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AMLYSIS OF DEBT SMYICIIG

In this chapter our prime objective is to study 

the growth of the expenditure on debt servicing along with 

the growth of public debt and state income. We also assess 

the burden of debt servicing in terms of the ratio of total 

debt servicing to tax revenue and the ratio of total debt 

servicing to state income.

By debt services the state government^*- records refer 

to Appropriation for reduction of avoidance of debt and the 

payment of interest charges on (A) Loans from Central Govern­

ment (33) Internal Debt, (cj Other obligations. Interest 

charges on Internal Debt include all cash payments of interest 

on market loans, Loans from State Bank of India, borrowings 

from autonomous bodies, ways and Means advances from Reserve 

Bank of India and unfunded debt like Small Savings and 

Provident funds. Interest on other obligations includes pay­

ment of interest on certain special funds deposited with the 

governments such as Depreciation Reserve and other Reserve 

Funds of Commercial Departments and undertakings of the 

state governments.

Appropriation for reduction or avoidance of debt relates
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to the annual appropriations made out of general revenues 

towards the reduction of public debt.

Upto 1961-62, the procedure adopted in State Government 

accounts v^as to treat the interest receipts on loans and 

advances and receipts from commercial departments such as 

electricity and irrigation etc. as reduction in the expenditure 

on debt servicing, therefore, "debt services” referred to that 

part of interest charges which were to be debited to the 

general revenues. But this procedure was discontinued since 

1962-63. Thereafter interest obtained on the capital advanced 

to commercial departments and recoveries of interest on loans 

and advances are treated as receipts on the revenue side and 

not as reduction in the expenditure on debt servicing. The 

accounting procedure introduced in 1962-63 has one important 

merit, from 1962-63 onwards debt services reflects the total 

charge in this respect regardless of recoveries made from 

parties to whom the funds may have been lent whether they are 

commercial undertakings or 'third parties'.

It is highly imperative for us to account for the growth 

of debt servicing expenditure from 1957-58 on the same line 

adopted since 1962-63* Therefore we have traced the ’gross 

interest charges' for the period from 1957-58 to 1961-62.

This facilitated to examine the growth of gross debt services



from the very outset, that is, since 1957-58. She reason for 

analysing the gross interest charges instead of net debt 

services is three-fold: (i) it lies inconformily with the new 

classification introduced in the budget in 1962-655 (ii) the 

expenditures on other functional heads that we have analysed 

are also "gross" and not ’net'j and (iii) it reflects the 

burden of public debt in terms of interest charges.

Growth of Expenditure on Debt Services.

A. Growth of Debt Servicing Charges and Mon-Development 

Expenditure.

We have already seen that the proportion of non- 

-developmenta! expenditure to the total revenue expenditure 

assumed a downward trend in all the states. It would be useful 

to know which expenditure category that is, administrative 

services, cost of collection of taxes or debt servicing caused 

the downward movement. Excluding Punjab the percentage share of 

debt services in non-developmental expenditure increased sub­

stantially in all the states over the 21 years under our analysis 

In almost all the states debt services took: a continuously 

rising share in non-development expenditure. As such debt 

servicing charges do not account for the fall in the proportion 

of non-developmental expenditure to the total expenditure 

charged to revenue.
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B. ' Levels of percapita gross interest payment.

Let us now trace the growth of gross interest payment 

and examine its relation to public debt.

Table VII-1 presents the growth of gross interest payment 

at current prices. In 1957-58 the gross interest payment per- 

head of population was at the highest level in Punjab at Rs-4 * 14 

followed by Is.2.33 in Orissa and fe.1.88 in West Bengal, and the 

lowest level was 0,18 paise in Jammu & Kashmir. In 1962-63 the 

percapita gross interest payment stood at Is.5 .84 in Punjab. 

fe.4 *62 in Jammu & Kashmir* Es.3?95 in Orissa, and Es. 1.16 in 

Assam. By 1967 -68 the percapita level of gross interest payment 

was at the maximum at Is.9• 05 in Punjab followed by Is.8.48 in 

Orissa and Is.8.42 in Rajasthan. The lowest level was Is.2.86 in 

West Bengal.

In 1972-73 and 1977-78 Jammu & Kashmir stood at the 

highest level with its percapita gross interest payment at 

Is.37.57 and fe.36.34 respectively. The lowest level was in 

Uttar Pradesh at Es.5.56 in 1972-73 and Is. 10.21 in 1977-78.

In money terms increase in percapita gross interest charges 

was observed over each six year period in all but two states. In 

Assam it declined by 2.56fo in 1967-68 over 1962-63 and in 

Jammu & Kashmir by 3.26f> by 1977-78 over 1972-73* The faster 

rate of growth was witnessed by 1967-68 over 1962-63*
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But in 1960-61 constant prices the : . percapita gross 

interest payment fell by 0.61$ in Gujarat, 76.59$ in Jammu & 

Kashmir, 4*32$ in Punjab, 25*29$ in West Bengal by 1967-68 over 

1962-63> by 20.44$ in Assam by 1972-73 over 1967-68 and by 5*06$ 

in Andhra Pradesh, 11.90$ in Haryana, 33*57$ in Jammu & Kashmir 

by 1977-78 over 1972-73*

, The percapita gross interest charges went up from Es.4.14 

in 1957-58 to fe.26.05 in 1977-78 in Punjab and from 0.18 paise 

to fe»36.34 in Jammu & Kashmir during the same period. The 

increase in the percapita gross Interest payment was of the 

order of about 202 times in Jammu & Kashmir and 6 times in 

Punjab over twenty one years.

C. Total Revenue Expenditure and Interest Cost.

The proportionof total revenue expenditure absorbed 
by gross interest payment varied from 0*94$ in Jammu & Kashmir 

to 19*70$ in Punjab in 1957-58 and from 6*44$ in Maharashtra 

to 13*50$ in Bihar In 1977-78* A declining trend in the share 

of gross interest payment was observed in Andhra Pradesh, 

Gujarat, Haryana, Orissa, Punjab and Tamil Nadu. Though the 

.share declined it remained fairly high in Orissa. Over the
owe.

twentyears period it remained almost stable in Maharashtra.

At this juncture it may be useful to consider the probable
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impact of the changes in the share of gross interest payment 

on the relative shares of other functions.

file percentage of total revenue expenditure allotted for 

education was higher than that of gross interest payment in all 

the states during the whole period under our analysis. Further 

the claim of education expenditure had an uptrend in all states 
except Maharashtrai4ere it declined, f'he share of Medical and 

Public Health though increased continuously was lower than that 

of gross interest payments in all most all the states throughout 

the period, fhe states Haryana and Punjab allocated more for 

fransport and Communication than for interest payment. In all 

states Agriculture and Allied Services continued to obtain more, 

fhe proportion of the expenditure on Administrative services to 

total expenditure charged to revenue went down continuously in 

all states whereas that of gross interest payment increased in 

most of the states. In general we, may conclude that the 

increase in the share of gross interest payment was not at the 

cost of other services.

D. Inter-State Disparity in Percapita gross Interest Payment.

fable YIX-5 s Measures^inter-State Variations in the Percapita 

Gross Interest Payment.



Ratio Between, the highest and lowest pereapita gross
.interest payment.

1957-58 1*6.78
1962-63 1*5.03
1967-68 1 *5.14
1972-73 1*6.75
1977-78 1 *3.56

Years Mean 
(In Geu)

Standard 
Deviation •

Coefficient of 
. Yariation(In$)

1957-58 1.44 0.95 65.97
1958-59 1.64 1 .09 66.06
1959-60 1.93 1 .12 58.03
1960-61 2.07 1.25 60.38

"1961 -62 2.48 1.14 45.96
1962-63 2.89 1.2 41.52
1963-64 3.78 - 1.31 34.65
1964-65 4.01 1.71 42.64
1965-66 4.53 1.41 31.12
1966-67 5.43 2.1 38.67
1 967-68 5.92 1 .99 33.61
1963-69 6.36 2.19 31.92
1969-70 10.2 11.4 108.23
1970-71 8 • 61 2.75 31.93
1971-72 10.64 6.65 62.5
1972-73 10,63 7.53 70.43
1973-74 12.00 6.06 50.5
1974-75 10.84 3.9 35.97
1975-76 14.68 8.98 61.17
1976-77 15.66 9.03 57-66
1977-78 15.92 6.79 42.65 ■

O
J



357

Table YII-3feontd.)

III Sank.Correlation coefficient between 1957-58 percapita 
gross interest charges and the absolute variation in the 
percapita gross interest charges.

1957-58-1962-63 = + 0.039 
1957-58 - 1967-68 = -0.0227 
1957-58 - 1972-75 = + 0.2404 
1957-58 - 1977-78 » + 0.0817

IV Rank correlation coefficient between 1957-58 percapita 
gross interest charges and the percentage variation in 
the percapita gross interest charges.

1957-58’- 1962-63 = -0.6588**
>1957-58 - 1967-68 = -0.936**
1957-58'- 1972-73 = -0,9363**
1957-58 - 1977-78 = -0,9448**

** Significant at 1fo level.

Ehe above table shows that the variation in percapita 

gross interest payment is still very wide even though the 

states with low levels of percapita gross interest charges 

experienced growth. Ihe percapita gross interest payment 

expanded fast'ly in. the weaker states like ^ssam, Jammu & Kashmir, 

Orissa and Rajasthan and in the developed states like Mahara­

shtra and Punjab. In the other states it increased at a lesser 

pace. Hence three seems to be.a reduction in the inter-state 

disparity level.
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E* Factors responsible for increase la gross 

interest charged*

She upward movement of the per capita gross interest 

payment may he caused either by the increase in the interest 

rate or increase in the quantum of public debt or both. The 

charge in the composition of public debt also might have caused 

the upturn of the gross interest peyment. This warrants an 

examination of the growth and composition of public debt and 

interest rate.

(i) Growth of Public Debt.

Under Article 292 of the Indian Constitution a state 

is permitted to borrow in India upon the security of the conso­

lidated fund of the State within the limits fixed from time to
1time by its Legislature. Further, as per the constitution if

the states are indebted to the Union Government they cannot

raise loans without its consent and the central government may

give such consent subject to such situations as it may think
2fit to impose on the borrowing programmes. The states have 

assumed greater responsibilities and they are burdened with 

expensive social and economic functions while the sources of

1 Kiran Barman. Indian Bublic Debt and Policy Since Independence. 
(Chugh Publications, Allahabad), 1978, ”p. 114«

2 Ibid, p.116.
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tax revenue assigned to them are rigid# Their fiscal needs 

havd expanded on account of their ever increasing activities.

So, with the increasing capital expenditure it is impossible 

for the States to finance the entire expenditure on Capital 

account out of tax revenue. Richard Musgrave holds that, "the 

occasion for borrowing by state and local governments occurs 

primarily when substantial capital expenditures are to be 

financed." James M.Buchanan feels that, "Government should 

borrow only to finance long term or capital investment projects 

which are expected to yield benefits over future time periods"

The public debt of the state governments consists of 

permanent debt, floating debt, -unfunded debt loans from the 

Central Government and other debts received from various 

autonomous bodies such as life Insurance Corporation of India,

The Xtetional Cooperative Development Corporation, The Khadi 

and Village Industries Board, The Central Warehousing Corpora­

tion and loans from The National Agricultural Credit fund of 

Reserve Bank of India.

Permanent debt covers loans raised from the public in 

the open market having a currency of more than twelve months.

5 Richard •&. Musgrave and Peggy B. Musgrave* Public finance
in Theorv and Practice.(McGraw-Hill Kogakusha ltd.,lew Delhi),
Twry.wr--------

4 James MiBuchanans Public Principles of Public Debt. (Richard D. 
Irwin, Illinois), 1958, p.166.
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Mostly these loans were for a period varying from nine to twelve 

years. It includes cash and conversion loans as well. ®he states 

raised market loans for financing development projects and for 

paying compensation to ex-Jamindare.

• Utae floating debt refers to borrowing of a purely temporary 

character repayable within twelve months, viz., ways and means 

advances from the State Bank of India, Reserve Bank of India 

and temporary over drafts from other banks conducting Govern­

ment treasury business. Ihese loans are raised for bridging the 

temporary budgetary gaps. The term unfunded debt is used to 

describe a number of interest bearing obligations of the Govern­

ment in respect of State provident funds, employees' insurance 

contributions etc.

Loans from the Central Government are mostly obtained for 

a variety of developmental schemes included in the flan. The 

quantum of different loans varies according to the purpose for 

which it is sanctioned. Loans from the Centre are repayable in 

different periods of time ranging from one to twenty five years.

As Can be seen from l'ables ¥11-4 and YIl-5 public debt of 

state governments increased considerably both at current and 

constant prices. Only in Punjab the total and p ©reap it a public 

debt at constant prices declined in 1977-78 over 1957-58.
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When we consider the growth of gross interest payment along 

‘ With the growth of public debt in real terms, the up surge of 

the percapita gross interest payment was faster than that of 

per capita public debt in all states oyer the twenty-one years.

In current prices the growth of public debt over the 21 years 

varied from 208$ in Punjab to 1186.56$ in Jammu & Kashmir whereas 

the growth of gross interest payment varied from 529.23$ in 

Punjab to 20088$ in Jammu & Kashmir, luring the same period 

gross interest payment in real terms went up by 92.60$ whereas 

the percapita public debt decreased by 5 46$ in Punjab during 

the same period, therefore the expansion in the volume of public 

debt is not the lone factor that pushed up the gross interest 

payment. It accounts for a part of the increase in gross inte­

rest payment. The remaining part of the growth in the interest 

charges may be attributed to the composition of public,debt and 

increase in interest rate*.Let us first look at the composition 

of public debt.

fable YII-6 shows the composition of public debt of the 

State governments. We could observe that in Karnataka, Kerala, 

Madhya Pradesh, Maharashtra, Tamil Nadu and Uttar Pradesh the 

share of permanent debt decreased. In the other states it went- 

up. In all the selected three years the share of the loan from 

the Central government formed the major part of the public debt 

though its share in the total indebtedness fell In all states
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barring Tamil ladu and Uttar Pradesh where a small rise 

oc cured.. Not only in the selected three years but throughout 

the period under our. study the states’ indebtedness to the 

centre was the predominant component of the total debt 

burden.

Central Loans and Interest Rates.

As the loan from the Centre bearing higher rate of 

interest occupy major proportion in the total debt the gross 

interest payment continued to be higher. The burden of 

Central loan forced the states to plead for the write off 

of the Central loan partly or wholly and refixation of interest 

rates so that the burden of interest payment is reduced.

A closer look at the purpose-wise utilization will 

exhibit why the loans from the Centre intensified the burden 

of gross interest payment.

The VII Finance Commission estimated the amounts of 

Central loans which may be deemed to have been utilised 

towards non-productive, semi-productive and productive
\

purposes*

Capital outlay on Public Works, roads and bridges, 

education, social security and welfare which are not likely 

to yield to the State budgets are put under unproductive

purposes
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Outlays which ought to yield sufficient direct returns, 

assuming good managements, to meet interest charges but which 

do not yield enough to enable states to meet the repayment 

liabilities of the principal are termed as semi-productive. 

Capital outlay on housing, a part of the outlay on agriculture 

and allied services, outlay on multi-purpose river schemes etc. 

and loans for power projects have been considered as semi 

productive purposes. Loans to various parties which the States 

ought to be able to make recoveries sufficient to meet their 

interest and repayment liabilities have been considered as 

productive asset. They have taken the Central loans to the 

States for the last 12 years, that is, from 1967-68, the 

year following the reorganisation of the erstwhile State of 

Punjab as they felt this period is long enough to provide 

reliable results for their analysis. The table ¥11-7 informs 

the utilization of Central loans.

from the above mentioned table we could understand that 

only three states Karnataka, Punjab and Tamil Sfadu spent the 

loans from ’the Centre for productive purposes. In the remaining 

states except Haryana major portion had been invested on 

semi-productive purposes* Among the semi-productive purposes 

the yield from multi-purpose river projects and power projects 

are not sufficient even to meet working expenses let alone
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gable Vi.I-7 : Purpose-wise Utilisation of loan from the
Central Government. (In Percentage)

States Ion-Pro­
ductive
purposes

Semi-pro
ductive
purposes

- Productive Total 
purposes

1 2 3 5 5

1. Andhra Pradesh <*» 90 10 100
2. Assam 45 50 5 100
3* Bihar 75 25 100
4* Gujarat - 100 - 100
5, Haryana 60 40 - 100
6. Jammu & Kashmir 40 60 - 100
7. Karnataka - 30 70 100
8 .Kerala 25 75 - 100
9, Madhya Pradesh - 90 10 100

10. Maharashtra - 70 30 100
11. Orissa 10 90 - 100
12. Punjab «M* - 100 100
13* Rajasthan 5 95 - 100
14. Tamil Madu - 25 75 100
15. Uttar Pradesh - 70 30 100
16. West Bengal 5 60 35 100

Source; Report of the Seventh Finance Commission,1978, p.113»

interest charges. Therefore it is clear that as the higher 

interest bearing loans, that is, the loans from the centre 

constitutes the major portion of the states' indebtedness the 

burden of gross interest charges has become enormous.

Not only the magnitude of the loans from the Centre has
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swelled up "but the rate of interest also. For instance in 

1957-58 the rate of interest varied from 1$ to 5$* Even though 

the maximum interest rate was 5$ the loans hearing 4 to 4i$ 

interest constituted the ma^or portion of the Central loan 

in 1957-58 . 1'he Sixth Finance Commission consolidated the 

outstanding loans upto 1974-75 at 5 per cent interest rate.
f

Since 1974-75 most of the Central loans carried 5*2$ interest 

rate. Further the rate of interest differed from 5$ to 10.25$. 

Many loans like block loans, special assistance loans carried 

5*25$ and loans from small savings carried 6.25$ rate of 

interest. She ratesof interest for other categories like
CO'S'

loans for Road Transport Corporation^ 0.25$, cooperative Bank

8$, Employment Programme 7*5$, -Agricultural Credit 7*75$ and
7Rural Industry 7*5$ etc* This escalation in the rate of 

interest is also responsible for the increase in the gross 

interest payment.
s

The strain inflicted by the interest payment made the 

states to plead for refixation of interest rates- charged by 

the centre. As early as 1956-57 the states like West Bengal, 

Bombay (Maharashtra), Madras (Tamil ladu), Uttar Pradesh and

5* Government of India. Report of Finance Commission;1957,P«210.
6. Government of Bihar - Memorandum to Seventh Finance Commission, 

Forecast on Capital Account, Revised 1978,p.55*
7. Ibid, p.55*
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Assam contended that the average rate of interest charged 

on the loans h&d been appreciably in excess of the average 

cost,of Centre’s own borrowings. These states argued that in 

fixing the rates of interest, the Central Government should 

take into account the foreign assistance received as grants or 

as loans at concessional rates of interest and the resources 

raised by deficit financing. Some State Governments complained 

that even though particular projects in their states were 

being financed by grants from foreign governments, the capital 

sum advanced were treated as normal interest - bearing loans. 

Many of them suggested that' the loans they had taken for

unproductive or semi-productive purposes should be written-
8off or should bear nominal or reduced rates of interest.

Considering the views of State Governments the Second

Finance Commission opined that, "The Union should not deal

with the States as if it were a commercial banker. The unxon

and the States are partners in the big enterprise of national

development and while there is no reason why the Centre should

lend to the states at less than the true cost of its borrowing

there is no justification either for charging more than the
qtrue cost." The Commission further added that in calculating

8. Report of the Finance Commission. 1957, p»55»
9. Ibid, p.56.

\
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such costs all factors which affect the cost of borrowing ,

should he taken into consideration. As. such, the commission

estimated t&e average cost to the Government of India of all

its borrowings including treasury bills and small savings .

during the period from 15th August 1947 to 31st March 1956 and

carne to the conclusion that the reasonable rate to be charged

to the States by the Union should be 3$ in general. The

Commission recommended that all loans which bear a rate of

interest of 3$ or more should be consolidated for each state

at 3 per cent and loans carrying rates of interest below 3 Per-
10cent should be consolidated at an average rate of 2.5$.

However the Government of India repudiated these recommenda­

tions, *

She Third Finance Commission, 1961, did not make specific 

recommendations about the Central government's loans to the

States. However it observed that "the position is far from
11satisfactory and requires analysis and review." Ihe Fourth

Finance Commission, 1965? was in favour of "conducting a survey

to assess the soundness of the present system of inter-govem-
12mental borrowing." Ihe Fifth Finance Commission wanted to 

regularise the use of loans funds and so spelt out that,

10. Ibid, p.57•
11. Government of India, Report of the Finance Commission,1961,p.42.
12. Government of India, Report of the Finance Commission, 1965,P»Cb
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’’the use of loan funds should be restricted mainly -to the 

requirement of loans and advances to be given by the States 

and for investment in their time schemes which can in the 

long-run earn enough to meet their interest charges at normal 

rates in additional to working expenses and depreciation. She 

Government of India have given adhoc loans to the States for 

covering the unauthorised over drafts. We consider that the 

use of loan funds for such purposes is not desirable in the 

interest of sound finance. We have therefore not made any 

provision for interest on any borrowings for such purposes".

In view of the very high burden of the Central loans and 

interest payment thereon the Sixth Finance Commission was 

asked to, "undertake a general review of the States' debt 

position with particular reference to the Central loans advan­

ced to them and likely to be outstanding at the end of 1973-74 

and suggest changes in the existing terms of repayment having 

regard inter-alia to the overall non-plan gap of the States,

their, relative position and purposes for Yiihich the loans have
14

been utilised and requirements of the Centre."

Accordingly the State Governments urged the Commission,

13* Govt, of India, Report of the Finance Commission, 1969. p.60, 
14* Govt, of India, Report of the Finance Commission, 1973,P.84.
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’’that a broad distinction should be draw* between productive 

and unproductive debt and that on the basis of such a classi­

fication a significant percentage of the debt should be written 

off. One State suggested 50 per cent write off. She study Team

on Centre-State relations of the Administrative Reforms Oommi-
-*• Tossion also supported writhing-off of central loans to states.

But the Government of Assam, in its Memorandum opined that,

"writing-off of all outstanding debts will not be correct

solution of the problem as this will mean a corresponding

reduction in the resources available to the Centre for

financing the national Han and all the States and the

financially weaker States in particular will be' victims of 
16this policy." The Sixth finance Commission did not accept 

the suggestions to write off the loans as put forward by 

most of the State Governments as it observed that, "While the 

mounting debt liabilities of the States have attracted consi­

derable attention in various forms in recent years, we would
•nlike to observe that there is nothing intriaoally alarming 

about this growth of public debt. The continuous increase in 

the indebtedness of the States to the Centre only reflects the 

assistance provided by the Centre to Stages year after year for 

financing not only their flan outlay but also for meeting the

15. Govt. of India: Report of the Study Team on Centre-State 
Relations of the Administrative Reforms Commission, mHWG• )>■ 43.

16. Govt, of India: Report of the finance Commission, 1975. p.85*
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non-Plan needs such as those arising from relief expenditure

on natural calamities. In other words, the megnltude of the

debt burden of any state as at the end of the Fourth Han is

also a measure of the assistance that the State Concerned has
17secured from the Centre.” Further the Commission felt that 

the Conversionof the whole or part of the outstanding debt 

into grants on the basis of a distinction between productive 

and unproductive debt did not appear to be a practicable 

proposition as, "there is practically no state in which the 

returns from productive schemes are large enough to provide 

for both payment of interest and amortisation. We would, there­

fore, be pursuing with of the wisp if we seek to formulate any

scheme of debt relief on the basis of a distinction between
*l 8

productive and unproductive debt.*' Hence it recommended

fo'r the revision of the tetems of Central loans to reduce the

repayment obligation of the States during, the Fifth Plan
19period to the extent of Es.1'970 crores.

Since the Sixth Finance Commission did not recommend to 

write off the loans the State Governments continued to urge 

the Seventh Finance Commission to recommend for the conversion 

of past-loans into grants* In its Memorandum to the Seventh 

Finance Commission the Government of Bihar urged that, ’’Loans

17« Ibid. p.84«
18. Ibid, p.85•
19. Ibid,p.95.
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for creation of social and economic infrar*structure, for 

example, education, health and building of roads etc* do not 

yield any direct monetary tre turns. She Central assistance 

in such fields, should therefore necessarily be in the shape 

of grants and not loans, k'he State Government would therefore 

urge the Commission to recommend conversion of such past loans 

into grants.” The Government of Gujarat pleaded for the ■ 

large scale write-off of the states' debt, to the Centre.

The Government of Kerala also'argued that loan assistance 

should be confined only to financially productive schemes and 

for the other kind of schemes, the Central Assistance should 

be in the form of grant. It has further pointed out that the 

scheme of Central aid to the States so far has been resulting 

in a mounting burden of repayment liabilities as well as 

interest charges from year to year so much so when a net 

position is struck the inflow of Central resources to the 

States is reduced to a negligible magnitude. Virtually this 

would amount to a recycling of Central aid out of the receipts 

of central loan repayments and interest there on made by the 
States."22

20 Government of Bihar? Memorandum to Seventh Finance Commission,
1978, p.58.

21 Government of Gujarat? Memorandum to Seventh finance Commission, 
1978, p.54.

22 Government of Kerala? Memorandum to the Seventh finance 
Commission, 1978, pp.17~18.



The Government of West Bengal stressed that, "As regards

the rate of interest the approach adopted By Government of

India so far has not, in our view, accorded due recognition

to the Cost of obtaining funds. The surprising feature of

the interest structure has been that even in the case of

foreign assistance relayed to the State Government such as in

the case of I.D.A. assistance received on soft terms normal

rate of interest is charged. We consider this irrational and

inequitable we would suggest that the rate of interest on

Central loans should be revised having regard to the actual

cost of borrowing by the Central Government after taking into

consideration the quantum of deficit financing and foreign

assistance on soft terms etc* Apart of the money made available

as loans to the State Governments is obtained through deficit

financing and since the States are at least equal partners with

the Government of India in the risks of deficit financing,

there is no reason why there should be further burden of
23interest payment on such funds."

The Government of Assam pleaded that, "In the case of 

Assam a very large debt is accounted for by flood control 

works. Loans outstanding of &.50/- crores account for flood 

protection works for which assistance has been given without

23 Government of West Bengal: Memorandum to Seventh Finance 
Commission, 1978, p.19*
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any grant element at all. Sebones for such works are largely 

of an experimental; nature. In fact the technical feasibility 

of the schemes has tp be tested against the actual experience 

of the floods. Such loans should qualify for scaling down or 
writing off,*'24

On the plea made by the States the Seventh Finance 

Commission recommended that loans made available by the Centre 

to the States for semi-productive purposes should be consoli­

dated and the rate of interest to be charged may be 4.75 per­

cent; and the loans for productive purposes should be conso­

lidated and the rate of interest to be charged may be fixed at 

5 per cent per annum; and that part of the Central loan utilized

for unproductive purposes and outstanding to the tune of
25Rs.942.82 crores in 11 states may be written off, The states

Assam, Jammu & Kashmir, Kerala, Orissa, Rajasthan and West

Bengal benefitted from the recommendation for writing off
26the loan as the Central Government accepted it.

E (ii). Growth of Interest Rate on Market Borrowings.

She state governments raise market loans for 

productive purposes. She quantum of the loan as well as the

24 Govt, of Assam: Memorandum to Seventh Finance Commission,1978, 
p.40.

25 Report of the Finance Commission, 1978, pp.115-116,
26 Govt, of India: Explanatory Memorandum as to the action taken

on the recommenaations made by the Seventh Finance Commission, 
1978, p.2. ' : ' '
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terms of floatation are decided for each state by the Central 

Government and the Reserve Bank of India. Ihere is no disparity 

in the rates of interest offeredby the States. She increase 

in the rate of interest offered by the States for loans they 

raise in the market also accounts for the increase in the 

gross interest payment. Ihe rise in the rate of interest is 

shown in Sable YII-8.

gable VII-S s Interest Rates on Market Loans (In percentage)

Years 5 years 10 years 11 years 12 years 15 years

1957-58 4.25
1958-59 4.25 4.25
1959-60 4.00
1960-61 4 ,
1961 -62 4.-25
1962-65 4.50
1965-64
1964-65 4.75
1965-66 5.50
1966-67 5.50
1967-68 5.75'
1968-69 5.75
1969-70 5.75
1970-71 5.75
1971-72 5.75
1972-75 , 5.75
1975-74 5.75
1974-75 6
1975-76 6
1976-77 6
1977-78 6
Sources Report on Currency & Finance, various issues.
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She rate of interest for the loans of 12 years maturity 

was 4.25 per cent ,1a 1957-58 and it raised to 4*5Q?£ in 1962-63 

and to 4.75$ in 1964-65 and to 5*5Ofo in 1965-66 and to 5*75$ in 

1967-68. SinGe 1974-75 the State governments raise loans of 

10 years maturity at the rate of 6fo per cent. She state govern­

ments have to raise their market "borrowings at a higher rate 

(i) due to the dear money policy of the Reserve Bank of India? 

and (ii) She availability of other opportunities where the 

investors could earn higher rates of return than by investing 

in Government securities.

The states like Maharashtra, Gujarat, Tamil ladu and

West Bengal were able to float market loans at larger volumes

easily than Assam, Bihar and Orissa because ,of the existence

of organised capital markets. It will be appropriate to point-

out, here that, ”on the supply side of the market for funds

a state or local government, unlike the federal government has

no control over the money market condition which it must

borrow. She best it -can do is to obtain funds on as favourable

terms as happen to be open to it? and the cost of borrowing

differs widely depending on the fiscal position of the juris-
27diction and its credit rating.” Though the rate of interest 

offered by the States was same there were differences in the 

27 Richard A. Musgrave and Peggy B.Musgrave* op.cit.,p.601.



issue price. In 1957-58 only Maharashtra (Bombay) and Karnataka 
(Mysore) raised 4.25 pen cent State Development Loan, The issue 

price was Es.99.75 in the case of Maharashtra and Es-98.75 in 

the case of Karnataka. In 1958-59 the State Governments issued 

4.25 per cent State Development Loan'1970. She issue price was 

Bs.100 in the case of Maharashtra (Bombay) and in other states 

the discount rate ranged from 0.25 paise to Re.1/-. In 1959-60 

the State Governments issued State Development Loan 1974* She 

issue price was, at par in the case of„Maharashtra (Bombay), 

1st99.50 in the case of Uttar Pradesh, Andhra Pradesh, Rajas- 

than, Bihar, Tamil Nadu, Karnataka, West Bengal and Ks.99 in the 

case of Madhya Pradesh, Assam, Orissa, Kerala and Punjab.

Prom 1960-61 to 1964-65 State Development Loans at the dis­

count rates vaiying from .25 # to *50 fo were raised by all 

states except Maharashtra and Gujarat. These states raised the 

loan at par. Prom 1966-67 to 1968-69 the issue price of the 

State Development Loans varied from fis.99.50 ,to is.97*00. Since 

1970-71 the issue price is same in all the states. Since 

1970-71 to 1975-74 all the states, issued 5*75$ State Develop­

ment Loan at par. Prom 1974-75 all states float 6 per cent

State Development Loan of 10 years maturity at the issue 
28price of fis.99* These variations that prevailed before

1970-71 in the issue price ' > caused variations in the cost of

Reserve Bank of Indias Report on Currency & Pinance, various 
issues.
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market loans mobilised by the states. Jammu & Kashmir raised 

market loans for the first time in 1972-73*

Burden of Debt Servicing.

Having seen the growth of expenditure on debt servicing 

and the factors that were responsible for its increase we may 

now proceed to examine as to how debt servicing entailed strain 

on the community during the period under our review, ihe 

burden or otherwise of debt servicing depends upon the 

character of the growth of public debt and its proportion to 

total tax revenue and State Income, let us, therefore, study 

the growth of public debt and its character in the beginning 

and assess the burden of debt servicing subsequently•

A. Growth of Public Debt and Variations in the levels 

of per capita Public Debt.

We have already seen that the upsurge in gross

interest payment is due to the mounting public debt, l’he
(i)

public debt increased because of/rapid rise to the plan outlay? 

(ii) heavy borrowings by the state governments to service the 

debt, for instance a considerable portion of the over drafts 

was cleared by the States in 1966-67 with the help of special 

assistance from the Union Government. I’he special assistance 

granted by the Union to States mainly for clearing their



over drafts ‘with Reserve Bank of India amounted to Bs.152 crores,

of which Es.108 crores were made repayable in 2 to 5 years and the

balance in the same .’year. Prior to 1965-66 such advances by

the Union amounted to Rs.22 crores in 1963-64 and 8s.34 crores

in 1964-65* In 1965-66 about Bs.101 crores was received by the
29States under this category. She Central Government dis­

bursed a loan of Bs.511 crores to the State Governments in 

1972-73 to clear their outstanding overdrafts with Reserve 

Bank of India so that they need not resort to overdrafts
30again. I his loan was converted by the Sixth Finance

31Commission, .1973, from 6 years loan into a fifteen year loan. 

However from 1974 onwards State Governments resorted to over­

drafts.

Once again, as per its schemes to rectify situation 

arising from the persistently large oyer drafts by the States 

the Central Government issued special non-plan loans amounting 

to Bs.426 crores and Rs.125 crores in August 1978 and [December 

1978 respectively. Some of the States benefited were Bihar 

(Bs.79.3 crores)} Kerala (fis.14.8 crores)} Madhya Pradesh (lb.65.6 

crores); Orissa (8s.13 crores), Punjab (Rs.68.4 crores),

29 Reserve Bank of India! Report on Currency and Finance.
1966-67. pp.118-19.

30 Reserve Bank of India: Report on Currency & Finance,1972-73« 
p.1.78. '

31 Government of India: Report of Finance Conmissioaa, 1973, P»92.
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Rajasthan (Es.14.9 erores), Uttar Pradesh (Rs* 175 *2 erores),

and West Bengal (Bs.105.1 erores). A, loan of Bs.4 erores was

also sanctioned to clear the deficit of Jammu & Kashmir though

it does not maintain accounts with Reserve Bank of India. These
32were given to the states as five-year medium-term loans.

Thus the financial position of the States is just like the 

Indian farmer who raises new loans only for the repayment of 

old loans and gets himself in deeper and deeper waters.

Let us now see the variations in the levels of per capita 

public debt so as to find the variations in the per capita 

levels of gross interest payment. The levels of percapita 

public debt was higher in the developed states like Punjab, 

Tamil ladu and West Bengal in 1957-58. The percapita level 

was highest in Punjab at Es. 127*69 followed by West Bengal 

fis.67*17 in that year. Orissa also had relatively higher per­

capita level at Bs.66.91 even if it is a less developed state. 

But the percapita debt level was relatively lower in the less 

developed states like Assam, Bihar, Madhya Pradesh and Uttar 

Pradesh.The developed states had higher percapita public 

debt because they mobilised higher volume of public debt 

owing to their quest for faster development. But during the 

subsequent years the percapita level of public debt increased 

in the less developed states also. For instance by 1977-78 

32 Reserve Bank of India, Bulletin, September, 1978,pp.616-617.
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the percapita public debtAless developed states like Assam, 

Orissa, Rajasthan were higher than that in some developed 

states like Gujarat,. Maharashtra, Tamil ladu and West Bengal. 

Other backward states like Bihar, Madhya Pradesh and Uttar 

Pradesh had lower levels of percapita public debt. We have 

seen the same situation in the levels of percapita gross 

interest payment.

A look at the growth of public debt reveal, s that it 

increased faster in the backward states than in the developed 

states. At 1960-61 constant price the percapita public debt 

declined in Punjab by 5.4in 1977-78 over 1957-58 and almost 

remained stable in Tamil ladu and West Bengal, Similar tend is 

reflected in the growth of percapita gross interest payment.

What is the reason for the lesser rate of growth in the 

percapita public debt in the developed states. Will an analysis 

of the investment of borrowed funds tell us the reason? It 

discloses the heavier investment was on the development of 

infra-structure. This is because of the fact that the govern- . 

ment had to undertake heavy investment in the early stages of 

development to build the infra-structure. “Assuming that the 

public sector will not enter into newer and newer fields often 

strengthening the infra-structure, the sise of governmental 

investment will be relatively small and the volume of



3 8 4

33government borrowing will also be relatively .small”. This

seems to be true in the case of the States. Table VII-9 

provides the availability of infra-structural facilities in 

various states-.

Table VII-9 * Index lumbers of Availability of Infra­
structural facilities in Different States.

States 1966-67 1977--78
Index Rank Index Rank

1. Andhra Pradesh 93 10 91 15
2. Assam 73 15 106 9
3. Bihar 98 9 104 10

4 • Gujarat 111 7 117 6

5. Haryana 129 5 156 2

6. Jammu & Kashmir 83 ^ 12 85 14
. 7< Karnataka 90 11 102 11

S. Karala 135 4 141 5
9. Madhya Pradesh 53 16 63 16

10. Maharashtra 117 6 113 7
11. Orissa 69 14 99 12

12. Punjab 201 1 209 1

13. Rajasthan 59 15 75 15
14* Tamil Nadu 171 2 154 5
15. Uttar Pradesh 107 8 107 8

16. West Bengal 152 3 149 4

All India 109 100

Sources 1. Column of Index in the year 
Annual No. 19 69 ♦ p»20»

2. Column of Index in the year 
Budget Number, 1980, p.48.

1966-67

1977-78

. Commerce

• Commerce

33 Sreekantardhyas Public Debt and Economic Development in India. 
(Sterling Publishers, New Delhi), 1972, p.86.



It is interesting to observe that the rate of growth of 
percapita'public debt in the states like Punjab, Tamil hadu,

West Bengal, Haryana and Gujarat where the availability of

infra-structural facilities are more, is less than that in
/

states like Assam, Bihar, Madhya Pradesh, Rajasthan and 

Karnataka where the availability of Infra-structural development 

is less. It is evident from the above analysis that the growth 

of gross interest charges was influenced by the growth of 

public debt.

Public Debt and State Income.

The relative magnitudes of the public debt and state 

Income have been takeninto consideration for assessing the 

burden of growing public indebtedness. The rati© of public 

debt to national income or State income is an important 

indicator of the manageability or otherwise of public debt 

in an eeonony.

Prof. l.D. Domar holds that, “the burden of public debt / 

should be defined as the ratio of the total debt to the 

national income. If the rate of growth in national income 

falls short of the rate of growth in public debt, the burden 

of public debt increases} if the two rates are the same, 

burden remains constant} and if former rate-exceeds the



34 For the purpose oflatter rate, the burden decreases”, 

examining the debt burden of the states in relation to their 

ability to pay we have related the outstanding debt to the 

State Income as shown in Jable YII-10.

As seen from the above mentioned table the ratio of 

public debt to State In com#- was around 20 to 25$ in Andhra 

Pradesh, Hazy ana, Karnataka, Madhya Pradesh and West Bengal,

26 to 27$ in Kerala and Bihar, 36 to 40$ in Assam, Orissa 

and Aaj asthan, 106$ in Jammu, & Kashmir and below 19$ in 

Gujarat, Maharashtra, Punjab and Tamil Sadu in 1975-76. The 

ratio is relatively low in developed states. Among the back­

ward states the burden is relatively high in Assam, Orissa 

and Hajasthan.The position of Jammu & Kashmir is shocking.

Further in Maharashtra, Orissa, Tamil ladu, Uttar Pradesh 

and West Bengal the ratio remained almost constant. It 

drastically declined in Punjab. Fall in the ratio occured in 

most of the states since 1972-73•

In general the above analysis purports that during the 

period 1960-61 to 1975-76 the debt burden of the states in

34• Quoted by G.S.Lai in Public Finance and Financial Admini­
stration in India. (F.P.J. Kapoor, Mew Delhi), 1976", p'.139»

* He have restricted our analysis for the period from 1960-61 
to 1975-76 because only for these years State Income figures 
are available.
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relation to their ability to pay has remained almost constant 

in Gujarat, Orissa, Maharashtra, Tamil ladu, Uttar Pradesh 

and West Bengal. Tfc(e debt burden dramatically declined in 

Punjab obviously, due to the rapid growth of state income.

Though the ratio had increased in Andhra Pradesh, Bihar, 

Karnataka, Kerala and Madhya Pradesh the burden in relation 

to their ability to pay is not higher. Relatively the burden 

is high in Jammu & Kashmir, Assam, Orissa and Rajasthan.

Public debt ds a percentage of state income went up by 

three times by 1975-76 over 1960-61 in Assam and Jammu & 

Kashmir.

We have already stated that if the,rate of growth of 

public debt is greater than the rate of growth of State 

Income the debt burden will increase and vice-versa. Though 

the ratio of public debt to State Income is comparatively 

small in all states except Jammu & Kashmir, the rate of growth 

of public debt is higher than the rate of growth of State 

Income in all but three states namely Orissa, Punjab and 

West Bengal as shown in Table ¥11-11.

Since the growth of State Income Was far higher than 

that of public debt the ratio of letter to the former declined 

in Punjab. Though the growth of State income is lower than 

that of public debt the difference between them is not too high
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fable ¥11-11i Growth
Product

of Public
•

Debt and State Net Domestic 
(In lakhs of Ks.)

States Public Debt State let Domestic nr0duct
1960-61 1975-76 increa­

se
1960-61 1975-76 $

increa­
se

Andhra Pra­
desh 21128 103200 388.45 112400 422624 276.00
Assam 4638 52600 1034.10 40900 143515 250.89
Bihar 17724 112500 534.73 99200 412557 315.88
Gujarat 8592 61600 616.94 77500 364527 370.35
Haryana 16473 35500 115.50 88194 167546 89.97
Jammu & K. 3694 45600 1134.43 9500 43004 352.67
Karnataka 13793 70300 409.67 68300 333384 388.11
Kerala 7573 615 00 712.09 46500 235347 406.12
MadhyaPradesh 14144 74800 428.84 87800 372048 323.74
Maharashtra 24350 124300 410.47 164000 803227 389.77
Orissa 15160 74 200 389.44 39300 202091 414.22
Punjab 26118 45500 ' 74.20 69100 246617 256.89
Raj asthan 15264 101700 566.27 54000 254649 371.57
Tamil Sadu 20682 82200 297.44 115500 438567 279.71
Uttar Pradesh 37424 155900 316.57 178800 697132 289.89
West Bengal 30152 117800 .290.68 133100 546894 310.88

Motes figures for Haiyana under the column for the year 
1960-61 pertains to 1969-70.

Sources Appendix fables A.45* ,

in Maharashtra, Karnataka, Tamil Nadu and Uttar Pradesh. 

Hence in these states the debt burden in relation to their 

state net Domestic Product remains almost constant. States 

like Assam, Jammu & Kashmir had very high rate of growth of 

public debt and so the burden is higher in these states.
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Here the main problem is the low rate of growth of 

State Income rather than the rapid increase in public debt.

The mounting public debt as a percentage of State Income is 

feared because ;it may eventually lead to higher taxes for 

servicing the debt. Thus the problem of 'debt servicing* 

becomes a problem of increasing State Income.

It may be argued that in the early stages of planned 

economic development, the rate of increase of public debt will 

be higher than the rate of increase of state income as the 

state governments have to undertake heavy investment to build­

up the infra-structure. However it is absolutely necessary to 

speed up the rate of growth of the State Income from the point 

of view of making the burden of debt-servicing less onerous.

In the words of P.E, Taylor, ”A high natioml income by sheer
35weight of proportion reduces the burden of debt.”

B. Burden of Debt Servicing.

How let us turn towards the burden of debt servicing.

The Burden of debt servicing may be discussed either in terms

of national income or in terms of tax revenue or of both.

David M.C. Wright observes, "The financial burden of the

national debt is to be measured by the effects of the interest

charges and the taxes levied to meet them. The relation which

35 P.E, Taylors The Economics of Public Finance. (Macmillan, 
lew York), 1957, p.197*



the taxes for interest bear to the rational money income is 
the question of primary importance*"^

The appropriations for reduction or avoidance of debt 

are made by the State' Governments and are charged to the 

revenues of the Government in the same way as that of interest 

charges, fhe omission of this item will be an under estimation 

of total debt, services of the state governments; Hence we have 

added this item with the gross-interest charges.

She ratio of total debt services to State Income shows 

the proportion of State Income that is redistributed through 

the servicing of debt, while the ratio of total debt services

to tax revenue shows the extent of tax revenues that are spent
\

on the servicing of debt. Both the ratios signify the implica­

tions of debt servicing in the states.

B.1 Total Debt Services and lax Revenue.

Table 1TII-12 shows that the rates of total debt 

services to tax revenue fluctuated significantly in all the 

states. I'he ratio had gone up from the 1957-58 level in all 

states and assumed a falling trend since 1974-75 in all the 

states. The fact that the ratio of total debt services to tax 

revenue was higher may mean that income transfers took place

36 Quoted by Eiran Barman: op.clt.. p.34 ♦
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on a large scale from poor to richer since whenever the

interest payment are made they would go to upper income groups,

as they alone could; subscribe loans to government. Hugh

Dalton maintained that, "there will be a direct real burden,

if the proportion of taxation paid by the rich towards the

cost of the debt service is smaller than the proportion of

public securities held by them. There will be a direct real

benefit if it is larger. Owing to the large inequality of

incomes, which is a feature of nearly all modem communities,

the bulk of public securities are generally held by wealthier

classes, either directly or indirectly in the form of shares in

companies, which themselves hold public securities among their

assets. On the other hand, taxation, even if progressive, is

seldom likely to be so feharply progressive as to counter

balance, among the wealthier classes, the income derived from

public securities. In most actual cases, therefore, an

internal debt is likely to involve transfers from poorer to
37richer and hence a direct real burden."

Judging from the tone of the above statement we could 

conclude that the burden on the community in terms of total 

debt services as percentage of tax revenue was relatively high 

in the less developed states like Assam, Bihar, Jammu & Kashmir,

37 Hugh Dalton: Principles of Public Finance. (Allied Publishers, 
Bombay), 19707 ppTTsT^ia^
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Orissa, Rajasthan and Uttar Pradesh. It was relatively less
J,

in developed states; ..

We have seen, that the burden of debt servicing as the

ratio of total debt services to tax revenue increased in all

states from the 1957-58 level upto 1973-74 and declined from

1974-75* Emergence of this trend is due to the foster rate of

growth of tax revenue. Shis trend is contrary to the one found

by James A .Maxwell and Richard' Arm son for the American States.

They have brought out that, "Debt service charges generally
38increased faster than state and local general revenues".

As seen from fable ¥11-15 the tax revenue increased 

faster than or more or less eq.ua! to that of debt services 

in most of the states. Owing to the faster growth rate of the 

tax revenues the ratio of debt services to tax revenues 

declined by 1977-78 over 1957-58 in Andhra Pradesh, Gujarat, 

Karnataka, Orissa, Punjab and Uttar Pradesh. It almost remained 

stable in Maharashtra and Tamil Kadu. The ratio increased in 

the States like Assam, Bihar, Jammu & Kashmir, Kerala, Madhya 

Pradesh, Rajasthan and West Bengal where the debt services had 

grown faster than tax revenue.

However, the real burden depends not upon the ratio of

the debt services to tax revenue but upon the nature of tax.

38 James A. Maxwell and Richard Aronsons financing State and 
Local Gp-g ernments. (The Brooking Ins ti tut ion, Washington},
1977, p.195.
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- Sable VI1-13 : Growth of Total Tax Revenue and Total Debt
Serviees. (In lakhs of Es.)

States Tax Revenue Debt Servicing Charges

-

1957-58 1977-78 fo

increase 
by 77-78 
over 
1957-58

1957-58 1977-78 fo

increase 
by 77-78 
over 
1957-58

Andhra
Pradesh 3057 36821 1104. 583 5815 897

Assam 1273, 7864 ’ 517 106 2869 2606

Bihar 1986 21398 977 592 6549 1006

Gujarat',ij 2078* 32926 1484 739* 3962 436

Haryana 2635** 14768 460 1328** 2355 77

Jammu &
Kashmir 102 3 061 2900 7 1897 27000

Karnataka 1745 29727 16O3 470 5923 1160

Kerala 1321 21336 1515 201 4195 1987

Madhya
Pradesh 2118 26025 1128 236 5422 2197

Maharashtra 7346 71280 879 1346 13069 870

Orissa 646 8377 1196 ’ 423 431 921

Bun jab 1960 23512 109 S. 736 4468 507

Rajasthan 1463 17271 1080 158 5769 3551

Tamil Kadu 3099 36141 1066 586 7092 1110

Uttar Pradesh 4007 46731 1066 1178 13488 1044

West Bengal 3620 ^4464 852 747 8132 988

Sources Appendix Table A.46.
beJo t\ g s' 'tb 19 6 D - & I 

** be-few^s^ 19 *7-68
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We have already noted that, "an internal debt is’ likely to 

involve transfers from poor to richer and hence a direct real 

burdeni" She burden, will be heavier when in the tax structure 

of the economy indirect taxes are in majority and if we 

suppose that indirect taxes are generally, borne by poor 

section of the society. For instance in 1977-73 the states’ 

own i'ax Revenue was ts.434924 lakhs. Out of this total tax 

revenue a sum of Ps.2414 29 lakhs, thatis, about 55*51$ accrued 

to the states through sales-tax which is an indirect tax. Ibis 

exhibits that the realburden of debt services on the community 

is severe.

B.2 fotal Debt Services and State Income *

fhe ratio of total debt services to State Income shows 

the proportion of State Income that is redistributed through 

the-servicing of debt.

fable VII-14 shows that though there were fluctuations in

the ratio of debt services to State Income during the period
*

1960-61 to 1975-76 the ratio increased over the 15 years in 

all states except Pan jab and Uttar Pradesh. '.This upward bias 

may mean that income transfers took place on a large scale 

from poor to richer arid that the income-inequalities may have 

increased. Hot without surprise we could observe that the ratio

* We have confined our analysis to the period because the 
estimates of State Net Domestic Product are available only 
for the years from 1960-61 to 1975-76.
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of debt servicing to State income is relatively higher in the 

backward states like Assam, Bihar, Jammu & Kashmir, Orissa, 

Rajas 1h an and Uttar Pradesh.

B.3 Bet Burden of Debt Services on the Community.

We now take up the basic question. Should the 

increasing interest payment be considered burdensome at all or 

whether at anytime the interest payments were burdensome to
9

the states during the period under otar review?

It is true that the burden of interest payment rests 

upon the character of public debt and the purpose for which 

the debt is utilised. Ihe interest payments inflict strain 

when the deadweight debt accumulates faster than the produc­

tive debt. Let us trace how public debt had been put to use 

in the states.

We could observe from fable ¥11-15 that the portion of 

public debt utilized for productive purpose, that is, for 

oreating interest yielding assets was less only in 1957-58.

In the subsequent years major portion of the public debt was 

put into productive purposes by all the states except Rajas­

than. fhe productive investment of public debt resulted in 

the formation of important assets in the public sector like 

transport, cooperative organisations, power projects, multi- 

-purpose river projects, and dairies etc.



cncncn

So
ur
ce
* 
Ap
pe
nd
ix
 i
ab
le
 A
.4
8

ILf\E-CT>
t—

VOc-
cntn«inoT*

CM
.Oin

t—tn
.tnCO

COtn*cn
r-r-

COE-•Oo<—
invo•CMin

CMcn«inCM
cnin.
t—E-

8

*vocn

CM•00
T—t—

CMVO•oVO
in.Oao
otn*cnCM 98

.9
1 Y—•

KOCM
*sEin.D-in

1
St
CT>

|£ T“*mcn

oo•
«csj“

*—CM
.tnCO

vo•E-O
t—
CO•tnot—
voco,»tn
t-T—

Ecn*js.GO

E*vo.E-E

CM
.VO

r~r-

-5Evo•tnc~

cnCM
.
cn

E—*VO
inE-•cnin

co.CMOCM

vo«sE
aoCM

r--sE«cncn

CM
•00

r-r*

CMCM."Etn
1tnE'­en

t—

eE-
OE.CMcn

8

•

CMcn««—in

cnvo.v-00

CME•E-C-

tn
E.in
E

O
.00oT-
o•sE.CME-

GO•o
in*E-O
r-

00*cnin
CME-.-aovo

E-.co30T—

intn*cnCM

tnin.cncn

CM
•inr*

coCM.CMin
I04C-m
r-

DOE-
vocn»E'­en

tnvo.ooCO

tnC-.OE-

COT~*.T—in

E.inT”

VOO
•E-CO

OJ•tno
T—

«*E.':rf*CM
T—

tn«tnOCM

cnE-***sEtn

tn.
o
T—

in
i

vo<n.cnin
i
T“E'­en
t—

CME—
cnvo.vocn

Eco»oin
oin-*
00

CO.CM
Ein•VOin

tncn•oin
E*r-
T—

incn.'•OCO

00in.vocn

o■»E-
t—

inin•ot-
cn•SSfoCM

a
»tntrt

o.ooV”
%E.tnCM
r-

v~
<r~•oCO

1oE~cn E- .Ecn

voCM•
in

oin.tnCO
o.CMO
r*

r- E—•’
•00vc

incn*otn
o.Et—v—

*T—cn

voE-•cnCO

O
.oCM.

v-

T~in*tnvo

in.■sEcn
CO.tn.tn

VO.vooOJ
vo.
v“.

CMCO.VO.in
icnVOcn
t—
1EV0cn
V—

OE—

inVO

CMc-*tncn
Eao»cnCO

CO
e*.Ein
cnE»cntn

r-r*0
tT*CO
oCOJ.CME—

E-E*»tncn
cnE~.
E-

E—VO.cntn

CO
*cnE

cno.ao
E

CO.
r-‘t—r-VC«incn

E~vo.,=Ecn
oun*inE'­

tntn•
CO
ao-sE.E-E-

O
«VO

•r-
CMCM
CMcn

oOO*S
otn.oin-

OO.E-00
r-
VOVO
.voVO'

tnT“♦voL
tn
CM-si­
s’

tntn.O'vcn
CM-<4-.tncn

cn.CMO-
T-
v-E-*CMvo

■c—CM.VO.in
-Ein.tn,in

1tnVOcn
r-

3 CM00.EE'­

E
V—*
EVO

tn.VOVO
O
E•S

inin*voVO

Oa.oin
Oin*ao
E

T—CO.tn0V

eno•CME~'
VDCM
.E—' E-

CMc—.ocn'
cntn«avm

ovo.00tn
COVO.CMtn

■sEcn#tn.cn
cn.'En

oCM
.tn-in

1CMVOcn
t—

tnvo
enE«oc-

in.
vo

n<4*•voin

CMCM.tncn

invo•COVO

'8

.t-E-'

cnCM
»in€0

tnE-•E-tn

cntn.■«?Ein

onE-«CMtn

E-in*r—cn

E-
CO.00•E

mCOaVO■E
CMin.tn
E

1
T—VOcn
T—
c*>
vocn
r-

CMVO
cous*invo

otn»invo

intn•invo

cno
»CO

E

t—<n•in
E

voGO.CME-

E~in■CME—

VO
.VOE-

VOCM
.cnE-

VOo
*tntn

intn«oin

E~"*E.E-tn

ovo
.ocn

-=ECO.
-E

*—VO
V“E-
*tnvo

cnCM*cnvo

o
•

VO

cn
E.intn

voo«cntn
•sEin.E--vo

tncn.tn<d-
E-*•M-E-

OE-•CMCO

vom.tntn

T—in*r-■*E

CMvo.o•sE
'd-sE*ocn.

*EVO.COtn

cno.
E

19
59

- ovo
c-CO.intn

CMtn•tnin

T—m*00tn

Oo»E'­en

T-00•tnin

t-V—*intn

cnE-.inE-

in
V-.inVO

E-o*otn
*-CM
•’ V- tn

tnCM•t—■sE

oo,.-COCO

cotn
*.tntn

O».,E~ - tn
I00tncn«—

cnin
oCO•E-e
vooo.E-tn

E'­en•oin
CMin*c—
E

CO
E.t—in

T“in*CM'd*

COo.intn
<5E.coE-

intn*inin

cn-=E*inCM

cno«.00CM

Otn
.
tn

tnCM
•.inoo
oE-.tnCO

CM
*CMtn
8.-in . tn

1
e-LT\cnT—

COin
r-tn•vo
E

U0
S3inaSi
4
aShs

r-O.
tn

CMon
coCM

CM■M-•inE-
X3tn©
xiaS
U
94as
&

E-T—*00-*E

E-tn•cn!“

COocl
a?T—*coCM

VQCM.E-CM

T—o»t—tn

St
at
es

■d ia ®
aS
Jk$
u
siXid«!

8a*mo*«!
3
•C•H(d

•Pas
UaS-.—D4cij

aSSaS

(S•s
-p
4
cSMJ

aS
$15
S=4

UP>03CQd
aS
aS10

as
m
m•H54O

•§
*r^>1

daSX343
CQaS<raaSPi

4 
XSas

56 aS

S3 
03 
03 

Xi a3 N 94 
U aS -P -Pt=>

H ' coM4©
m
•p
«

Ta
bl
e 
YI
I-
15
 : 

Pe
rc
en
ta
ge
 o
f 
Pr
od
uc
ti
ve
 D
eb
t 
(I
nt
er
es
t 
Yi
el
di
ng
 A
ss
et
s)

to
 t
ot
al
 P
ub
li
c 
De
bt
.



t 
>

C
D

So
ur
ce
* 
Ap
pe
nd
ix
 i
'a
bl
e 
A.

49

19
77

-
78

03
A
•

*r

A
A
.

CM
A

O
CM
•

fr-
(A

ft—
C—

*
03
CM

ft—
CO
.

Y

M3
03

•

A
CO
'ft
0
A
O
A
•

A
A

r-
M3

«
CM

V^-
-m
A
t—

0"

A
«

'**•
T“

-4"
A
•

A

O

•
cn
▼**

-4-
M3

•
A
F*

00
A
•

A
ft—

-4-
M3

•
ft—
t—

m
sh
•

t-
r-

.4-
•

O
CM

19
76

-
77

0
sf-
•

A
I

M>
CM
•

M3
CM

A
•

t—
!

D-
*4-

«
CM

A
CM
*

CM
O
.

M3

c-
QO
•

M3

CM
M3
•

CO

T"
trs
•

VO
T***

A
CM
•

O

o’
A

sM3
»—

ft—O
«

CM
ft—.

CM
04

*
O!
ft—

CM
O

O
I

»
AM3 
jv_ £—
A
t—

C-
CM

•
O

O
CM
-*

03
LA

M>
O
•

03
CM

O
sh
.

CM

04-
O

«
CO

CM
O

*
•4*
A

O
A
.

A

A
*4-
•

A
T—

»
A

«
A

A
•CM

VO

•

CM

a?'
M3

ft
ft—

CM
^4-
•

A

a’
A
•

CM
»—

CO
00
.*

r~
ft—

VO
si­

ft
A

4-a

C~E«-
A
<r-

A
A

•
r*t

M>
'4'
•

IA
■4-

c—
O
.

03
CO

•4-
M)

CO
CM

A
O

»
ft—2

CO
A
.

■4"

A
CO
•

A
ft-

OO
OO
•

*4-

A

CM
*-

C-
M3

A

A
C-
*

CM
ft—

O

•
CO-
T**

0
CM
•

A

A
O
•

t—
C4

A
A
•

CO

CM
A
•

CD

vd‘
A
•

00

I
A *=a* 
C~ C— 
A
ft-

CO
A

«
M3

C—

•
CM
A

A
A
•

C—

r~
<5j-
.

A
ft—

O
CM

*
O
M3

■=4-
A
.

O
r*

cm‘
03

ft

CM

O
A
•

A
r-

M3
A

«
•ftj-
CM

A
S>
•

M3
ft—

vo

*
K\
r*

M3
O

•
A

£ 3
CO
CO
•

A
A
-4-
t—
•

A
CM

M3
A

«
CM
ft—

A
A

•
CO
CM

CM
A

«
ft—CM

A A 

M> 
A
ft—

sT
C—
•

*4-

CM
03
•

si-
EA

O
LA

•
CO
M3

A
si-
.

A
A

t-
CM
•

M3

A
CO
•

CM
ft—

CO
ft

A
ft—
ft—

A
(M

»
O
V"

A
CM
•

C-
r-

A
O

»
■4-

*A
03
*

A
-4-'

A
C-

*
-sj*
A

O
CO
•

M3

O’
M3
•

A

M3
GO

»
si-
A

CO
A
*

A
CM

I
v- CM 
C— f— 
a

T~

tn
LA
•

c-

O
M3

•
ft—
ci­

c-
A

»
C—

A
O-

«
■r-
ft—

ft—
«

■4"
A
ft-

A
A
•

■4-
3—

A
•

A

A
A
•

ft4"

-4-
A
•

CO

M3
O

•
A

A

»
A
A

r-
A
•

A

A
M3

•
SJ-
A

O
03

■
A
CM

O ft-
e-e-
A
T~

vo
0

*
C—

A
-•

CM
A

ty*
0

*
M>
C-

O
si-

»
A
M3

CM
«

A

C—

«
A-
ft—

C—
00

CO
A

A
CO

CO
F-

CM
M3

*O
CM

c—
CO

ft
M3
r“

ft—O
•

O
CM

CM
t-

■
-4*
-<4-

A
T—ft
A

1

A
CM
*.CM

A

t—
A
•CM

ft—

A
O

•

ft—

CO
sf

*A
A

19
69

-
70

t—IA
«

O
CM

sj-
A

*
M>
si*
M>
A
*03

CM

-M-
A
.

s—
!—

ft—03
«

A
t—

A
00
ft—A

A
x~

*

A
A

•C—

CM
00
•

lf\
T—
A
£—
•CM

M3-
O

•O
CM

03
O

ft
O

o’
ft—

ft
M3
A

O
ft—
•

O
1

ft—
03

ftft—
A

A
CO

ftA
»—

A
M3

«
A
t—

CM
TF
*

A
t—

1
si" A 
M3 M3
a

ft—

O
Sj-

#
M3
. 1

M3
C—

*
M3
T“

CM
CM

»
CO
ft—

M3-

#
-£—> 
A

CO
OO
.

A

,
A

#
A

«—
M>

*
A

A
O
*

O

M3
A
•

»—
CM

LC3

»
lM.

A
A
•

A
ft—

O-
ft—
.«
si-
r~

19
63

-
64 IA

IA
«

CM

A
C-

co
CM

03
03
•

c—
ft—

03
M3

•
IT-
CM

st-
C-

•
A
M3

r*
A
•

F“
5”

A
•

A

CO
M3
•

O
1

ft—
A
•

A

A
A
•

CM
-4*

O
A
•

A

A
A
•

A
CM

O
ft—

*
CM

O
00

ft
M3
ft—

A
C-
•

CM

1
CM A 
M3 MS
a

•4*
CM
.

O

M3
ft—

»

ft—

c-
si*
*

CO
ft—

ft—
CM

»
A
CM

A
O
•

A
sf-

A
A
•

O
t—

M3
A
•

CO

CM
O

«
-si­
ft—

M3
CO

«
CM
ft—

O
00

A

CO
A

»
O

00
ft—

ft
0-
CM

t-M
M>

*
O
ft—1.

t-
M)
*

A
ft—

A

•
si-
r»

l
r* CM
M3 MS 
A
ft—

F-O
.M3

M3
A
•

A

A
c—

•
CM
CM

A
A
•

t—
CM

■4-
E-

•
O
CM

CM

»
F-CM

ft—.
t—

ftA

03
C-
•

O

A
A
•

A
ft—

A
CM

«
M3
A

CM
A
•

CM
-4-

O
A
•

O

M3-
A
•

CO
CM

A
■si­

ftCM

A
A

«
OO
CM

A
O.

«
CM
CM

1
O V- 
M3 M3 
03
ft—

ft—
ft-

•
!A

' T—

ft—E—
•

<r»

O
CO
*

0
CM

S*

*
C-
CM -

a’

A
•

CM

A

*
00
r*

A
A
•

T-

A
M3

*
O
ft—

COa)•
A
t—
O-
A

ft
ft—

ft—CM
•

CO
CM

O
00
•

M3
A

A
*

A
A

CO
CO

ft
0
ft—

00
A
*

sf
s}-

A
A
•

M3
ft—

1
CO 03 
irun
03
ft—

03
00
•

CM
ft”M2
01
0)
'O
cd
SM

PH

&
Pi
SI
>0

• <s!

A
tr-
.

sj-

M>
O

0
t-
A

U
■H
1

m
cd
M

s

*4-
co
•

CO

O
O

ft
M3

A
-4-
*
A

A
A
*

V0

A
CM

•
CM
CM

A
c-

•
A

CM
00
•

A
A

C~-

i>
CO
ft—

St
at
es

1

m
01
<

U
t$
si
•r!
ff)

+=
0
Pi
cd
•r-s
d

$

!>a
s

w

(3

cd
+=
oi
d
S
cd
M

cd
H
t

03
M

Si
01
ffl

a}
fi

cd
b>
£2
r&
cd
3

£SJ
P3
+=

m
g

aS
JZS
a5
a

as
m
to
•rl
P»
O

SI
cd
•ro
Jh

d
as
si
.p
CO
as
•r-3
as

d
<xi

d

aaJ
EH

Si
m
03
fd
as
Pi

Ph
Pi
csS

■¥>
-P

d

sf

e
$

toga
bl
e 
71
1-
16
 s 

' E
xp
en
di
tu
re
 o
n 
Ne
t 
De
bt
 S
er
vi
ce
s 
an
d 
it
s 
ra
ti
o 
to
 l
ax
 Re

ve
nu

e.
e/°
3



'>01

. In the enventuality of recovering interest payment from 

the assets created the net "burden of debt services ought to 

have been minimum to those states where the percentage of 

productive debt was high. 4

As seen from Table VII-16 the burden on the community 

interms of the ratio of net debt services to total tax 

revenue was high in Assam, Bihar, Jammu & Kashmir, Kerala, . 

Madhya Pradesh, Orissa., Rajasthanand West Bengal were the debt 

incurred for the productive purposes was low. Even if the 

percentage of debt incurred for productive' purposes was higher 

in Punjab and Uttar Pradesh the burdanof net debt services to 

total tax revenue was high in Uttar ^radesh.

Table YII-17 exhibits that the burden on the society 

in terms of the ratio of net debt services to State let 

Domestic Product was high in Assam, Bihar, Jammu & Kashmir, 

Kerala, Rajasthan and West Bengal, py 1975-76 the ratio 

increased in Assam, Bihar, Jammu & Kashmir, Kerala, Madhya 

Pradesh.

The increase in the ratio of net debt services to tax 

revenue and the ratio of net debt services to State Income 

means that the cost of debt servicing went up during the 

period under our review. In general the net debt services
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may be high at apy time due to (a) slow growth in the 

recoveries from the assets created and (b) the concept of 

productivity used in measuring the productive debt. The 

second point warrants clarification in the light of technical 

distinction between a debt which creates interest yielding 

assets and another which though productive does not create 

interest yielding assets. For example when a loan is used 

in providing social overheads-roads, schools, comnranity 

development etc. it does no't create any interest yielding 

asset. But when the loan is invested in irrigation, power 

projects and commercial undertakings it would create interest 

yielding assets. Ve have already stated that by productive 

assets we mean only interest yielding assets. The burden of 

net debt services was high in those states where the debt 

incurred on interest yielding assets was low. The higher 

burden of net debt services in some states eva if the debt 

incurred on productive assets was high may be due to the 

slow growth in the recoveries from the assets created. We 

have seen in the previous chapter that the yields from multi­

purpose river projects, power projects and other public sector 

undertakings are not sufficient enough even to meet the working 

expenses let alone interest charges. Though loans lent by the 

State Governments are interest yielding assets in nature the 

return from the loans granted for agriculture, community



development, education, urban development, social surity and 

welfare is' practically very low* On account of the slow’ growth 

in the recoveries from the assets created the burden of net 

debt services continues to be high.

COIOItUSIOHS *

(1) She level of gross percapita interest payment was at 

the highest level in run jab at fis.444, iis.5»84,Ss.9.05 in 1957-58, 

1962-63 and 1967-68 respectively. Jammu & Kashmir topped the 

list in 1972-73 end 1977-78 with its percapita gross interest 

payment at Es.37.57 and fls.36*34 respectively.

(2) In money terms the percapita gross interest charges 

increased in all states over every period of six years. She 

increase in the percapita gross interest payment was of the 

order of about 202 times in Jammu & Kashmir and 6 times in 

Punjab over the twenty-one years.

(3) ihe proportion of total revenue expenditure absorbed 

by the gross interest payment varied from G»94$ in Jammu & 

Kashmir to 19*70$ in Punjab in 1957-58 and 6.44$ in Maharashtra 

to 13*50$ in Bihar in 1977-78. Its share declined in Andhra 

Pradesh, Gujarat,' Haryana, Orissa, Punjab and Samil ladu and 

almost remained stable in Maharashtra during the whole period 

under our review.
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(4) She less developed states like Assam, Orissa, Rajas­

than had higher percapita gross inter*est payment and their 

percapita expenditure on other services were relatively 

lower. In Bihar, Madhya Pradesh, Uttar Pradesh the percapita 

levels in interest payment and other services were low. In the 

developed states the percapita levels in other services were 

relatively higher.

(5) Ihougta the variations in iiie levels of percapita gross 

interest payment tends to shrink, the disparity is still wider* 

Ihe tendency towards the shimnkage is due to the faster rate 

of growth in the less developed states than in the developed 

states.

(6) 'Ihe growth in the gross interest payment was caused hy 

the mounting public debt and interest rates. The interest 

rentes increased as a result of dear money policy of the 

Reserve Bank of India. She rate of interest on market borrowings 

went up from 4.25# in 1957-58 to 6# in 1977-78. In 1957-58 

most of the Central loans carried interest rate from 4 to 4*5 - 

per cent. But in 1977-78 the loans bearing 5*25# interest rate 

were predominant in the sta-tes1 indebtedness to the Centre, 

further the interest rate on loans from the Centre varied from 

5.25 per cent to 10.5 per cent by 1977-78.
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(11) Except in 1957-58 throughout the period under our 

analysis a major portion of the public debt was utilized for • • 

productive purposes, that is, for the creation of interest 

yielding assets in all states*

(12) Ihe net burden of debt services on the community in­

terms of the ratio of net debt services to total tax revenue 

and the ratio of net debt services to state Income was high 

in Assam, Bihar, dammit & Kashmir, Kerala, Madhya Pradesh, 

Orissa, Rajasthan, ‘Uttar Pradesh and West Bengal. Mostly the 

burden is more in less developed states. She burden of debt
V

services on the community is higher because of the slow 

growth in the recoveries from the productive assets.
/


