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I ntroduction

The ovedl growth peformance of the Indian economy has been characterized by subgtantid
regiond vaiation in growth over the decades (Shand and Bhide (2000). This is despite the focus
in successive Five-Year Plan policies and programs on reducing the incidence of poverty and of
achieving balanced regiond development (Bhide and Shand 1999).

Shares of the All India Gross Domestic Product (GDP) among the 14 magor States' varied in
1998-99 from 13.1% for Maharaghtra to 2.2% for Orissa (Table 1). The regiond digtribution of
population dso varied widdy, ranging from 1686 million for Uttar Pradesh (17.9% of the totd)
to Haryana s 19.7 million (2.1%).

These didributions did not coincide, leading to a wide disperson of average income per capita
among states. In 1998-99, the range was from US$657 down to $159.

From 1951, a range of policdes for baanced development was introduced, induding indudrid
licensng, aea specific devdopment programs, fiscd incentives for indudries to locae in
“backward aess’, and eguated pricing polides for a key indudrid input such as ded.
Development of educationd, hedth and physica infrastructure a the dtate level was dso a god
of the planning process on an equiteble bass Rules for dlocation of resources from the Centra

1 India today has 28 states and Union Territories. The latter have fewer powers of fiscal management and
administration as co mpared to the states. The 14 states (taking the states of Uttar Pradesh, Madhya Pradesh
and Bihar before their subdivision in 2000) that are considered in this study, due to limitations of data on the
other states, account for about 92% of India’s total population as per the Census of 2001.
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government to the daes have been edtablished for the same purpose both through the Planning
Commisdon with the “Gadgil formula’ and through the Finance Commission?.

Subgtantial  gructurd change has dso taken place that has dtered the rdaive importance of
sectors in the economy, transforming the economy from an agrarian emphass to one of growing
prominence of the indudrid and sarvice sectors a the nationd levd. This too hes varied
regiondly owing to differences in date level sector growth rates At the ndiond levd, share of
agriculture and dlied activities has come down from 54.7% in GDP in 1960-61 to hdf that leve
in 2000-0L.

A dose underdanding of the regiond patterns of growth within India is desrable for severd
reesons. Frd, centrd importance in policy continues to be the objective of achieving and
udaning a higher overdl growth rate in the Indian economy. Policy mekers need indghts on
past peformance a dae level in order to formulate future policy directions more effectively.
Second, high levels of foreign and domedtic investment are needed to reach the growth target.
Foreign and domedtic investors need informaion on dae levd peformance and prospects to
guide their choice of location between dates. Third, there are fiscal problems in the states, which
are exacerbating those a the Centre, and the issue of fiscd dtability now requires these problems
a dae levd to be addressed. Findly, with grester decentrdization of policy making process
conseguent to the economic reforms in the 1990s, information on the daes performance is
important for the policy makers at the date level dso. Policies will be based on such assessments
in each date.

Under the federa system of government in India, the States play a key role. States have
exdusve jurisdiction over public hedth, roads and bridges (other than nationd highways),

2 The transfer of resources from the Central government to the states is needed under the federal structure of
Indian government given the wide vertical fiscal imbalances. Transfers are achieved mainly through two
mechanisms. One, through the recommendations of a Finance Commission, constituted every five years, deals
with the imbalances in the revenue account of the states. These transfers include tax revenue sharing and grants
on revenue account. The transfers are increasingly based on a variety of indicators including fiscal performance
of the states. The second mechanism is the Planning Commission transfers as assistance to states for their plan
expenditures. The original formulation used for the Fourth Five Year Plan (1969-74) was termed the ‘Gadgil
formula’, named after the Deputy Chairman of the Planning Commission at the time, included criteria for
devolution such as population, per capita income and ongoing projects of irrigation and power. The formula
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agriculture, power, water supply and irrigation, urban savices and play a mgor role in
education.

The economic reforms that began in the early 1990s brought to the fore the role of Sate
governments in dtracting new invetments from the private sector needed for growth. In the
previous regime of centrdized planning, the daes role was largdy limited to lobbying for
public sector invesment. Private invesment was influenced by the incentives offered by the
dates for such invesments, but the centrdised planning process laid down the criteria for new
invesments. In the new environment of liberdised economic policies dae governments ae
increesngly recognisng the need for a more competitive gpproach to atracting new invetments
in their own dates.

This change in the perception on the part of the ate governments is dso due to the emergence,
and frequent dection, of regiond levd politicd paties a the dae levd and ther need to
improve economic peformance as an importat dectord goped. The indudrid policies
announced by the various dates in the mid-1990s reflect the recognition at ate level of the need
for apro-active policy towards attracting private investment.

The economic reforms in the 1990s & the nationd levd have dso led to a greater focus on the
activities of the Staes The dominance of centrd planning and the grip of economic controls
have waned with the change in focus to market-driven and private sector-fudled deveopment
and by growing globdisation. There is a shift towards decentrdization of government, with locd
urban and rurd government drengthened by the Conditutiond amendments of 1992, It is
recognized too that the priority areas in government expenditure for devdopment are in physcd
infrastructure (roeds, waterworks, power), and in socid infrastructure (schools, hospitds, family
planning), where public funding and provison are determined mainly by State governments.

While there is evidence of changes in perception of the role of the dates among the policy
mekers in the various policy datements actud implementaiion of the new polices is less

has since been revised in subsequent Plans and now includes criteria such as tax effort, fiscal management and
national policies towards literacy, female welfare programs and land reforms.
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impressve. Lahii and Fadous (2000) have commented “As a direct consequence of
...economic and politicd devdopments of the past decade, gppropricte policy responses,
expenditure dlocations and revenue efforts of the Indian State governments have become very
important for growth and wefae. Pehaps most States have lagged behind the centrd
government in introducing economic reforms in the pos 1991 peiod. This reaive lack of
progress is evident in the aress of tax reforms disnvestment and liberdization of rules and
procedures. A large mgority of the States has followed shortsghted, populist policies tha have
harmed ther economic and socid devdopment. The composgtion of expenditures as wel as the
sock of infrastructure assets has deteriorated with the neglect of cost recovery mechanism for
maintaining public assats. Reform a the State levd is critica for the country.”

Clealy a large pat of the onus for dimulaing economic development and dtracting the
necessary investment resources lies with the States. Their capacity to rise to this chdlenge is
centrd to the theme of this paper. States “will be competing more intensdy than before in
market place for resources in future and, States may find it somewhat difficult to place a
sgnificant respongbility on the Centre for their rdative performance” (Reddy 2000).

This paper profiles Indids regions and most progressve daes, with particular reference to

recent growth, development and investment outcomes. It examines growth rates, and shares and
thelr determinants.
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Recent Performance of State Economies

o Growth Rates of Gross State Domestic Product (GSDP)

In the 1990s the reform period is generdly regarded as having commenced in 1993-94. The
economic crigs occurred in 1990-91 with its mgor impact in 1991-92. The economy recovered
from the crigs in 1992-93, s0 both the years 1991-92 and 1992-93 show the impact of the criss
and the subsequent recovery and do not reflect the impact of reforms on overdl growth
performance. So with this in view, we congder the reform period to have commenced in 1993
. and examine the growth performance from 1993 to 1999 (i.e FY1993-94 to FY1998-99) in
terms of average annud growth rates and growth shares of GSDP compared with the pre-reform
peiod of 1980-90. We firgd highlight the features and contrests in the growth performance of
dates during the decade of the 1980s and the reform period 1993-99. We then proceed with an
andyss of variables that are likely to have influenced the growth rate performance and thus have
policy implications.

The All India average growth rate (GDP) for 1993-99 was 6.6% pea awnum, a sgnificant
increase on the average of 5.7% for 1980-90, as were the average for the 14 mgor dates a 6.1%

and 5.4% respectively (Table 2 and Figure 1).

For further andyss the 14 mgor dates have been grouped into high, medium and low
performing economies (HPSE, MPSE and LPSE) according to their average growth rates of
GSDP in the 1993-99 reform period (Table 2 and Fgure 2). The four dates with the most
improvement in growth rates over the 1980s ae Karnaaka, Maharashira, Tamil Nadu and
Gujarat. As a group, they averaged a growth rate of 7.4% per annum in red GSDP during the
period 1993-99, wel above the 59% per year average for 1980-90. All four showed a marked
accderation in growth, paticularly Kanataka (5.7% to 8.1%) and Tamil Nadu (5.6% to 7.4%).
Wes Bengd dso showed a subgtantid increase, but on the bass of a number of other indicators
discussed below, it was not included in the HPSE group.
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A second group of Sx dates recorded average growth rates around the 14-state average of 6.1%
pa anum in 1993-99 and were grouped as medium peforming dae economies (MPSES).
These comprised West Bengd, Andhra Pradesh, Kerda, Hayana, Madhya Pradesh and
Rgaghan. In this group, there was no conggent improvement in growth raes over the 1980s.
While there were dgnificant increases for West Bengd, Kerda and Madhya Pradesh, there were
decreases for Andhra Pradesh, Haryana and Rgjasthan.

The remaning four dates were grouped as low peforming dae economies (LPSE). Ther
reform period growth rates were well below the All India and 14 date averages, in the range of
51% down to 4%. The group, which comprised Orissa, Punjab, Uttar Pradesh and Bihar, dl
recorded average growth rates in the 1990s wel beow those in the 1980s as did the LPSE group
(4.9% down to 4.4%).

O Sectoral Growth Rates

A sectord breskdown of growth rates for the three dtate performance groups provides more
detailled evidence on the origin of shifts in growth rates from prereform 1980s to the reform
period of the 1990s (Table 3 and Figure 3). Principd findings are:

» Agriculturd growth rates were not sgnificantly higher in the 1990s over the 1980s
This is not surprisng, as it is generdly agreed that this sector receved no direct
benefits from reforms in the 1990s though it could have benefited indirectly from
liberdisation of industry. The HPSEs and LPSEs showed a reduction in growth rates
and only the MPSE group showed an improvement. Four of the dx dates in the
MPSEs regidered gSgnificant improvements in the growth rate of agriculture in the
1990s. In the other groups, State performances were dso mixed.

» In the indudrid sector, there were increases in average growth rates in the 1990s over
the 1980s for the HPSE and MPSE groups but a reduction for the LPSE group. In the
HPSE group, average growth rates increesed impressvely in Kanataka and
Maharadhitra and dightly in Gujarat, but fdl in Tamil Nadu. In the MPSE group there
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were increases for two of the Sx gdates and reductions in three giving a marginal

increese overdl. In the LPSE group, there were decreases in growth rates in dl the
four gtates.

In the services sector, average growth rates rose from 7% in the 1980s to 8.9% in the
1990s in the HPSE and increases were recorded in dl four states Average growth
rates hdd dmost seady in the MPSE group but fdl in the LPSE group. In the MPSE,
the increases matched the reductions. In the LPSE, lower growth rates were recorded
by Uttar Pradesh, Orissa and Bihar and only Punjab gained.

Ovedl, the better growth performance during the reform period of 1993-99 over the
1980s was principaly due to higher growth rates of both industry and sarvices. This
in turn was due dmogt whally to the improved performance of the HPSE in these

sectors. For the MPSE group, only agriculturd growth was sgnificantly higher. In the
LPSE group, growth declined in dl the three sectors.

a Growth in Per Capita Incomes

>
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Growth rates of average per capita incomes for the three performance groups in 1980
N ad 1993-99 (Table 4) shows subgtantid increases for the HPSE (from 3.9% to

59%) and MPSE (from 29% to 4.1%), while in the LPSE group, there was a
reduction in the growth rate from 2.7% to 2.5%.

In 1980-90, the range in growth rates of per cgpita incomes over the three groups of
1.2% was quite narow. In 1993-94 to 1998-99, it had incressed subgantialy to 3.4%,
which indicates widening digparities between the three groups and reflects the
relaively rapid increese in average per capita income in the HPSES and the lack of
improvement in the LPSEs.



» Within the HPSES, increases in per capita growth rates occurred for al four states but
paticularly for Karnataka, Maharashtra and Tamil Nadu. In the MPSE group, increeses
in growth rates were most notable for West Bengd and Kerala and less so for Andhra
Pradesh and Madhya Pradesh, while Hayana and Rgagthan showed reductions. In the
LPSEs, Orissa and Bihar showed dight increeses but Punjab and Uttar Pradesh
experienced reductions in per capita growth rates.

o Levelsof Per Capitalncome

» Pa capita incomes in 1998-99 show a wide gap between averages for HPSEs (Rs
2234 and USP529) and LPSEs (Rs 10058 and US$239) (Table 5). As agued
above, this ggp has widened from the 1980s due to the higher growth raes in per
cgpitaincomes of the HPSEs rlative to the LPSES.

» The rankings of some dates on average per cgpita incomes do not reflect ther
location in the gate growth performance groups. This is because past growth rates of
these dates differed from those in the reform @riod of the ‘90s For example in the
HPSE group, Kamnataka and Tamil Nadu had dower growth rates in the past and
showed lower per capita rankings. In contrast, Haryana and Punjab had higher growth
raes in the pas, which gave high per capita rankings, but left them in lower
performance groups in the 1990s.

o Sate Growth Shares

» The HPSE, led by Maharadhtra, contributed 16.3% of growth in the reform
period, which was 1.9% more than in the 1980s (Table 6) Gujarat, Tamil Nadu
and Kanaaka dl showed increeses in shares over the prereform period,
paticularly Kanataka (2.7%). The HPSE group as a whole contributed 39% of
totd growth in the reform period, which was a subgantid 8% increase over the
gharein the 1980s.
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> In the MPSE group, West Bengd recorded the highest growth share of 6.8%

in the reform period, which was 19% higher than in the 1980s. Andhra
Pradesh, Madhya Pradesh and Rgagsthan dl had dgnificant growth shares in
the reform period but lower then in the 1980s paticulaly Andhra Pradesh
with a 2% reduction. Kerda and Hayana had modest growth shares but
improved on the 1980s The MPSE group as a whole contributed a substantiad
26.6% dhare with reforms, but this was magindly less (0.1%) than in the
1980s.

In the LPSE group, Uttar Pradesh recorded a rdatively high growth share of
7.3% with reforms but this represented a 3% share reduction from the 1980s.
Bihar, Punjab and Orissa had low growth shares with reforms and lower than
in the 1980s, paticulaly Bihar (-1.6%) and Punjab (-1.1%). The LPSE group
contributed 15.2% of growth with reforms which was 5.9%, less than in the
1980s.

Thus only 7 of the 14 mgor daes achieved increases in GSDP growth shares
with reforms, which indicates a highly concentrated and skewed didribution
of growth shares across the country. The growth share with reforms was
81.2%, an increase of 2% over the 1980s.

a Growth Sharesby Sectors
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» In the HPSE group, there were increases in growth shares with reforms in dl three
sectors, but paticularly in industry (134%) and services (6.6%) (Table 7). In
agriculture, the gan came from Gujaa exclusvdy. In indudry it came from dl
dates but Tamil Nadu, which recorded adight reduction.

» The MPSE group showed a gtrong increase in growth shares in agriculture, a

lower increese for indudry and a share reduction for services. The LPSE
group showed areduction in growth sharesin dl three sectors.



» With these changes, the dominance of the HPSE group in growth shares hes
subgtantidly increesed with reforms in both industry and services sectors,
with the ggp in shares widening, epecidly between the HPSE and LPSE

groups.

0 Sectoral Sharesin GSDP

The vaying growth rates between sectors in individud dSates and groups have substantidly
dtered the rdative importance of sectord shares in GSDP (Table 8). In the HPSE group, the
share of agyriculture fdl from 25.6% in the 1980s to 21.6% with reforms. In the MPSE groups,
the prereform shares were higher, but dso fdl ggnificantly with reforms. The same peattern
emerged for industry. In services the accderation of growth rates with reforms in dl three groups
substantidly increased the dominance of the shares in GSDP. It reeched 50% for the HPSE
group but was not much lower in the other two sectors at 47%.

Determinants of GSDP Growth and Shares

a Investment

Growth of invetment is a key determinant of GSDP growth rates as it affects the short-term
growth peformance through its impact on aggregate demand as wdl as the longterm
performance through its impact an the creation of productive capacity in the economy. The key
components of invesment ae private and public sector investment. Private  investment
comprises domedtic and foreign direct invesments Public investment comprises capitd outlays
in the budget and resources mobilised by public sector units (PSUs) outdde the budget, such as
borrowings.

There is no gngle time series that covers dl these types of investment for India a the date leve,
0 it is necessxy to choose proxies that best represent the components. Those sdected here for
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private domedtic invesment® are the statelevel growth rates and shares of disbursements of
credit from the All India Finencid Inditutions (AIFl), and totd proposed industrid investment
by the companiesiagencies liged in the stock exchanges in the country. The proxy used for
foreign direct investment is tota approvas for foreign direct invesment, as there is no series
avaldble for actud foreign direct invetment a date level. The proxy used for public sector
invesment istotal Sate capita outlay.

> Private | nvestment - Domestic

Disoursements by All India Fnancid Inditutions ae a proxy for domedic privae investment
activity and thus for domedtic private capitd formation (Table 9 and Fgure 4). This is a rdiable
vaiable though in recent years, assstance has aso been given to redructuring (financid), but it
is dill a good proxy. The dgnificance of dates, or performance groups of Sates, depends on ther
rate of growth of, and shares of, disbursement. Datafor the 1993-99 reform period show:

The HPSE group was by far the most dominant. The average annud rae of
growth of red disoursement (18.9%) was higher than those of the other two
groups”.

The rankings of disbursement growth raies of individud dates within the
HPSE group were high but not dl were in the top four, eg. Tamil Nadu. They
were the top four states in terms of disbursement shares over the period.

The overdl share of the HPSE group was dominant a 60% of the totd over
the period.

3 The sources on private sector investment in India comprise the following:

a) Data on sanctions and disbursement of assistance/ credit provided by the All India Financial Institutions

b) Data on Foreign Direct Investment provided by the Secretariat for Industrial Approvals, Government of
India

0 CMIE data on total investment: is a good proxy but reflects only book value of investment, not in real
terms

d) CMIE data on investment under implementation: is also a good proxy for actual investment, but again the
values are nominal.

e) Annual Survey of Industries data on Gross Fixed Capital Formation: are useful, but in this study, these are
used for only three years.

4 Disbursements are calculated in real terms by deflating the nominal values by the wholesale price index for
manufactured products.
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The average rae of increase for the MPSE group of 12.4% was well beow
that of the HPSE but higher than LPSE group.

The MPSE group’s share of disbursements (21%) was substantial.

The average rate of growth of disbursement of the LPSE group (12.2%) was
the leest among the three performance groups as dso was its share of totd
disbursements (13%).

The exception was Uttar Pradesh, which had a low rate of growth of
dishursement of 13.3% in kesping with its classficaion in the LPSE group,
but because of its Sze, it was ranked fifth in terms of disbursement share over
the period (7.4%).

A second messure of private investment is given by totd proposed indudrid invesment. This
combines invesment through Industrid Entrepreneurs Memoranda (IEM) and Letters of Intent
(LQI) for the period from August 1991 to November 2000 (Teble 10).
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The HPSEs dominated with a 54.6% share.

This group itsdf was dominated by two daes — Maharashtra (21.8%) and
Guaa (174%). Ther invetment proposa dwaes were disproportionately
high in relation to their population shares of 9.6% and 5.1% respectively.

The MPSE group dtracted a 22.3% share of proposed investment, with
Andhra Pradesh (7.2%) and Madhya Pradesh (7%) as the two largest date
recipients.

Shares of investment proposas for West Bengd (3.5%) and Kerda (1%) were
low, and wdl below their populaion shares of 8.3% and 3.4% respectively.

The LPSE group atracted only 16.8% of totad proposed investment, and
achieved this share only because of Uttar Pradesh with 8.2% and Punjab with
4.3%.

UP and Biha's shares were disproportionately low in reldion to ther
population shares of 17.9% and 10.5% respectively.



» Private Investment - Foreign Direct Investment Approvals

In the absence of actud faegn direct investment data, FDI approvas provide a good proxy for

changes in the invesment climaie. However, it is not a satidactory proxy for actud FDI as the
letter is a vaying fraction of goprovds. A recent cdculdion showed investment “actuds’ as
only 37% of approvads from January 1991 to August 2000 (Nabhi, 2001 p.31). Highlights of the
satewise data on FDI gpprovas for the period August 1991 to January 2000 (Table 11) are:

The HPSE group dominated, atracting 33.3% of tota gpproved investment

MPSEs (15.4%) accounted for less than hdf that amount and LPSES less than
haf that of the MPSE group (6.9%)

In the HPSE group, Maharashtra done recelved 13.7% of agpprovas, while
Karnataka (7.6%) and Tamil Nadu (6.7%) and Gujarat (5.3%) were dso very
sgnificant

In the MPSE group, Madhya Pradesh (4.5%), Andhra Pradesh (4.2%) and
West Bengd (3.7%0) attracted sgnificant proportions of gpprovals

In the LPSE group, only Orissa (3.8%) atracted a dgnificant proportion of
gpprovas. Uttar Pradesh and Bihar were virtudly ignored.

> Public Investment

Public sector invesment was messured for esch date over the 1993-99 peiod with the
proportions of totd dae cgpitd outlays for development to the All India totd over the period
(Table 12). Cgpitd outlays are drawn from the state budgets only and do not include resources
mobilissd by public sector undertakings outdde of the budget, such as by borrowing. It is a
reasonable proxy for infrastructure investment by state governments. The highlights were:
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The high growth (HPSE) group of four states accounted for 34.1% of totd
date government cgpitd outlay during the 1993-99 period. This was on a par
with the 34.9% outlay of the MPSE group of dx daes and consderably
greater than the 18.4% dlocated by the LPSE group. The group paten is

13



condgent with a pogtive asocidion between public capitd  outlays and
GSDP growth rates of dates.

At individud date levd, Maharashtra dwarfed other dates with a share of
15% of totd capitd outlays. Rgasthan was second placed with 8.5%.

o Total Invesment

Shares of dates and dtate groups reflect the contrasts given by other investment measures above.
For totd investment, in both 1999 and 2000, there was a stegp reduction in shares from HPSE to
LPSE groups — from 42% to 18% (Table 13). The same patern hdd for investment under
implementation in the two years.

o Infrastructure

Variables were congtructed to represent both economic and socid infrastructure.

» Economic
A composte index of economic infrasructure was caculated for the mid-1990s comprisng a
range of variables comprigng (Table 14):

- percentages of villages eectrified,

- number of irrigation pumps energised per geographica areq,

- dectricity generation capacity per population,

- road lengths per geographica area,

- ralway length per geographical areq,

- tdephone lines per populaion, and

- pog offices per populaion

The overdl index isasmple average of dl the sub-indices
The indices for the three date performance groups show a postive associaion

with growth performance, between the HPSEs and the other two groups with
an index vadue of 1310 for the HPSE, 1034 for the MPSE and 106.2 for the
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> Social

LPSE groups There is no dear didinction between the two lower
performance groups.

At a more dissggregated levd, the pogdtive link between high economic
infradtructure index vaues and high GSDP growth rates is more apparent
when we consder Tamil Nadu, Maharashtra and Gujarat with relatively high
index vaue, and Orissa and Bihar in the LPSE graup, which had the lowest
index vaues.

Clearly, this assodaion did not hold consgtently for dl individud gates
Punjab had the highest index vaue (185.3) but was in the LPSE. Keda
(1775) was in the MPSE group. On the other hand, Karnataka with average
infragtructure (102.8) was in the HPSE group and Madhya Pradesh (82.2) and
Rgasthan (85.6) had low index vaues but were in the MPSE group.

This suggests that rdaively favourable economic infrastructure does not
guarantee high growth peformance, nor does reatively poor infrastructure
necessarily prevent high growth rates. Clearly, there are other factors that

influence economic growth.

A composte index of socid indicators was dso condructed from variables including number of
hospitd beds, femae literacy and infant mortdity rate (IMR). The vaues for the mgor 14 dates
and their performance groupings (Table 15) indicate:
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The three date peformance groups showed a pogtive association between
growth rates and this index, with average index vaues ranging from 130 for
the HPSE group, to 117.1 for the MPSE and to 90.7 for the LPSEs This
drongly suggests that high GSDP growth rates are associated with better
socid infrastructure.

Individual dates infradructure rankings generdly meatched ther grouping in
growth peformance, but there were exceptions. Kerda enjoyed the highest
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dae index vdue (2436), but was placed in the MPSE group. Also, third
ranked Punjab (133.6) was in the lowest growth group.

As for economic infrastructure, these findings suggest that high index vaues
and rankings for socd infredructure done do not ensure high growth

performance.

o State-Level Economic Reforms

> Power

The financid peformance of State Electricity Boards (SEBs) has deteriorated in the
1990s. SEBs are required to achieve a 3% rae of return on fixed assets in sarvice In
1998-99, 10 of 17 had achieved podtive returns, but of these only three had met the
minimum target return (and with subgdies). The Plant Load Factor (PLF), an important
indicator of operationd efficiency in thermd power plants, has remained low for SEBs a
aound 60% in the late 1990s They have dso continued to experience high transmisson
and digribution losses. The gross subsidy of the state power sectors has risen to around
36% of the grossfiscd deficit of sate governmentsin 1999-2000.

The resoration to financid hedth of the SEBs and the improvement in their operaiond
efficiency are criticd issues for the sector and the state governments and must be a key
part of reform programs,

Basc reguirements for these reforms are enabling legidation, organizationd reforms and
the sdtting up of the State Electricity Regulatory Committees (SERCs). Progress with
these requirements has been variable and generdly dow (Table 16):

In the HPSE group, Kanataka is the mogt advanced dae with power
reforms, where a Bill has been passed, generdtion and transmisson
unbundled and a SERC edablished. In Gujardt, the reforms hbill has been
drafted, technicd dudies initiated and a SERC condituted. The two other
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daes have no legidative messures, are dudying redtructuring and  tariff
rationdization, and have set up SERCs
The MPSE and LPSE groups exhibit amilar or more variability in progress
towards satisfying each requirement.
The reform process in the state power sectorsis dill at an early stage.

> Fiscal Reform

An important dement of reform programs envisaged for the Centre and the States is the
dimingtion of revenue deficits and reduction of fiscd deficits as key measures for the conduct of
prudent and accountable fiscd policy and to facilitate grester macro-economic dability. Fiscd
defidts have an impact on growth performance through the influence of fisca dability or
ingability and through restrictions on funds available for developmenta purposes.

Fiscal deficits
Comparison of average fiscd deficits from 1994 to 1998 for the three date performance groups
(Table 17) show:

v/ a negaive associdion of growth rates and Sze of fiscd deficits Deficits
increase from 3.1% for the HPSE group to 5.1% for the LPSEs and suggest
that grester fiscd respongbility has been exercised by the faster growing
states.

v' This patern wes dso farly consgent among daes within each growth
performance group. The lowest average date fiscd deficit was 2.9% for
Maharashtra. The highest was 6.7% for Orissa
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Public Debt

Public debt is another aspect of fiscd respongbility of the dates. A comparison of debt as a
percentage of GSDP with growth peformance a dae levd in 1993-94 and 1999-2000 (Teble
18) shows.

v' a negaive associaion between size of debt and growth rates. In 1993-94, debt
rose from 15.6% of GSDP for HPSEs to 21.3% for MPSEs and to 31.4% for
LPSEs.

v' In 1999-2000, debt had grown for dl three performance groups, rising to
16.7% for HPSES, 25.3% for MPSEs and 35.3% for LPSES.

v' Debt had grown faster for the two dower peaforming state groups. Average
annud debt growth was only 1.6% for HPSES but was 3% for LPSEs and
4.5% per annum for MPSEs.

v’ Ridng interet and repayment hills ae hampeing the lower growth dates
much more than the high performers.

Analyss of Average Growth Performance of the States

Corrdaion andysswas applied to test relationships between growth rates of GSDP and of each
of the three sectors, with each other, with shares each of the three sectorsin real NSDP and of
thelr industry components, with per capitalevels of the three sectors and their industry
components, and with indexes of infrastructure and socid development (Table 19).

o Inthe1980s,
the growth rate of red GSDP was most strongly and positively corrdated with the
growth rate of agriculture and less so with the other two sectors.
The growth rate of each sector was weekly correated with those of the other
sectors.

The growth rate of red GSDP was weskly corrdlated with the share of each sector
inred NSDP
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There were Szesgble postive corrdation coefficients for growth rates and shares
of agriculturein redl NSDP

There were subgtantid negative coefficients for growth rates of industry and
shares of industry and of services.

The growth rate of agriculture was substantidly and pogtively correlated with per
capitainfrastructure and its components of eectricity, gas and weter, and

trangport, communications and communication.

In the podt-reform period of the 1990s

The growth rate of red GSDP was most strongly and positively corrdlated with
the growth rate of services and less so with agriculture and industry.

The growth rate of each sector was again weakly correlated with those of the
other sectors.

The growth rate of rea GSDP was strongly and negatively corrdated with the
share of agriculture in reel NSDP and positively corrdated with the share of
services.

The growth rates of services was postively correlated with the share of industry
in redl NSDP and negatively correated with the share of agriculture in NSDP.
The growth rate of agriculture was negatively correlated with its sharein red
NSDP.

The growth rate of red GSDP was positively and strongly corrdaed with
infrastructure and with transport, storage and communications within
infrastructure

Thiswas principaly due to the strong positive correaion between growth of
services and these variables.

There was a strong positive correaion between growth of red GSDP and per
cgpita public adminigration and the socid development index.

This was d 0 due to the strong positive corrdation between growth of services

and these variables.
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o Thusin the pre-reform period, linkages gppeared strongest between the growth of redl
GSDP and of agriculture and its determinants, in contragt with the post-reform period
when the linkages for re GSDP growth were strongest through service growth and
its determinants.

Concluding Remarks

The ordering of the 14 mgor states into three performance groups based on their rates of growth
of GSDP in the reform period of 1993-99 has been fruitful in a number of ways. Fird, the
ordering suggests some important geographica differentiation. The four HPSES are maitime
dates and the three states with the most potentia to become HPSES (West Bengd, Andhra
Pradesh and Kerda) are dso maritime. Only one coadtd dtete, Orissa, is excluded from this
pattern. By contrast, statesin the LPSE group, together with the rdaively low performersin the
MPSE group, are dl northern hinterland dates.

Second, the ordering reveded a consstent pattern with arange of variables considered as
determinants of growth rates. All of these variables behaved in the expected fashion In thar
associaion with GSDP growth rates. These associations suggest severa messages.

A centrd message is given by the drong postive association between GSDP growth
rates and invesment leves in the reform period of the 1990s in the governmert and
private sectors. This hdd for public and private sectors, and for the laiter, for
domegtic and foreign direct investment with few deae exceptions. It dso held for tota

investment most recently, with few sate exceptions.

A second message is the importance of adequate economic and socid infragtructure.
This was manifes mogt srongly at the low end of the GSDP growth rates States that
rated low on these indexes were low growth dates. This is conggtent with investment

flows.

This gives rise to a third message for dae governments in the light of the srong
inverse associations between fiscd deficits and debt leveds and GSDP growth rates.
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Sae governments with high fiscd deficits and growing debt levds choke off the
flow of government outlays on fixed capitd formation. Moreover they fal to provide
the necessary invesment environment for investors. Corroborative evidence was
found in the low rates of invetment in the power sector during the 1990s, particularly
in the LPSE and MPSE groups.

A fourth message is the need for dae governments to develop effective policy
packeges to accelerate growth in al three sectors smultaneoudy. The record of the
1990s reveds disgppointing peformances for most mgor dates in indudrid and
agriculturd sectors in the new era of economic reform. States have to be able to
identify and promote investment opportunities on a sectord bass tha will be
competitive enough to atract invesment flows.

At this point, the most progpective daes for devation to the HPSE group are those
showing the best ggnds on key devdopment varigbles of infrastructure, investment
and policy environments. West Bengd dready has a GSDP growth rate to qudify in
the HPSE group. But the quedtion is whether this can be susained. Many of the other
indicators put this in question. A fird concern is its low ranking for indudrid growth
and its rdaivey narow indudrid base Second, is its low ranking for economic
infradructure. Third, is its low ranking for a number of investment indicators,
induding low shares in proposed indudrid invesment in the 1990s and in FDI
goprovas. Fourth, the date has a week record on fiscd responshility and debt
contral.

Andhra Pradesh is a second candidate for promotion. In many respects, this state
dosdy padlds its neghbour Kanaaka, but without the latte’s high growth
performance. In the 1990s, it was fourth ranked in agricultura sector growth and third
ranked for indudria growth. Its weekness was in sarvices, as Karnatakas was in
agriculture. It is endeavouring to rectify this paticulaly with the promotion of its
expanding IT sector for which the date has a number of consderable advantages. It
was ranked not far bdow Karnataka in economic and socid infrastructure and was
lower ranked in a mgority of key invesment indicators induding FDI gpprovads and
average growth rate and shares of private invetment. It has an ambitious and
visonay govenment policy on agriculturd, indusrid and savice indudry
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devdopment, induding messures to dtract new foreign investment. It is meking a
grong competitive pitch for its IT sector. It needs firmer fiscd control, but overdl, it
has the potentid to lift performance progressively to reach HPSE satus.

Other dates currently are more serioudy disadvantaged by weeknesses in investment
performance (Kerda, Haryana and Punjab) or wesk infragtructure (Madhya Pradesh
and Uttar Pradesh) or both (Orissa, Rgasthan, and Bihar) and are unlikey candidates
for promotion in the short to medium term. Some of the reasons for the widening
disparities, and the ways they can be narowed have been identified in the above
andysis, and can be a source of guidance for policy makers.

The corrdaion andyss supports the view that service sector growth has been the
prime driving force during the reform period, replacing agriculture in this role prior to
the reforms, and tha economic and socid infragtructures are key influences on
svice sctor growth. Further research is needed to degpen the andyss of
determinants of growth in the reform period.
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Table 1. Regional Variation in the Size, Population and GSDP per Capita of Indiaand its Mgjor States, 1998-99.

State GSDP % of Population % of  GSDP/Capitain 1998-9¢ Ranking
Rshillion All India  million All India Rs Uss
Maharashtra 1718 131 90.7 9.6 27,650 657
Uttar Pradesh 1100 123 168.6 17.9 10,189 242
Tamil Nadu 813 7.5 61.6 6.5 19,014 452
Andhra Pradesh 755 7.0 75.1 8.0 15,198 361
Gujarat 749 6.9 48.0 5.1 21,312 507
West Bengal 734 6.8 78.6 8.3 14,001 333
Madhya Pradesh 655 6.1 79.2 8.4 11,462 272
Karnataka 636 5.9 51.8 55 17,433 414
Bihar 493 4.6 99.2 105 6,680 159
Rajasthan 460 4.3 53.2 5.6 11,800 280
Punjab 385 3.6 234 25 23,460 558
Kerala 351 3.2 32.2 34 19,576 465
Haryana 290 2.7 19.7 21 22,151 527
Orissa 234 2.2 35.7 3.8 10,031 238
14 States 9372 86.6 917.0 97.2 14981 356
All India 10818 100.0 943.0 100.0 16,532 393

Source: Central Statistical Organisation, Government of India, New Delhi, available at

the India States' Reform Forum 2000: Fiscal and Governance Reforms for Poverty Reduction,
November 23-25, 2000, Taj Palace Hotel, New Delhi (www.statesforum.org)

Note: Gross State Domestic Product (GSDP) at state level and Gross Domestic Product
(GDP) at the national level are in constant 1993-94 market prices

Table 2. High, Medium and Low Performance State Economiesin India

State % Average Annual Growth Rates of GSDP
1980-90 1993-99

High Growth

Karnataka 57 8.1

Maharashtra 6.3 7.7

Tamil Nadu 56 7.4

Gujarat 6.4 6.8

Medium Growth

West Bengal 43 6.9
Andhra Pradesh 6.7 6.3
Kerala 33 6.3
Haryana 6.3 5.6
Madhya Pradesh 43 54
Rajasthan 72 5.3
Low Growth

Orissa 54 51
Punjab 57 5.0
Uttar Pradesh 5 4.3
Bihar 44 4.0
14 States 54 6.1
HPSEs 59 7.4
MPSEs 5.2 59
LPSEs  AsaRCont. 4.9 44 25
All India 57 6.6

Source: Central Statistical Organisation, Government of India, New Delhi, available at the website
of the India States' Reform Forum 2000: Fiscal and Governance Reforms for Poverty Reduction,
November 23-25, 2000, Tai Palace Hotel, New Delhi (www.statesforum.ora)
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