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Abstract 

The benefit of Indian economic growth has 

not affected every state in country in an 

even manner. If this situation is allowed to 

continue, growth would benefit only a 

small section of the population and this 

would have serious social and political 

consequences. Amongst the many factors 

that impact the growth of the economy of a 

state is the status of its public finances. 

The state of public finances make up the 

environment within which investment 

decisions are taken and there is sufficient 

evidence to show that adverse fiscal 

balance acts as a deterrent to investment. 

Hence an attempt is made to assess the 

public finances of fourteen major states of 

India for the pre-reform and post-reform 

periods. To evaluate fiscal performance of 

a state, non-conventional fiscal imbalance 

measures such as Resource Gap I, 

Resource Gap II, Basic Resource Gap I, 

Basic Resource Gap II, Basic Resource 

Gap III, Fiscal Dependency Ratio I, Fiscal 

Dependency Ratio II, Fiscal Dependency 

Ratio III and Fiscal Stress Ratio have been 

used. 

 

 

Introduction 

The Indian reform program began in the 

middle of a macro – economic crisis that 

erupted in early 1991. Starting from a 

position of near bankruptcy in 1990 - 91, 

India now has reserves of over US $ 200 

billion and so the vulnerability to external 

shocks has been reduced significantly. 

Though services continue to lead the 

charge, the considerable acceleration of 

industry, particularly manufacturing makes 

the growth spread across various sectors 

(Chaudhari 2007). Thus the macro picture 

looks rosy and it appears to be a successful 

reform strategy. However, a closer look 

reveals some disturbing trends. 

The benefit of growth has not affected 

every state in the country in an even 

manner. If this situation is allowed to 

continue, future growth would benefit only 

a small section of the population. This will 

surely have adverse social and political 

consequences. This has happened because 

under economic liberalization, there has 

been a dismantling of an array of controls, 

and an adoption of a more market oriented 

economy. The Central government has 

given up exercising many of its inherent 

power in the economic field. Not only the 
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private sector but also the State 

governments are now freer to take the 

initiative and formulate their own policies. 

Further, liberalization has reduced the 

degree of control exercised by the Center 

in many areas leaving much greater scope 

for State level initiatives. This is 

particularly true with regard to attracting 

foreign and domestic investments, which 

impact the growth of any state. With the 

shrinking role of the Public Sector and the 

tight fiscal position of the Central 

Government the states are now largely 

dependent on private investments and 

initiatives. (Chelliah 1998) 

So what are the determinants of growth of 

the economy of the state? Some of the 

socio – economic determinants could be: 

Stage of Demographic Development of a 

state, Literacy Rates in various states and 

prevalence of higher education, Scale of 

Private Investment Geography of different 

states Quality of governance, law & order, 

speed of clearance of investment proposals 

etc. Infrastructure facilities present in the 

states Public Finances of Indian States 

The state of public finances make up the 

environment within which investment 

decisions are taken and there is sufficient 

(international) evidence to show that 

adverse fiscal balances act as a deterrent to 

investment. According to Karnik and 

Sawant (2001) healthy conditions of state 

finances implies that states can undertake 

investment in creation of physical, social 

and economic infrastructure which is very 

important for attracting private foreign and 

domestic investment. It has been found out 

that public sector capital formation has 

crowded in private investments in the 

Indian economy (Pattanaik et al 2004). 

State governments in India are responsible 

for most public expenditures for provision 

of social services. Further, they are 

responsible for most infrastructure services 

except for telecom civil aviation railways 

and major ports. They are also responsible 

for law and order. Thus, a deterioration of 

state finances, is not only harmful for 

economic growth, but is also harmful for 

human development and internal security. 

Therefore, the aim of my study is to 

concentrate on the “Public Finances at the 

State Level”. It is undoubtedly the most 

important parameter that can shed light on 

the different growth experiences of various 

states of India in the Post Reform Period. 

This study is an attempt to assess the 

public finances of fourteen major states of 

India, which together accounts for 95% of 

total population of the country.  

To evaluate the fiscal performance of 

states conventional fiscal imbalance 

measures like Revenue Deficit and Gross 

Fiscal Deficit and like Gross Fiscal Gap 

(Karnik and Samant 2001) can be 
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considered. However we have used certain 

non-conventional fiscal imbalance 

measures such as Basic Resource Gap I, 

Basic Resource Gap II, Basic Resource 

Gap III, Fiscal Dependency Ratio I, Fiscal 

Dependency Ratio II, Fiscal Dependency 

Ratio III & Fiscal Stress Ratio (Pattanaik 

et al 1994)  

Classification of the States  

(A) Period of Study - For the purpose of 

analysis, time period of 23 years is taken. 

It is divided broadly into two sub-periods: 

Pre Reform Period from 1980-81 to 1990- 

91 and Post Reform Period from 1991-92 

to 2003-04. 

(b)States Taken -Out of the 28 states in 

India, 14 states have been considered for 

the purpose of analysis. They are - Andhra 

Pradesh, Bihar, Gujarat, Haryana, 

Karnataka, Kerala, Madhya Pradesh, 

Maharashtra, Orissa, Punjab, Rajasthan, 

Tamil Nadu, Uttar Pradesh and West 

Bengal. All these states are Non-Special 

Category states 

States like Arunachal Pradesh, Assam, 

Himachal Pradesh, Jammu & Kashmir, 

Manipur, Meghalaya, Mizoram, Nagaland, 

Sikkim and Tripura are special category 

states. They are given a special status in 

dispensing plan assistance by the Central 

Government and hence it is not feasible to 

compare the fiscal performance of these 

states with Non-Special Category States. 

Also, these states with 14% of 

geographical area of the country have only 

5% of the population and generate only 

4% of Net National Domestic Product. 

(Rao and Singh - 2005). States like Goa, 

Delhi, Jharakand and Chattisgarh were 

formed recently and hence it would be 

difficult to include them in the inter-

temporal comparison. 

The analysis that follows in therefore 

confined to 14 major states which together 

account for 95% of total population 

(Ahluwalia 2000). 

(c) (Classification) - These 14 states have 

been classified into High Income and Low 

Income States on the basis of comparison 

of their Average Per Capita Gross State 

Domestic Product with an Average Per 

Capita Gross Domestic Product of India 

for each time period. 

The states whose Average Per Capita State 

Domestic Product is higher than the 

Average Per Capita Gross Domestic 

Product of India are classified as High 

Income States. The states whose Average 

Per Capita State Domestic Product is 

lower than the Average Per Capita Gross 

Domestic Product of India are classified as 

Low Income State. 

Per Capita Gross Domestic Product for the 

country is estimated by dividing the 

country’s GDP by population and Per 

Capita Gross State Domestic Product is 
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calculated by dividing State’s Gross 

Domestic Product by its population. 

Table A shows that Punjab, Haryana, 

Maharashtra, Gujarat and West Bengal 

were the High Income States in the Pre – 

Reform Period and Kerala, Tamil Nadu, 

Karnataka, Madhya Pradesh, Andhra 

Pradesh, Rajasthan, Orissa, Uttar Pradesh 

and Bihar were the Low Income States in 

the Pre – Reform Period. 

Table B shows, that Punjab, Maharashtra, 

Haryana, Gujarat, Tamil Nadu, Kerala and 

Karnataka are the High Income States in 

the Post Reform Period. Andhra Pradesh, 

West Bengal, Rajasthan, Madhya Pradesh, 

Orissa, Uttar Pradesh and Bihar are the 

Low Income States in the Post – Reform 

Period. 

West Bengal moves from High Income 

category in Pre – Reform to Low Income 

Category in the Post Reform Period. 

Kerala, Karnataka and Tamil Nadu move 

from Low Income in Pre Reform period to 

High Income category in the Post Reform 

Period. States like Rajasthan, Madhya 

Pradesh, Orissa, Uttar Pradesh and Bihar 

are in the Low Income State Category in 

both Pre – Reform and Post Reform 

Period. 

The difference between the Average Per 

Capita State Domestic Product among the 

states is larger in the Post Reform Period 

compared to the Pre – Reform Period. The 

difference between the highest Average 

per Capital SDP (Punjab-Rs 4881) and 

Lowest Average per Capital SDP (Bihar-

Rs1488) is around Rs. 3393 in the Pre – 

Reform Period. Whereas, the same 

difference is Rs.14, 339 in the Post – 

Reform Period (Bihar per capita SDP is 

Rs. 4084 and Punjab’s per capita SDP is 

Rs.19079). This indicates that the 

economic divergence among the states has 

increased in the Post Reform Period 

relative to Pre – Reform Period. 
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Table A :       Table B: 

Pre - Reform Period (1980-81 to 1990-91) in Rs Post- Reform Period (1980-81 to 1990-91) 

in R 

Fiscal Performance 

Methodology: 

Pattanaik et al (1994) introduced some 

different concepts of resource Gaps, 

Dependency Ratio and Stress Ratios to 

evaluate fiscal performances of the states. 

According to Pattanaik et al, the 

conventional measures, although useful, 

fail to capture the basic issues inherent in 

federal finances. This is more so, in the 

present milieu, when the finances of the 

State Governments are under considerable 

strain on account of certain existing 

constraints as well as emerging 

developments. The existing constraints are 

(i) Constitutional constraints on market 

borrowings and (ii) Overdraft Regulation 

Scheme 1985 and 1993. The emerging 

developments are essentially in the form of 

reduced flow of resources from the Centre 

on account of the ongoing fiscal 

stabilization program. “Therefore, for any 

National 

Average (Per 

Capit NDP) 

3203  

 
National Average  

(Per Capita NDP) 
13076  

States PCSDP Rank  States PCSDP Rank 

Punjab 4881 1  Punjab 19079.08 1 

Haryana 4454.45 2  Maharashtra 18630.54 2 

Maharashtra 4277.55 3  Haryana 18148 3 

Gujarat 3898.64 4  Gujarat 16098.69 4 

West Bengal 3284.82 5  Tamil Nadu 15023.31 5 

Tamil Nadu 3178.18 6  Kerala 14810.77 6 

Kerala 3163.82 7  Karnataka 13322.62 7 

Karnataka 2992.55 8  Andhra Pradesh 12685 8 

Madhya Pradesh 2744.91 9  West Bengal 12147.23 9 

Andhra Pradesh 2706.09 10  Rajasthan 10331.85 10 

Rajasthan 2625.09 11  Madhya Pradesh 9291.31 11 

Orissa 2288.36 12  Orissa 7755.85 12 

Uttar Pradesh 2262.45 13  Uttar Pradesh 7528.38 13 

Bihar 1488.45 14  Bihar 4084.69 14 



Impact Factor.1.14                                                                                              UGC Jr. No. : 45308                                 

Emperor International Journal of Finance and Management Research [EIJFMR]  ISSN: 2395-5929 

 

@Mayas Publication  UGC Approved Journal Page 45 
 

meaningful study of resource gap, it is 

essential to quantify fiscal requirements, 

fiscal dependency and fiscal 

stress.”(Pattanaik et al 1994) 

Basic Resource Gap I (BRG I) 

BRG I = (RE + CE) – (OTAR + ONTR) 

OTAR= Own Tax Revenues, ONTR= 

Own Non Tax Revenues 

Basic Resource Gap 2 (BRG 2) 

It is measured as:  

BRG 2 = (RE + CE) – [(OTAR + ONTR) 

+ (ID – ML) + (PFS + RFD + OCR)] 

Where ID = Internal Debt, ML = Market 

Loans, PFS = Provident Funds, RFD = 

Reserve Funds and Deposits and OCR = 

Other Capital Receipts 

Basic Resource Gap 3 (BRG 3) 

It is measured as: 

BRG 3 = (RE + CE) – [(OTAR + ONTR + 

SCT + SGFC) + (ID – ML) + (PFS + RFD 

+ OCR)] 

Where SCT = State’s share in Central 

Taxes, SGFC = Statutory Grants from 

Centre 

Presence of Basic Resource Gap implies 

that the resource gap of the states has to be 

financed from resources beyond the 

control of the state. Each of the BRG 

reveals varying extent of fiscal 

dependency of the state on the Central 

Government, RBI and other agencies. 

BRG (1) gives the highest level of 

financing requirements, since only own 

resource of the state are taken into account 

on the revenue side of the gap. However, 

the state may still have some control over 

at least some of the financing items of 

BRG (1). At the other extreme is BRG (3), 

which quantifies the extent of dependency 

on completely exogenous factors over 

which the state does not have any control 

at all. (Pattanaik et al 1994) 

As BRG (1) takes into account own 

revenue and excludes all other forms of 

resources and BRG (3) takes into account 

all resources available except the non-

statutory components, the extent of fiscal 

stress can be quantified by working out the 

ratio of BRG(3) to BRG(!). 

Fiscal Stress Ratio (FSR) 

It is measured as: FSR = 
BRG(3)

BRG(1)
 

Assuming Total Expenditure as the Total 

Resource Requirement, the Fiscal 

Dependency Ratio can be worked from 

each variant of BRG as follows: 

Fiscal Dependency Ratio 1 ( FDR 1) 

It is measured as: FDR (1) = 
BRG(1)

TE
 

where TE = Total Expenditure = RE + CE 

Fiscal Dependency Ratio (2) : FDR (2) 

FDR (2) = 
BRG(2)

TE
 

Fiscal Dependency Ratio (3) : FDR (3) 

FDR (3) = 
BRG(3)

TE
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The profile of each of these measures of 

fiscal imbalance has been estimated in 

absolute terms for all states under analysis 

for both time periods. 

Next, we have estimated the ratio of each 

of these measures of fiscal imbalance 

(conventional and resource gap) to the 

SDP at current price for all states under 

analysis, for both time periods. 

The Rate of Growth for each fiscal 

parameter is estimated for each state using 

a Linear Trend Model (Gujarati 2005). The 

equation used is: Yt = c1 + c2T + ut 

Where Yt is the fiscal parameter under 

consideration, T is the Trend Variable 

T is 1980-81 – 1990-91 (Pre Reform 

Period) and 1991-92 –2003- 04 (Post 

Reform Period) 

ut is the Random Error Term 

The coefficient c1 is the intercept term. 

The coefficient c2 measures the rate of 

growth of the dependent variable (fiscal 

parameter under consideration) over the 

period of time selected. The equation is 

estimated using OLS (Gujarati 2005). 

Trend analysis has been done for both 

absolute values of fiscal parameters as 

well as ratio of fiscal imbalance 

parameters to SDP at current prices. 

The data used for the analysis is taken 

from Reserve Bank of India, State Finance 

(various issues) – A study of State Budgets 

(RBI, Mumbai). 

Results of Estimation of Fiscal 

Performance 

(IV) Resource Gaps, Dependency 

Ratio and Stress Ratio. 

Tables 1(a) and Table 1(b) give the 

absolute value of BRG (1) in the Pre – 

Reform and Post – Reform Period 

respectively. It is clear from the table that 

the size of the resource gap is increasing 

over the year. 

Tables 1(c) and 1(d) give the result of 

Trend Analysis of BRG(1) for the Pre – 

Reform and Post – Reform Period 

respectively. 

Comparison of Table 1(c ) and 1(d) reveals 

that ROG of BRG(1) is positive for all 

states in both time periods selected 

indicating increasing fiscal gaps over time. 

Also the ROG of BRG(1) is much higher 

in the Post – Reform Period relative to Pre 

– Reform Period for all states – indicating 

increasing resource gap of the states that 

has be financed from resources beyond the 

control of the state. The ROG of BRG(1) 

is highest for Uttar Pradesh in both the 

periods. 

Tables 1(e) and 1(f) give the absolute 

value of BRG(2) in the Pre – Reform and 

Post – Reform Period respectively. It is 

clear that size of gap is widening for all 

states over the years. 
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Results of Analysis of growth rate of BRG 

(2) are presented in Tables 1(g) and Table 

1(h). 

ROG of BRG(2) is much higher in the 

Post – Reform Period relative to Pre – 

Reform Period for all states. The ROG of 

BRG (2) is highest for Uttar Pradesh in 

both periods 

Tables 1(i) and 1(j) give the absolute 

value of BRG (3) and Tables 1(k) and 1(l) 

show the results of Trend Analysis for Pre 

– Reform and Post – Reform Periods for 

all states. 

The ROG of BRG (3) is higher in Post – 

Reform Period relative to Pre – Reform 

Period wherever we get significant results 

for both periods. 

Based on the analysis, few points can be 

noted.(1) The ROG of BRG’s is positive 

for all states in both time periods. (2) The 

ROG of all gaps in the Post – Reform 

Period are relatively higher than the 

corresponding gap in the Pre – Reform 

Period.(3) Uttar Pradesh has the highest 

ROG of BRG(1), BRG(2) and BRG(3) in 

Pre – Reform and Post – Reform 

Period.(4) Other states whose ROG of all 

resource gaps is relatively higher than 

other states are Maharashtra, Andhra 

Pradesh, West Bengal, Bihar and Madhya 

Pradesh; but except Maharashtra, all other 

states are the Low Income Category sates. 

Note: Tables attached in Annexure 1 

Tables 2(a) and 2(b) give the value of 

Fiscal Dependency Ratio 1 (FDR1). 

If we compare the two tables, we see that 

values of FDR (1) do not show much 

change between the two periods. However 

of for some states the figures are relatively 

higher in the Post – Reform Period. The 

states which have higher values of FDR(1) 

- Bihar, Orissa, Uttar Pradesh, West 

Bengal- are all Low Income category 

States.  

Tables 2(c) and 2(d) shows the results of 

Trend Analysis of FDR (1) for Pre – 

Reform and Post – Reform Period 

respectively. 

From Table 2(c), we get significant results 

for only two states- Bihar and Haryana. 

The c2 value for both states is very small 

and negative.  

From Table 2(d), we get significant results 

for five states. All values are positive 

though small- points to growth of FDR1 in 

Post – Reform Period. The c2 value is 

highest for West Bengal, Gujarat, Bihar, 

Madhya Pradesh and Rajasthan. 

Table 2(e) and 2(f) gives the value of 

Fiscal Dependency Ratio 2, FDR (2), in 

the Pre – Reform and Post – Reform 

Periods respectively.  

Tables 2(g) and 2(h) show the results of 

Trend Analysis of FDR2 for Pre – Reform 

and Post – Reform Periods respectively In 

Table 2(g) c2 value is significant for two 



Impact Factor.1.14                                                                                              UGC Jr. No. : 45308                                 

Emperor International Journal of Finance and Management Research [EIJFMR]  ISSN: 2395-5929 

 

@Mayas Publication  UGC Approved Journal Page 48 
 

states-Punjab and Tamil Nadu. The values 

are positive and very small. In Table 2(h) 

c2 value is significant for Kerela, 

Maharashtra Rajasthan, Tamil Nadu and 

West Bengal. All values are negative. 

Tables 2(i) and 2(j) give the value of 

Fiscal Dependency Ratio 3 (FDR3) in the 

Pre – Reform and Post – Reform Period 

respectively.  

Tables 2(k) and 2(l) show the results of 

Trend Analysis of FDR (3) for Pre – 

Reform and Post – Reform Periods 

respectively In Table 2(k) c2 value is 

significant for Tamil Nadu and Punjab. 

The ROG of BRG(3) is higher in Punjab 

compared to Tamil Nadu. In Table 2(l) c2 

value is significant for Kerela and Tamil 

Nadu. All values are negative. Thus what 

we can observe is that the dependency 

ratios remain almost stagnant for most 

states in both time periods. The ROG of 

FDR (1) and FDR (2) are negative for 

states wherever we got significant results 

though values are very small. 

Note: Tables attached in Annexure 2 

Tables 3(a) and 3(b) give the values of 

FSR in the pre reform and post reform 

periods respectively.  

 And Tables 3(c) and 3(d) show the 

results of Trend Analysis of FSR for Pre – 

Reform and Post – Reform Period 

respectively In Table 3(c) we get 

significant results for Gujarat, Karnataka 

and Tamil Nadu. The ROG of FSR is 

small and positive for all three states. In 

Table 3(d) we get significant results for 

Karnataka, Kerela and Rajasthan. The 

ROG of FSR is small and positive for all 

three states. 

Thus, dependency and stress ratios move 

in a narrow range for most states and their 

ROG are almost negligible. Also most 

states show an improvement by 2002-

03.But, this should not be taken to mean 

that the ratios are in a comfortable zone. 

According to Karnik andSamant (2001) 

“they may well be uncomfortably high but 

at least there no worsening observed in 

decade of 90s.”  

Note: Tables attached in Annexure 3 

Conclusions and Recommendations 

Analysis of non-conventional fiscal 

imbalance measures reveals that the size of 

resource gap (Basic Resource Gap1, Basic 

Resource Gap2, and Basic Resource Gap3) 

is increasing over the years 

The rate of growth of all resource gaps 

(BRG1, BRG2, and BRG3) is positive for 

all states in both time periods. Presence of 

Basic Resource Gap implies that the 

resource gap of the states has to be 

financed from resources beyond the 

control of the state .Positive growth rates 

of resource gaps implies that dependence 

of states on funds, on which it has little 

control on is increasing. Hence, the 
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condition of state finances is becoming 

more precarious over the years. The rate of 

growth of all resource gaps is higher in the 

post reform period relative to pre-reform 

period for all states. Uttar Pradesh has the 

highest rate of growth of BRG1, BRG2, 

and BRG3 in both time periods. Other 

states whose growth rate of resource gaps 

is relatively higher are Maharashtra, 

Andhra Pradesh, West Bengal, Bihar and 

Madhya Pradesh. All these states, other 

than Maharashtra, are Low –Income 

category states. Dependency ratios (FDR1, 

FDR2 and FDR3) and Stress Ratio move 

in a narrow range for all states in both time 

periods. Their rate of growth is almost 

negligible. Dependency ratios (FDR1, 

FDR2 and FDR3) and Stress Ratio are 

relatively higher in Low –Income category 

states than other states. 

Rapid industrial growth depends upon the 

availability of physical, economic and 

social infrastructure (Ahluwalia 2002). 

The states have entered a vicious circle 

where by their poor fiscal health limits 

their ability to create a conducive 

environment for attracting investments in 

their state and where new and additional 

investment in turn is needed for helping 

the State out of their financial mess 

(Bidisha and Abhijeet 2002). This implies 

that, in these state economies, fiscal 

imbalances adversely affect growth. Thus, 

these states seen to be caught in a vicious 

circle poor -state finances implies poor 

growth which implies lower per capita 

income, which implies lower resource 

mobilization by government which 

worsens deficits, which worsens growth 

and so on. Thus, special policy reforms are 

needed to break the vicious circle in these 

state economies.. 

Correction of the situation would require 

application of a multiple- prong strategy- 

reforming the federal system, improving 

revenue generation at the state level and 

restructing of expenditure pattern. India 

has a federal system in which the states are 

given responsibilities that they cannot 

meet out of their own resources, making 

them dependent on the centre for financing 

good part of their budgets. They also have 

access to borrowing from sources over 

which the center's control does not seem to 

apply e.g. small saving, borrowing through 

Public Sector Enterprise’s etc. According 

to the view of Rodden and Eskeland 

(2003) a combination of large vertical 

imbalance and uncontrolled access to 

borrowings is a deadly combination- In 

this background, the remedy for fiscal 

laxity of state lies in corrective action in 

several directions, encompassing the 

institutions underpinning 

intergovernmental fiscal relations. The 

thrust of the reforms should be 
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(a) Restructing the transfer system in order 

to correct the adverse influence on 

fiscal discipline. 

(b) Widening the tax powers of states and 

strengthening their hand in keeping 

down costs and  

(c) Operating a hard budget constraint with 

a combination of market based 

discipline and introduction of simple 

transparent rule - based system  

Restructuring the Expenditure Patternis 

needed for fiscal correction. 

A key manifestation of the negative 

consequences of the large fiscal 

imbalances is 

deterioration in the composition of public 

spending. This can be seen from a sharp 

fall in public capital expenditure on one 

hand and rise in the proportion of revenues 

to service public debt on the other hand 

(Kochhar 2006). Expenditure pressure rose 

at the state level due to substantial increase 

in wage and pension bill associated with 

the implementation of Pay Commission 

recommendations (Shome 2000). States 

were unable to withdraw populist schemes 

such as cheap power to farmers and 

households, subsidized water and food and 

to reduce the size of government 

employment. (Lahiri 2000) Another factor 

giving rise to expenditure pressure was the 

rise in interest bill. The financial sector 

reforms of early 1990's significantly 

reduced the extent of financial repression 

and resulted in deficit financing at a much 

closer to market rates. In presence of large 

primary deficits, these increases in 

borrowing rates resulted in substantial 

increases in the interest bill. (IMF 2002a). 

Improving Revenue Generation at State 

Level is required. Indian states have been 

assigned mainly indirect taxes by the 

Constitution Despite the many taxes, their 

overall buoyancy has been low. A tax 

reforms commission in Karnataka (2001) 

has estimated that the buoyancies of 

various taxes fell sharply during the 1990s. 

The narrow bases and high effective rates 

on those who comply with the taxes have 

caused disincentives and distortions. 

Progress in these areas is obviously not 

easy. However, there is no alternative 

which can restore the financial health of 

the states. Unless this is done the states 

cannot possibly make the substantial 

investments needed in their social and 

economic infrastructure which is so crucial 

for growth.  
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