderated in 2021-22 and 2022-23, mainly on
account of robust revenue receipts (Char 11.10).

2.32  As stated earlier, rise in States’ debt levels
was primarily led by higher market borrowings
and higher borrowings from the Centre On the
other hand, the shares of special securities issued
to National Small Saving Funds (NSSF), loans
from banks and financial institutions ard public
accounts declined in 2020-21 (Table |'.9). The
share of market borrowings in total outstanding
liabilities of the State governments is budgeted
to increase in 2022-23. Similarly, loans rom the
Centre are also expected to increase in view of the
50-year interest-free loans being provided oy the
Centre under the scheme of Special Assistance to
the States for Capital Investment.
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233 State government guarantees increased
sharply by end-March 2021, which has implications
for their debt sustainability (Table 11.10).

20

8.Conclusion

234 While the first two waves of the pandemic
posed a major fiscal management challenge
for States following revenue shortfalls and
the compelling need for higher spending, the
subsequent waves had a relatively milder impact
on their finances. Accordingly, the States could
bring down their gross fiscal deficit below the
Fiscal Responsibility Legisietion (FRL) target of
3 per cent of GDP in 2021-22. in 2022-23, the
budgeted GFD of 3.4 per cent of GDP is higher
but within the target of 4 per cent set by the
Centre. The budgeted debt-GDF ratio of States
however, continues to remain significantly
higher than 20 per cent recommended by the
FREBM Review Committee, 2018 (Chairman: N
K. Singh). .

n35 The fiscal outlook for Stales remain
favourable for the rest of the year and capit
expenditure is expected to gain momentum in i
second half.



2.36 While the outstanding liabilities of Siates warrants urgent attention and a glide path needs
have moderated from their pandemic time peaks, to be set, keeping in view the need for rebuilding
debt consolidation at the individual State level fiscal space to deal with future shocks.
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