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Chapter TI.. s

THE TREBD AMD GROWTH PAST EM Off CAPITAL EXPEffPITUHB

The capital expenditure is of much importance since 

it is essential for the rapid economic development of the 

country* Richard M.Bird says that, "For a poor country to 

begin to grow at a respectable rate a good deal of additional 

capital investment is usually required”. In an era of Plan

ning and development Capital expenditure assumes a great deal 

of significance. It has also got its economic effects depending 

on whether the projects financed by capital expenditure are 

quick yielding or slow yielding in economic benefits.

A. Mature of Capital Expenditure

In these circumstances different questions arise 

\ as to the nature of the expenditures that has to be charged 

to capital account. What expenditure on the part of public 

authorities should be incurred out of Capital and what 

expenditure should be incurred from revenue?

Different opinions have been expressed as to the nature 

of expenditure chargeable to capital account, Some writers on

1 Richard M. Bird s The Growth of Government Spending in Canada. 
(Canadian Tax Foundation, Toronto), 197*31 p.142.
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public finance feel that to charge to revenue what should be 

charged to capital is a great injustice to the tax payer. 

German writers bf the middle and latter half of nineteenth 

century, such as, Dietael, Umpfenbach, Stein, Wagner, Schaffle, 

Nasse and Schanz were of the opinion that all extra-ordinary 

expenditures should be met from loans because of'their nature. 

Dietz el, for example, held that, "pure governmental functions 

are as productive as industry, and the capital required may be 

supplied by borrowing quite as legitimately as in the field of 

industry. Expenditure on public works are for future as well 

as for the present benefits. Sherefore the cost should be 

spread over the entire period, and public debt do not impose
punfair burdens upon coming generations.”

On the other hand, Ifeere are others who hold that all 

extra-ordinary expenditures, if unproductive, should be met 

from income and unless it can thus be met should not be 

incurred. Bastable, in his Public finance holds that, "actual 

purbhase of productive property or creation of revenue yielding 

works may fairly be defrayed by,loans ... fhis concession 

to the policy of borrowing should not be stretched to include 

the cost of works or other State action that yields no revenue. 

Don-economic expenditure is primarily to be met out of income
3and unless it can be so dealt with ought not to be incurred”.

2 G. findlsgr Shirr as - The Science of Public finance.
(Macmillan & Co.,London), Vol'.I, 1963, p.159.

3 Ibid, p.160. 1 ‘
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G. Findlay Shirras maintained that expenditure chargeable 

to capital account is justified in four instance :

i) lor permanent production investment, viz., for the 

construction of public works such as irrigation works, 

railways etc,, and also certain works, civil and quasi

military, which give the prospect of a return on capital 

over a long series of years?

ii) in an extra-ordinary emergency like war?-

iii) in case of temporary necessity - a casual deficits and 

wasting assets, and

iv) non-revenue producing public works and the participation 

of governments and local authorities in economic activi
ties in certain circumstances.^

Richard A. Musgrave and Peggy B. Musgrave maintained

that, "loan finance of current expenditures on the other hand

places an undue burden on the future and tax finance of capital

outlays gives it an undue benefit. This is the rationale for

the use of a capital budget and for the use of foreign borrow-
5ing in the case of development finance."

In his book,"State Finances in India - A case study of 

Rajasthan*, L.S. Forwal points out that, "the expenditure which

4 Ibid, p.162.
5 Richard A. Musgrave and Peggy B. Musgraves Public Finance in 

Theory and Practice (McGraw-Hill, Kogakusha -^td., iMew Delhi), 
1976,p.608.
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is met usually from borrowed funds with the object either of 

increasing concrete, assets of a material character or of 

reducing recprring liabilities, such as those for future 

pensions, by; payment of capitalised value is treated in the 

G-overnment accounts as capital expenditure"• He further 

adds that, "the- oretically, the expenditure incurred need not 

be on thexpreation of concrete assets of a -orLSsteY.icS, character* 

alone-. Sven the expenditure Incurred on creation of financial 

assets such as investment in shares- of commercial concerns 

or granting loans to local bodies may be regarded as expendi

ture on Capital accounts. She investment in financial assets 

ultimately leads to the formation of physical assets".

A.1 Reclassification of State Governments’ Capital 

Expenditure.

On practical considerations, we follow the system of 

classifying capital expenditure into developmental and non- 

developmehtal as adopted by the Reserve Bank of India 

Bulletin since 1974* She method of classifying capital 

expenditure into developmental and non-developmental was 

differ oat prior to 1974-75. Bor instance, expenditures on 

Government trading and Miscellaneous schemes were included 

under non-developmental capital outlay before 1974-75.

6 L*S. Porwal! State Finances in India - A Case Study of 
Rajasthan. (Sultan Chand Sons, Hew Belhi), 1971, p. 161 •
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In the new accounting precedure introduced in 1974-75 

the major expenditure leads State trading and Other Works had 

been deleted and the expenditures incurred under these heads 

are now directly hooked under the respective major and minor 

functional heads; Hence to bring them to a comparable form the 

expenditures met under State Trading and Other Works from 

1957-58 to 1974-75 had been reclassified and included under 

the respective functional categories. The details regarding 

the classification of these two categories are given in 

the Appendix I to this chapter.

In the nev; accounting procedure compensation to land

lords on the abolition of Zamindary system has been clubbed 

with General Economic Services. We, also, have done accordingly.

B. Growth Trend of Capital Outlay.

Capital expenditures of the State Governments other 

than developmental and non-deveiopmental expenditures, 

comprise mainly loan repayments to the centre and other auto

nomous bodies, repayments of their own market loans and State 

governments' loan assistance to third parties. Here we analyse 

the growth trend of capital, outlay, vis., developmental and 

non-developmentai outlays.

Table VI.1 shows the broad trends in capital expenditure 

of the state governments.
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The percapita capital outlay in money terms was highest 

at fi3.18.97 'i$* Punjab in 1957-58. During the subsequent years 

it was at the top leivel in Jammu & Kashmir at P3.29.67 in 1962-63* 

Rs.51.49 in 1967-68, Jh.62.15 in 1972-73 and at Hs.187.18 in 

1977-78, Tamil Nadu came down to last rank in 1977-78.

One may observe that the states Assam, Bihar, Kerala,

Madhya Pradesh, Tamil Nadu and Uttar Pradesh had spent less 

than all state average all along the period from 1957-58.

West Bengal edged above the all state average percapita level 

only in 1957-58.

The percapita capital outlay showed an upsurge in all 

the states by 1977-78 over 1957-58. In money terms the 

percentage increase in percapita capital outlay was faster in 

Jammu & Kashmir and slower in Punjab. It increased by 3072$ 

in Jammu & Kashmir whereas the increase was only 28$ in 

Punjab in real terms it declined in Orissa, Punjab, Tamil Nadu 

and West Bengal during the same period.

As revealed by Table VI.2 at constant prices the per

capita capital outlay increased at a slower rate over the 
one.twenty^ years.

Downward trend is seen in the growth of percapita capital 

outlay in.Orissa, Punjab, Tamil Nadu and West Bengal.
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B.1 Developmental and Ion-developmental Outlays*

The dominant part of total capital outlay, is 

developmental outlays. Ion-developmental outlays are almost 

insignificant. Developmental outlays includes outlays on 

social and community services and Economic Services. Ion- 

developmental outlay comprises expenditures on Public Works, 

Administrative Services and Stationary and Printing.

One could observe from Table VI.3 that in all states 

the proportion of developmental outlay to total Gapitaloutlay 

is roughtly 98°/° and that of non-developmental outlay is about 

2$> in all the states.

B,2 Growth Pattern of Developmental Outlay.

Table VI.4 shows that a large chunk of developmental 

outlay was incurred on economic services. Roughly 75 to 9Of0 

of the developmental outlay had been absorbed by Economic 

services.

In 1957-58 Kerala and Madhya Pradesh had spent higher 

percentage on Social and Community Services than the other 

states. In this year Kerala had incurred higher level of 

expenditure on Public Health and Madhya Eradesh had spent more 

on Housing. In 1967-68 because of an increase in the expenditure 

on Public Health the share of social and Community services 

went up in Rajasthan.
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gable YI.5

Distribution of Capital Outlay
(In lakhs of Es.)

States 1957-58 1977-78 DO io EDO io
• DQ IDO DO EDO increase

over 
1957-58

increase
over
1957-58

Andhra Pradesh 2461 46
(98.16 ) 0 . 84)

204 22 117
(99*43)(0.57)

730 154

Assam 405 242
(62.59M37.41)

4666 126 
(97*37)(2.63)

1052 -48

Bihar - 2184 *
(100) ,

15040 ’ 176
(98.84 ) 0*16)

589 , —

Gujarat- 2181 58 
(97 *41)(2*59)

12509 148
(98.83)0*17)

684 270

Haryana 1237 -298 4859 183
(96.37)(3*63)

293

Jamnga & Kashmir 223 ■ - 9-
(96.12)(3.88)

9597 . 474 
(98.22)(1.78)

4204 1833

Karnataka 1443 39
(97*36)(2.64)

10054 147
(98.56)0.44)

597 277

Kerala 738 55
(93.06) (6.94)

7144 147
(97*98)(2.02)

868 167

Madhya Pradesh 1714 93
(94 *85) (5 .15) '

13515 75
(99.45 )(0.55)

689 -19

Maharashtra 2756 94
(96.70)0.30)

20546 363
(98.26)(1.%)

' 646 286

Orissa 1985 54
(97*35)(2.65)

7701 142
(98.19)(0.81)

288 163

Pun j ab 3281 -2. 
(1°P)

3564 133
(96.40)(3.60)

9 "

Rajasthan 715
(100)

10053 142
(98.61)(1.39)

1306 -

Tamil ladu 1389 85
(94* 23) (5 *77)

3934 119
(97*06)(2.94)

183 40

Uttar Pradesh 3418 -23
(100)

23372 726
(96.86)(3*14)

555

West Bengal 2625 192
(93*18)(6.82)

7446 305
(96.07)(3.93)

184 59

Sources 1. 1'or 1957-58,, 1960-61 and 1967-68 - Combined finance &
Reserve Accounts of Union and State Governments in India- 
Volumes for the respective year.

2. Por 1977-78 - Reserve Bank of india Bulletin,Sept.-Oct.1979. 
Notes s 1. DO - Development outlay? EDO - Hon-developmental outlay.

2. Figures under the column for the year 1957-53 for Gujarat 
and Haryana pertain to 1960-61 and 1967-68 respectively.

5. Figures in brackets indicate percentage to total Capital 
Outlay.
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gable TI.4

Growth Pattern of Developmental Outlay at Current Prices
- . (’lafehs' of Es.)

States 1957-58
S&C > - ES

1977-78
S&C ES

S&G f 
increase 
over 
1957-58

ES f
increase
over
1957-58

Andhra Pradesh 203
(8.24) ‘

2258
(91.76)

1 215, 
(5.95 ^

19207
(94.05).

489 751

Assam
21 J

(5.19)
384

(94.81 )
430

(9.22)
4236

(90.78)
1948 1003

Bihar1 2184 1187 13863 - . 534
( (100) (7.89) (92.11)

Gujarat 484
(22.19)

1697 
(77.81 )

1839 
(14.70)

10670
(85.30)

627 694

Haryana 251
(20.29)

986'
(79.71)-

382
(7.86)

4477'
(92.14)

52 354

Jammu & Kashmir 32
(14.35)

191
(85.65)

2116
(22.05)

7481
(77.95)

6513 3817

Karnataka 79 . 
(5*47)

1364
(94.53).

649 '•
(6.46)

9405
(93.45)

122 590

Kerala 303
.(41 ..06)

435
(58.94)

14 ©S 
(19.62)

5742
(80.38)

363 1220

Madhya Pradesh 496
(28.94-)

1218
(71.06)

742
(5.49)

12773
(94.51)

50 949

Maharashtra 448
(16.16)

23 08 
(83.74).

2065
(10.05)

18481
(89.95)

361. 701

Orissa 115
(5.79>

1870
(94.21).

651
(8145)

705 <D
(91.55)

466 277

Punjab 341
(10.39)

2940 
(89.61 )•

779
(21.86)

2785
(78.14)

128 - 5

Rajasthan 186 : 
(26,01-)

529
(73.99)

1306
(12.99)

8747 
(87.01)

602 1554

Eamil Hadu 219
(15.77)

1170
(84.23)

543
(13.80)

3391
(86.20)

. 148 190

Uttar Pradesh, 326
(9.54)

3092
(90.46)

700
(3.13)

21672 
(96.87)

115 601

West Bengal 319 x 
(12.15)

2306 
(87.85)

1236
(16.60)

6210
(83.4$)

287 169

Sources Appendix £‘ablesA*32 and ^.33* ,
Hotes : 1. S&C - Social and Community. Services 

ES - Economic Services.
2. Figures in brackets indicate percentage to total 

Developmental outlay.
3. Figures under the cdLumn for the year 1957-58 for Gujarat 

and Haryana belongs to 1960~61 and 1967-68 respectively.
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Though there were slight shifts in the relative shares 

of social and community services and Economic services the 

overall trend was in favour of Economic services during the 

period under our review. However during the twenty-one years 

the relative shares of these two services in developmental out

lay almost remained unchanged in most of the states. This means 

that though the quantum of capital outlay had increased 

tremendously the basic structural change in expenditure 

composition or pattern is not significant during this period*

In all the states importance had been given to the development
/

of physical capital than to human capital. IS this trend

desirable? It may be appropriate to point out the view of

Gerhard Golm and Peter Wagner in this Context. Arguing against

the introduction of a separate capital budget they spelt out

that, “the existence of such a separate Capital Budget might

distort Federal expenditures in such a way that may not always

be most desirable. It may well result in a preference for

expenditures on physical assets rather than greater spending
7for intangibles such as Health and Education.” But James A.

Maxwell and Richard J. Aronson pointed out that, “State and

local governments have failed to place” investment in human

resources” in Capital budgets, not so much because of a

7 Gerhard Colm and Peter Wagners "Some observations on the 
Budget concept” in Public Finance and Fiscal Policy, edited 
by Joseph Scherer and James A .Papke iHougaton Mifflin Co., 
Boston), -1966, p.45.



"prejudice in favour of expenditures on hardware" as because

of a complete inability- to measure the effects of such invest-
8ment on that part of the economy they can reach by taxes". 

Since state governments in ^ndia aim at the formation of phy

sical assets with the borrowed funds the above view holds good 

in our context also*

Bo Inter-State Yariations in Capital Expenditure.

Having seen the growth pattern of capital outlay 

defrayed by the state governments we shall see the extent 

of inter-state variation in the percapita Capital outlay •

fable VI.5

Measures of Inter-State Variation in the Percapita
Capital Outlay

between lowest and highest percapita capital outlay.

1957-58 1*4.94

1962-63 1 *7.58

1967-68 1*9« 66

1972-73 1*6.88

1977-78 1 s21.27

8 James A. Maxwell and RichardJ. Aronson, financing State
and local Governments. (Ihe Brooking Institution, Washington, 
STcT), 1977, p*242.
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laTiLe VI«5 (contd

III

31 0

Years , Mean 
, (In fis.)

Standard
deviation

Coefficient of 
variation(ln c/$)

1957-58 : 7 *1785 4*0286 56.1203
1958-59 6.6942 2.5036 37.3995
1959-60 ' 7.4135 3-026 40.7899
1960-61 8.0146 5.2011 64.8953,
1961-62 9.3535 6.6O77 70.6456
1962-63 9.982 6.2153 62.265
1963-64 9.3226 5.5339 59.36
1964-65 10.6106 6.4238 60.5413
1965-66 14.4066 12.8212 88.9953
1966-67 ,9.4843 10.1575 107.098
1967-68 12.7056 11.161 87.8431
1968-69 13.3925 13.2182 , 98.6985
1969-70 13.1156 15.2102 .115.9702
1970-71 14.05 12.2959 87.5153
1971-72 17.0943 16.403 95.9559
1972-73 16.4237 13.9874 85.1659
1973-74 22.0262 17.2582 78.353
1974-75 24.1737 22.3118 92.2978
1975-76 31.2975 30.6074 97.7951
1976-77 34.875 26.0519 74.7007
1977-78 39.3131 40.5272 103.0882

Rank Correlation between 1957-58 per capita Capital
Outlay and the absolute variation in thepercapita
expenditure levels.

1957-58 and 1962-63 -0.4647
1957-58 and 1967-68 -0.5764*
1957-58 and 1972-73 -0.5852*
1957-^58 and 1977-73 -0.0529'

* Significant at 5$ level •



IT Rank correlation between 1957-58 percapita capital 
outlay and percentage variation in the percapita 
expenditure level.

1957-58 and 1962-65 
1957-58 and 1967-68 
1957-58 and 1972-75 
1957-58 and 1977-78

-0.4794 
-0.5735* * • 
-0.6676** 

-0.5279*

** Significant at Xi° level
* Significant at 5c/° level 

Source? Derived from Iable VI. 1

It can be seen from the above table that the variation 

in the percapita outlay is very high and has increased during 

the period under our analysis, The relative rankinggof the 

states by the magnitude of their percapita outlay significantly 

changed as shown in 'Iable VI.6.

Ihe weaker states Assam, Bihar,Madhya Pradesh, Uttar 

Pradesh and the developed statesPunjab, and West Bengal 

expanded their-percapita outlay at a slower pace. While Gujarat, 

Haryana, Jammu & Kashmir and Maharashtra enhanced their outlays 

fastly. Tamil Madu continued to stay at the lower end. Hence 

a diverging trend emerged in the levels of percapita outlay 

among the states.



C
O

EF
FI

C
IE

N
T OF

 VA
R

IA
TI

O
N

 (IN 
T.

)

fto n-i
INTERSTATE DISPARITY IN PER CAPITA CAPITAL OUTtAV

YEARS

Souvee •. TaMe 0..



fable VI.6

Matrix of Rank Correlations Among the Rankings 

of Pereapita Capital Outlay in Selected Years

Years 1957-58 1962-63 1967-68 1972-73 1977-78

1957-58 1 0.5411* 0.3911 0.0147 0.2294

1962-65 1 0.4794 0.3323 0.5176*

1967-68 - 1 0.3617 0.3529

1972-73 1 0.4147

1977-78 1

** Significant at 5$ level 
* Significant at 1$ level 

Source; Derived, from fable VI,1

It is surprising to note that the developed states like 

familNadu ana ^est Bengal had pereapita Capital outlay lower 

than the weaker states. An analysis of the total capital outlay 

at disaggregate level will account for this tendency.

0. Capital Outlay on Economic Services.

As outlays on non-developmental services and social 

and community services received smaller shares they are set 

aside. We take up only capital outlay on economic services. 

Under Economic Services the State Governments have invested
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under the heads co-operative' institutions, Industries and 

Minerals, Agriculture and Allied Services, Water and Power 

Development and Transport and Communications. We shall analyse 

the investments in these functions individually.

0.1 Co-operation; The state governments have invested in 

the shares of co-operative banks and other co-operative orga

nisations. Table 11,J provides the informations about the 

rate of return on State Governments’ investment in the share 

capital of co-operative institutions,

One could observe that the cumulative total capital out

lay on co-operative institutions is highest in Maharashtra 

followed by Uttar Iradesh and Karnataka. But the rate of return 

is very low in all the states, The investments of state govern

ments are not yielding sufficient returns to enhance the 

financial position of the state governments.
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Table VI.7...."".... 1 rP

Hate of Return on State Governments * Investment in Share • 

Capital of Co-operative Institutions in 1976-77» (8s, in lakhs)

States

1

Share capital . 
upto the end 
of 1976-77 

.2

Dividend
in
1976-77 

• 3

Rate of, 
return in 
1976-77

4

Andhra Pradesh 7330 8 0.11
Assam 878 1 0.11
Bihar 2565 20 0.78
Gujarat 3854 145 3.76
Haryana 2545 58 2.28
Jammu & Kashmir 215 - -

Karnataka 7728 38 0.49
Kerala 2029 18 0.89
Madhya Pradesh 4956 96 1.94
Maharashtra 12182 86 0.71
Orissa 2695 3 0.11
Punj ab 3377 34 1.01
Raj as than 2836 - -
Tamil Hadu 6240 33 0.53
Uttar Pradesh 8656 262 3.05
West Bengal 2274 9 0.40

Source: Report of the Pinance Commission, 1978, Appendix 
Table 24 (v i),p. 96 •

C.2 Industry and Minerals.,

The capital outlay on Industry and Minerals comprises 

investment on Industrial Research and Development, Village
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and Small-Scale Industries, Machinery and Engineering industries, 

Consumer -Industries and others, The Seventh finance Commission 

classified the investment on these organisations as invest

ment in three kinds of enterprises namely financial insti

tutions, promotional enterprises and others.The first includes 

the state financial corporations set-up under the State Financial 
Corporation Act, 19515 as well as enterprises held eligible for 

refinance facilities by Industrial Development Bank of India.

The promotional category includes enterprises which are engaged 

mainly in promoting the developmental and other industries of 

all regions through providing infra-structural facilities, 

financial and managerial-assistance, technical know-how etc., 

as well as through works of development for backward areas or 

the weaker sections of the population. This category, there

fore, includes small industries development corporations, 

industrial development corporations, handicrafts or handloom 

development corporations, export corporations, area develop

ment corporations etc.

Table ¥1.8 shows that the rate of return is very poor in 

all states except Gujarat. Considering the poor performance 

of the Seventh finance Commission stipulated that the State 

Governments should earn a returnof 5 per cent on the equity 

Capital invested by them.
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Sable ¥1.8

Sate of Return on State Government Share Capital to State 

Public Enterprises in 1975-76 and 1976-77»

States
Percentage 

1975-76 1976-77
Andhra Pradesh 8.4 -4-5
Assam -0.3 7.2
Bihar -11.6 4.7
Gujarat 7*3 8.9
Haryana 0.9 6 *4
Jammu & Kashmir -0.7 1.5
Karna taka 2.2 1.8
Kerala -10.4 -9.8
Madhya Pradesh - 0.9 6.4
Maharashtra 0.7 8.5
Orissa 1.1 8.2
Punjab -3.6 -3*4
Raj asthan 1.3 4.4
Tamil ladu —6.2 -2.8
Uttar Pradesh -7*8 -2.5
West Bengal -18.1 -4.1

Sources Report of the finance Commission, 1978.
Appendix I, Table 24 (ivJ,p.94.

0.3 Water and Power Development.

Table VI.9 presents the capital outlay on water and 

power development. ¥e could observe that this function claimed 

the major chunk of the Capital outlay. Irrigation and power 

have been given prominence as they are inevitable for the
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development of agriculture and industry. By 1977“78 the range 

of its claim was 34*01$ in Jammu & Kashmir and 83*39^ in Bungah. 

She distribution of Capital outlay on this function show that 

the states spent more', on Multipurpose River Projects and Irri

gation, navigation, drainage and flood control. Only Jammu & 

Kashmir spared more for power projects. Punjab devoted more 

funds for multipurpose - River Projects because its energy 

resources are mainly hydel. "Punjab being devoid of coal and 

oil depends pn hydro-electric schemes* It gets electricity

from Bhakra Hangal Project and by harnessing Beas and Sutlej 
9rivers."

She upjsurge* of the expenditure on this function was due 

to the construction of irrigation projects and power projects. 

She power projects erected during the period of our analysis are 

given in Appendix-VI. 2.

We,have cited the reasons for the variations in the per- 

capita expenditure levels on water and Power Developmental 

services in the previous chapter, Here also we observe that the 

levels of percapita capital outlay in the developed states like 

Maharashtra, Punjab, Samil ladu and lest Bengal are relatively 

lower than the weaker states.

9 Rational Council of Applied Economic Research.
Sechno-Economic Survey of Punjab, 1962, p.64.
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Why the percapita expenditure in these developed states 

are lower? In Maharashtra the sudden increase in the percapita 

expenditure in 1977-78 is due to the increase in expenditure 

on irrigation as already seen in the previous chapter. A look 

at Sable VI.10 and VI.1.1 will give us further reasons for the 

low percapita expenditure in some of the developed states. She 

percapita electricity consumption is very high in Punjab, 

Gujarat, Maharashtra, Haryana, Samil Nadu and West Bengal. 

Punjab arid Haryana attained 100$ in r ural^fe crbr i fie at 1 on and 

Samil Nadu and Kerala have electrified 98.6$ and 95*6$ of 

their villages respectively. As Kerala, Punjab, Samil Nadu and 

West Bengal have exploited their irrigation potential to the 

maximum and developed power potential to a greater extent 

their percapita capital outlay levels are lower. In the 

states Assam, Bihar, Madhya Pradesh and Uttar Pradesh the 

percapita outlay on this function is lower and their relative 

performances in the fieLds of■ irrigation and power are also 

lower. Assam might have spent more on flood control. Orissa 

whose percapita capital outlay is higher than other weaker 

states has better performance in power and irrigation.

As the bulk of Capital outlay has been invested in 

Irrigation and Power projects, it is essential to see their 

financial performance and its effects on the revenue budget

of the states



I able ¥1-10

Installed Capacity and Consumption of Electricity in States

States Installed 
capacity : 

(MW) in 
1974-75

Percentage 
of villages, 
Electrified 
(as on 
31-3-1977)

Percapita 
consumption 
of Electri
city (as on 
31-3-1977)

Pump-sets 
energised 
(as on

•31-3-1977)
(in ’000)

1 2 3 4 din kwKl 5
Andhra
Pradesh 890 ■ 49.5 77.4 307

Assam 917 9.1 33.8 1

Bihar 604 26.9 ‘ 88.6 132

Gujarat 1173 38.9 192.3 138

Haryana 557 100 174.0 154

Jammu & Kashmir1 94 '* 45.5 69.4 1

Karnataka 967 54 *8 > 148.4 242

Kerala 625 95.6 93.3 53

MadhyaPrad esh 776 19.08 89.9 180

Maharashtra 2070 56.5 199.0 449

Orissa 803 27.8 112.4 ■5 .

Punjab 886 100.0 241.5 168

Rajasthan 581 25.1 83.3 108

Tamil. Nadu 1654 98.6 146.5 781

Uttar Pradesh 1841 29*4 ' 85.9' 273

West B.engal 1279 28.8 125.2 17-

All India 35.2

Sources 1. Column 3, Statistical Abstract - India, 1979,p.134*
“-------- 2. Columns 4.5.6 - lamilNadu - An'Economic Appraisal,

1978, p.184.
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Table VI.11

March 1979

States fowns Length of Length of Eotal
protected embankment drainage

canal
t

(to) (to) (to) (4+5)
1 2 3 4 5

Andhra Pradesh 8 405 575O 6155

Assam 50 4145 772 4917

Bihar 22 2355 365 ,2720

Gujarat ‘ 27 208 271 479

Haryana - ' 396 2547 2943

Jammu & Kashmir 2 - -

Karnataka - - - . . -

Kerala 2 46 9 55

Madhya Pradesh 9 - - -

Maharashtra 15 26 - 26

Orissa 11 ' 385 23 408

Punjab 3 810 5517 6527

Rajasthan 13 ■ 82 134 216

I'amil Nadu - - 19 19

Uttar Pradesh 55 ‘ 1172 2634 3806

West Bengal 34 515 589 1104

Source: Report of the Pinance Commission, 1978 Appendix Sable
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Financial Results of Irrigation Works. ,

Irrigation works include bothproductive and un-productive 

works. She productive works are those whose revenue covers the 

prescribed rate of interest charges on the capital invested.

All the other works are classified as unproductive.

She state governments raise revenue from, irrigation 

projects through (i) viater rates, and (ii) betterment levy.

At first we shall see the financial results of minor 

irrigation schemes. These schemes include flow irrigation 

from surface water with small storages or diversion works or 

river lifts. Tanks are important sources of minor irrigation 

in some states. The states like Tamil Nadu and Uttar Pradesh 

have invested in tube-wells for the exploitation of ground 

water resources.

As seen from Table VI.12 the receipts are not enough even 

to meet the expenditures. The loss is very heavy in most of the 

states.

Table VI.13 provides the financial results of Irrigation

works (commercial)



'Iable VI. 12

let receipts from Minor Irrigation in 1973-79 

as per budget-estimates. ( Ks» in lakhs)

States Minor Irrigation 
• Receipts Expenditure

Bet
receipts

Andhra Pradesh 24 656 -632

Assam 10
o

234 -224

Bihar 30 270 -240

Gujarat 27 192 -165

Haryana «■ 2 - 2

Jammu & Kashmir 18 252 -234

Karnataka 161 1014 -853

Kerala 21 237 -216

Madhya Pradesh « 266 264 + 2

Maharashtra 140 146 - 5

Orissa 64 222 -158

Pun j ab 63 134 - 71

Rajasthan 138 354 -196

lamil iladu 63 149 - 86

Uttar Pradesh 1420 4179 -2759

west Bengal 193 851 -658

Source:Report of Finance Commission, 1978, Appendix l’able 
1.15, p.61. ~~r ’
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It is clear that the returns on the investments of these 

projects are negative in all the states. This leads to 

sizeable subsidy burdens on the state budgets and thereby 

impose burden on the general tax payers. The state revenue 

budgets suffer deficits on account of the financial burdens 

posed by th§se projects.

The poor returns from commercial irrigation undertakings 

are partly due to the unwillingness to levy suitable water 

rates and partly due to the lack of utilization of the availa

ble irrigation potential. State governments have not also ■ 

been uniformly keen to levy betterment levies.

The Finance Commissions have raised concern successively 

on the poor return from multi-purpose, major and medium irri

gation schemes. The Third Finance Commission reviewed with 

. concern the losses on irrigation projects and the reluctance 

of the States to increase water rates or collect betterment 

, levies. It also pointed out that in a state, "in real need 

of resources, .the collection of betterment levy already

introduced had to be suspended just because the neighbouring
10state had done so in a more pi-osperous contiguous area.”

10 Government of Indias Report of the Finance Commission, 1961,
p.39.



The Fifth Finance Commission saw no reason why public

sources of irrigation should not be so managed as to avoid

at least losses, when very large number of agriculturists

vfere incurring higher costs in obtaining water from private

sources. The Commission also assumed that, "Within next five

years it would be possible for the State Governments to take

steps to improve the returns for covering the working expenses

and interest at the rate of 2 -g per cent per annum on the
11investments in all irrigation projects". ■

A Committee appointed to suggest ways and means of 

improving returns from irrigation projects recommended that 

irrigation rates should, be fixed at 25 to 40 per cent of the 

additional net benefit to the farmer from irrigated net crop 

and keeping in view factors like rainfall, water requirements, 

yield and value of crop. Where it was not possible to measure 

this net benefit, the Committee suggested that the rate should 

be 5 to 1 2$ of the gross income of the irrigated crop. The 

Committee also suggested that compulsory water charges suffi

cient to cover at least the maintenance and operation costs of 

irrigation works should be made applicable to the entire area 

served by irrigation pz*ojects irrespective of whether water 

is drawn by the cultivators or not. But these recommendations 

were not implemented. Still the irrigation projects are not

Government of India, Report of the Finance Commission, 1969, 
p.59.
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(ayi-—
oaLy^able to earn profits which could enhance the current 

revenues of the state governments but they are not even able 

to pay’ the interest charges. Steps like better utilization 

of the available potential, efficient and economic maintenance 

of irrigation systems, raising water rate demands correctly 

and collecting them fully and in time are essential to get 

the desired result.

Investment in Power Development.

Electricity is a basic input for economic development 

and is one of the fast growing sectors of the economy. Its 

generation and distribution are also highly capital intensive. 

I'he importance of the supply of energy can be best understood 

from the follQYmig statement. J. 'Walter and loinson Compary 

of Uew York showed that, "long run changes in industrial out

put and fuel consumption are also closely related to each 

other.Ihere are strong grounds, therefore, for taking the • 

statistics of energy consumption to be the quantitative 

measure of economic progress. A recent examination of relation

ship between energy consumption and economic growth suggests 

that, for the world as a whole, each 2fo increase in energy 

consumption has been accompanied by a y/o per annum rise in 

indus tr ial o utput ,"12

12 1.1. Kapoor et al. Industrial Development in the States of
India (Sterling Eubl ishers, lew ' Delhi)', 1967, p.329»
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“Electricity is a concurrent subject in the Indian 

Constitution and within each state, the state governments 

, have taken on the responsibility for power development. It 

is only in certain multi-purpose river projects and special 

circumstances that the centre or separate corporations have 

taken on the responsibility. Power generation is limited in 

quantity and area. As such the brunt of the responsibility 

of power development in India has fallen on the shoulders of 

the state.

It was only with the beginning of the first five Year 

Plan power development received a fillip. She second flan 

had three aims in respect of power development s (i) So meet 

the normal load growth in the existing poftfer system, (ii) to 

provide the requisite capacity for reasonable expansion of the 

areas of supply, and (iii) to meet the needs of industries 

which were to be established under the Second five Year Plan. 

During the ihird Plan larger amounts were also spent on rural 

electrification for extending power supply for agricultural 

pumping.

®he states have set-up State Electricity Boards for 

generation and distribution of electricity. In a few states 

there are also investments in departmental schemes. Karnataka

13 K. Venkatraman: Power Development in India, the financial 
Aspects (fliley Eastern (P) ltd., lew Delhi), 1972, p.i. .
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has a wholly owned company for the execution of generation 

projects and for the operation of projects which sells pov?er 

to the State Electricity Board for distribution.

Ihe larger portion of the Capital of State Electricity 

Boards is the loans provided by the state governments. fhe 

total investments of the State Electricity Boards in electri

city generation'and distribution would be higher than the loans 

from the State Governments, since they also mobilize internal 

resources which are ploughed bac£ into fresh investments, 

apart from borrowings from the market and financial institutions 

and consumer deposits. Since larger resources of state govern

ments in the form ox loans have been invested in the State 

Electricity Boards it is imperative for us to see how far they 

are productive.in augumenting the revenue of state governments.

fable VI. 14 presents the rate of retxirn to the investment 

in State Electricity Board.

Rate of Return on Investments in State Electricity Boards.

It is clear that the rate of return in all the state 

Electricity Board is low. As such the financial working of 

the electricity boards and the returns realised on the 

investments made by the State Governments have been a matter
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of concern for a long-time* A Committee of Ministers which 

'.went into the working of the State Electricity Boards made 

a number of recommendations in 1964 and suggested that within 

3 to 5 years the Boards should aim at a total return of 11 

percent after meetiig fully the operation and maintenance 

expenses and depreciation® return of 11 per cent was, 

composed of 6 per coat interest on capital, 1/2 per cent ufor 

appropriation to reserve, 5 Per cent net profit and a notional 

1-fr per centon account of electricity duty. In other words, 

the return expected was 9Jr per cent exclusive of electricity 
duty."14'

Consequent of the low rate of return the State Electricity 

Boards are not able to pay even the interest charges to state 

governments and the interest liabilities accumulated. Table 

VI.15 shows the estimated interest liabilities of State 

Electricity Boards to the State Governments.

14 Government of India. Report of the Financial Commission,1978,
p.26.



gable ¥1.15

Estimated Accumulated Interest 1labilities of State Electricity

Boards on State Government Boans at the end of 1977-78

(In lakhs of Es.)

Name of the Accumulated lame of the Accumulated
Board interest Board interest

liability liability

Andhra Maharashtra 114*3
Pradesh 345*8

Orissa 281.6
Assam 324 *6

Punjab 1279*1
Bihar 1336,7

Rajasthan 608*5
Gujarat 285.2

Tamil Badu 204,5
Haryana 624 *6 Ottar Pradesh 1985*5
Jammu & 
Kashmir - West Bengal 461.0

Karnataka 58.0

£t 421.1

Madhya
Pradesh 85.3

Total ' 8416.0

Sources* Government of India,, Report of the finance Commission
1978, p.28.

She reasons for the low rates of return are s- 

1. I‘he transmission loss and the loass due to pilferage are 

very heavy, fable YI.16 shows the energy losses of State 

Electricity Boards* In Bihar the transmission losses and pil

ferage are very high and the annual loss was estimated to 

be Es,20 million.
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Sable VI.16

Energy Losses of State Electricity Boards

(Percentage)

States 1969-70 1970-71 1971-72 1974-75 1975-76 1976-77

Andhra Pradesh 24.1 24.9 26.5 25.24 24.53 24.40

Assam 18.9 19.0 19.0 18.22 16.50 20.19

Bihar 27.9 29.8 ■ ■ 25.2 29.33 23.94 25.83

G-ujarat 21.7 21 .2 22.8 20.22 19.51 17.13

Haryana 25 .6 27.3 27.3 24.40 23.19 22.27

Jammu & Kashmir 24.0 24.0 25.0 24.49 23.34 NA

Karnataka 16 .1 13.9 14.8 18.53 15.92 15.47

Kerala 14*4 12.9 17.2 15.20 16.13 14.52

Madhya Pradesh 19.9 19.7 20.8 20.08 18.80 18.24

Maharashtra 15.0 15.2 16.2 15.90 17.50 17.36

Orissa 10.5 9.3 12.2 11.04 14.29 16.76

Pun j ab 24 *4 22.2 ' 21.0 23.52 21.18 24.43

Rajasthan 19.7 18.2 23.9 30.27 25.74 21.43

Tamil Nadu 20.0 18.2 19.9 21 .55 18.75 18.34

Uttar Pradesh 26.3 27.8 25.5 24.73 21.69 22.25

West Bengal 13.6 13.6 13.6 9.19 11.69 11.57

All India 20.48 19.42 19.92

Sources 1. For 1969-70 to 1970-71 and 1971-72, Report of the 
Finance Commission, .1973* p.20$.

2, For 1974-75,"T975-76, 1976-77, Report of the
Finance Cormnission, 1978, Appendix Tab!e 1.20, p. 68.
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2. The frequent increases in dearness allowance have 

increased the establishment charges.

(3) ^ome electricity boards have found it difficult to increase 

their rates because of the attitudes of the state governments.^

But the Seventh finance Commission observed that the 

financial performance can be improved by better and efficient 

management and revisions of tariffs need only be a last resort.

The above analysis shows that the irrigation schemes, 

public sector undertakings and Electricity Boards incur losses 

mainly due to inefficient management and reluctance of the 

state governments to raise water rate, betterment levy and 

tariff. This tendency should be givenup'-'to avoid sizeable 

subsidy burdens on the revenue budgets and therefore on the 

general tax payers.

B. Capital Outlay on Transport and Communications.

The capital outlay on Transport and Communication 

embraces the investments on Road and Bridges, Road and Water 

Transport Systems, Tourism and others.

D,1 -Levels of Percapita Outlay.

The percapita capitai outlay onTransport and Communica- 

K. Venkatraman, op.cit., p.53«
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tion was highest in Jammu & Kashmir in all the years* It was 

lowest in Bihar in 1957-58, in Maharashtra (Bs.0.12) in 1962-63, 

in Anihra Pradesh (B3.O.31) an 1967-68, in Karmtaka (is.0.69) 

in 1972-73 and in Kamil Nadu (Es.0.43) in 1977-78.

In Haryana and Punjab, the percapita capital outlay is 

higher "because of their larger investment in Road transport 

systems. She percapita capital outlay is relatively low in 

Maharashtra and so the road length is lower in that state.

As Kamil Nadu and West Bengal have -relatively more length of 

roads their percapita outlay-on this function is relatively 

lower.

Khe share of this function in total capital outlay is 

next only to that of Water and Power Developmental Services 

in all the states. Khe percentage ,o£ total Capital outlay 

absorbed by this service declined from 1957-58 level in 

Karnataka, Maharashtra and West Bengal. We have already seen 

the reasons for the variation in the percapita expenditure 

levels in the previous chapter.

D.2 Financial Results of Road Transport Undertakings.

Khe Road Transport undertakings are another important 

sector in which the State governments have invested huge 

sums in the form of equity shares and loans. Most of the
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undertakings are corporations under State Hoad Transport 

Corporation Act* Some undertakings are run d e par tm ent ally by 

State Governments and a few by government owned companies.,

Table YI.17 shows the net receipts of the State load 

Transport undertakings.

Table 6.17 s State Road Transport undertakings. Net Profit (+) 
Loss (-) after providing for interest, depreciation and other
funds.

* u v*** v 9
(fe. in lakhs)

States 1973-74 1974-75 1975-76 1976-77

Andhra Pradesh ^*339.00;': +364.00 +224.00 +249.00
Assam - 70.78 ' • - 75.46 - 14.13 - 34.45
Bihar -252.00 -155.00 - -116.83 -262.00
Gujarat . -374.00 -712.00 -276.00 -256.00
Haryana + 33.54 - 56.43 - 49.70 +107.89
Jammu & Kashmir -168.00 - 93.00 - 31.40 - 14.00
Karnataka + 26.00 + 11.00 -130.00 + 42.00
Kerala +367.00 -470.00 -411.00 -108.00
Madhya Pradesh -154.57 -148.27 + 46.31 + 48.24
Maharashtra -305.00 . -780.00 +153.00 +741.00
Orissa - - 5-9.37 - 70.71 - 8.99
Punjab 8.00 -151.00 -296.00 -350.00
Rajasthan + 34.76 + 49.90 - 50.67 + 1.13
Tamil ladu - 95.00 -274.00 -839.00 +137.00
Uttar Pradesh + 14.00 -248.00 + 189 * 00 +173.00
West Bengal -1182.05 -1533.61 -1634.76 •-1616.77

Source; Report of the Finance Commission, 1978, 
•Appendix1 Table 1.28 (.ij, p.70.
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The Table ¥1.17 reveals that the financial performance is 

better in Andhra Pradesh, Karnataka, Maharashtra and Uttar 

Pradesh. The loss is very heavy in Bihar, Gujarat, Kerala, 

Punjab and West Bengal. One could suspect that the financial 

loss may be due to inefficiaat management or lower fares or 

both. The Seventh finance Commission felt that the variations 

in the performance of the State Road Transport undertakings 

were due to different aspects of.the efficiency of manage

ment and maintenance of the fleets. They further pointed out 

that, "it would be incorrect to assume that improvement in 

the' financial performance of most of the undertakings will be 

possible only through upward revision of fares."

OOICBUSIOBS : -
}

(1) Though the Capital outlay had increased significantly 

during the past twenty years the basic structural change in 

the expenditure composition during this period was not vezy 

much. The developmental putlay forms roughly 98$ of the total 

capital outlay. Of the total developmental outlay about 85$ was 

absorbed by Economic Services. In all states importance has 

been, given to the formation of physical capital.

(2) 'Of the total Capital Outlay about 65$ was spent on

water and Power Development services and Transport and



341

communications. Hence m3 or portion of the Capital Outlay was 

spent oh the development of infrastructure.

(3) She inter-state disparity in the pereapita Capital 

outlay widened during the period under our review. This is 

partly due to the utilization ofavailable resources and the 

states’ interest to develop infra-structure.

(4) She pereapita capital outlay was less than the all 

state average level in the states of Assam, Bihar, Kerala, 

Madhya Br ad esh, Tamil Nadu, Utter Bradesh and West Bengal 

throughout the period. In the developed states like Bunjab, 

Tamil Nadu and West Bengal' the pereapita Capital Outlay

is relatively lower partly due to their achievement in irriga

tion, power sector and road development. She 'weaker states 

have lower pereapita outlay and the development of infra

structure is also lower.

(5) It is interesting to observe that in Revenue Account 

the expenditure shift took place in favour of Social and 

Community services whereas in Capital Account the shift was 

in favour of economic services. She revenue budget aims at 

formation of human capital while the capital budget has been 

designed for the development of infra-structure. In Capital 

account the shift in favour of social and community development



has not taken pla-ce as the in fra-structural development is 

still on the way* ■ , ,,

(6) A review'.'of the financial results of the irrigation 

schemes, State Electricity Boards and State Road transport' 

undertakings show that their financial performances are poor. 

She receipts are not enough even to meet the interest charges. 

She poor financial performance is predominantly due to in

efficient management and poor maintenance'of the organisa

tions, 2he state governments’ reluctance for the upward revi

sion of water rates and Betterment levy is also a factor for 

the negative receipts in respect of irrigation schemes. However, 

though all these schemes are not remunerative in financial 

sense they have formed a good infra-struetural Base in the

states



APPENDIX VI-1

First let us explain how the various items of expend it we s 

met under State trading have been reclassified. The expenditure 

on eradication of malaria and filaria, family planning mate

rials etc. have been included under the functional head 

Medical, Public Health and family Planning. Expenditures on 

food-grains, sugar, salt-supply scheme have been included in 

Food & Nutrition. Milk supply schsne is looked under Dairy 

Development. Agricultural implements, manures, seeds are 

grouped under Agriculture which is a functional head under 

Agriculture and Allied Services. Expenditures on Poultry, 

Veterinary are included with Animal Husbandly. lube-wells and 

Pump-sets are put under Minor Irrigation. Expenditures on 

nationalisation of timber, minor forest produces and Forest 

crops are included under the major head Forest. She major 

functional head fisheries includes Diesel Engine supply to 

fishermen. She expenditures on all kinds of mills and mining 

are grouped under Industry. Expenditures on rural and village 

electrification are put under communily Development.

Other unallocable items like expenditures on developmental 

schemes, progressive Capital outlay less than Pit.5 lakhs are 

included in General Economic Services.



Likewise "the various expenditure items under 'Other 

Works * have also been re-grouped and looked under respective 

functional heads! Expenditures on Rehabilitation, Industrial 

housing schemes, displaced persons, scientific departments, 

After Care Colony and Occupational Centre for IB patients, 

welfare departments, housing for displaced persons are 

included with the appropriate functional heads under social 

and Community services. Expenditures on Punjab Roadways*, 

Government bus services of Uttar Pradesh are put under 

.Transport and Communication. Ice-making plant for storage of 

fish is included under Industries. Area Development Comprises 

expenditures on Salt Lake Reclamation Scheme and Colonization 

Scheme. Tourism has been booked under Transport and Communica

tions.

, Expenditure on Government Press Building is included with 

Public Works whereas Establishment and Stationary and Printing 

have been brought under Administrative Services.

Expenditures on Revenue and Finance are included with 

Miscellaneous General Services.
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APramix v 1.2

The power projects erected during the period of our 

analysis are as follows ; ^

Andhra Pradesh; Kothegudam, Machkund, Magarjunsagar, 

lellore, fiamagundam, ^ileru Hydro Projects-.

Assam s Gauhati Thermal project, lamLup thermal project 

and Uranium hyaro project.

Bihar ; Baruni and Patratu thermal projects, Subarnarekha 

hydro project.

Gujarat : Dhuvaran Project, Gas Turbines schemes, and

Ukai Thermal project.

Haryana • Delhi and Faridabad thermal projects.

Jammu & Kashmir : Chenani, Kalakot, Lower Jelam,Salal

and Sindh hydro proj eets.

Karnataka ; Bhadra, Jog, Kalinddi, Munirabad, Sharavathi.

Kerala : Edamalayar, Iddiki, Kuttiyadi, Sabarigiri and

Sholayar.

Madhya Pradesh % Ambarkantak, Chambal, Gandhisagar,

Korba, Banapratap Sagar and ^atpura project.

Maharashtra ; Bhusawal, Khaperkheda, Kyna, lagpur, 1'Tasik, 

Paras, Parhi and Yaitarna.



Orissa i Balimala and iJ-alchur.

' Punjab : Bhatinda, Upper Bari, Bakra Nangal.

Rajasthan s Jawahardam.

Tamil Nadu ;■ Ennore Thermal project, Kodyar, Kundah, 

Mettur, leyveli, Pandiyar, Punampula and Periyar.

Uttar Pradesh : Kanpur, Harduaganj, Richand and Yamuna 

Hydel scheme.

West Bengal s Bandel and ^antaldih.

' Bihar and West Bengal get their share of electricity 

from Baiaodar Valley Corporation also.

Source? Times of India'Directory and Year book, 1978.


