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PREFACE

As per Twelfth Finance Commission recommendation, the Fiscal Responsibility
and Budget Management (FRBM) Act, 2006 came into force with effect from 30"
March, 2006 and the Fiscal Responsibility and Budget Management (FRBM) Rules,
2007 came into force with effect from 12" February, 2007. The Thirteenth Finance
Commission and Fourteenth Finance Commission also recommended continuing
enactment of FRBM in their award period too.

The Period of intense fiscal reforms and consolidation under the Twelfth
Finance Commission (FC-XIl) regime has been replaced by the mandate of the
Thirteenth Finance Commission and Fourteenth Finance Commission which
recommended the roadmaps to further consolidate the processes of fiscal balance.

In compliance with the relevant provisions of the said Act and Rules, the State
Government is required to lay before the House of Legislature (1) Macro-Economic
Framework Statement, (2) Medium Term Fiscal Plan Statement and (3) Fiscal Plan
Strategy Statement, along with the Annual Financial Statement and the Demands for

Grants.
This document containing the three Statements referred to above, is therefore,

laid before the House of Legislature in compliance with the above statutory

requirements.

o dededek



L MACRO-ECONOMIC FRAMEWORK STATEMENT:

The macro-economic framework statement is a mandatory statement of
disclosure under the Arunachal Pradesh Fiscal Responsibility and Budget
Management Act 2006. It requires the State Government to present an overview of
the economy along with an analysis of growth and sectoral composition of Gross
value added and an assessment of the State Government finances and future

prospects.

The Central Statistical Organization, Government of India shifted the base year
from 2004-05 to 2011-12 and issued guidelines to the states to revise the Estimates

with new base year basis.
A. OVERVIEW OF THE ECONOMY:

Sustained, high and broad-based growth is essential for economic
development and poverty alleviation. Economic growth requires creation of an eco
system which encourages private investment in primary, secondary and tertiary
sectors of economy, along with an expansion of public investment in creation of
assets. There are encouraging signs on both the growth and investment fronts in

recent years.

The State Economy grew at an average rate of 6.05% from 2012-13 to 2016-17
at constant (2011-12) prices as against an all India average rate of 6.77%. The
average growth rate of economy for the period 2015-16 and 2016-17 is 4.59% as

against an all India average of 7.40%.

The GSDP at constant (2011-12) prices for the year 2016-17 (RE) is estimated
at T 14808 crore as against T 13963 crore for 2015-16 reflecting a growth of 6.05%.

The primary sector remains the dominant contributor of the economy, followed

by the tertiary sector.



At Current Prices (In Percentage Share) At Constant Prices(In Percentage Share)
Year Primary | Secondary | Tertiary GSDP Primary | Secondary | Tertiary GSDP
Sector | Sector Sector Sector Sector Sector
2°:;;12 as08] | 1719 3873 | 1106269 | 44.08 17.19 3873 | 1106269
20:;;13 46.79 16.24 36.97 1254665 45.25 16.54 38.21 1129917
20:;;“ 4538 16.40 '33.22 1460201 438 17.10 39.10 1234840
202;;15 43.81 1767 38.62 1676119 41.29 19.33 39.38 1354081
20{1;;16 4275 18.50 3875 | 1878444 | 39.40 20,57 4007 | 1396332
2“2:;17 42.40 18.83 3877 | 2141426 | 3821 21,51 4028 | 1480811
At Current Prices (In Percentage Share) At Constant Prices (In Percentage Share)
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The Contribution of primary sector has slight decline from 44.08% in 2011-
12(R? to 42.40% in 2016-17(A) i.e. byat current pricesJGDSP Constant at
prices, reveals a gradual decline in Primary sector from 44.08% in 2011-12(R) to
38.21% in 2016-17(A) i.e. by 5.87% at constant prices. This gradually decline at
constant 2011-12(R) prices reveal the fact that prices of primary products grew at

slower pace than the other two sectors.
Contribution of Secondary sector is marginally increased over this period.

Tertiary Sector, which contributed 38.73% in 2011-12, grew its share to 38.77%
in 2016-17(A) at current prices and 40.28% in 2016-17(A) at constant price. This
reveals that the economy of Arunachal Pradesh is gradually shifting from agricultural

activities to services.

The sectoral composition of GSDP Growth at constant prices for 2016-17 was
highest in Industry Sector during 2016-17 at 12.89%, followed by Service Sector



6.75% and Agriculture Sector i.e. 1.29%. GSDP Growth at current prices was also
highest in Industry Sector at. 16.00% during 2016-17 followed by Service Sector
14.00% and Agriculture sector 13.01%.

B. PROFILE OF GSDP:

At current prices, GSDP is estimated at ¥ 2141426 lakhs in 2016-17 as against
T 1106269 lakhs in 2011-12 whereas at constant prices, GSDP is estimated at ¥
1480811 lakhs in 2016-17. It reveals that the growth of GSDP during the years from
2011-12 to 2016-17 is 193.58 % at current prices and 133.86% at constant prices. In
2016-17, Net State Domestic Product (NSDP) is estimated at ¥ 1964060 lakhs at
current prices and I 1345420 lakhs at constant prices as against ¥ 1022946
lakhs in 2011-12. The growth of NSDP during the years from 2011-12 to 2016-17 is
192% at current prices_ and 131.53% at constant prices. Thus, there is a broad trend

of overall growth in the economy of Arunachal Pradesh.

Gross State Domestic Product by economic activity at constant (2011-12) prices

(= 8. &k&,}
Hot 201112 2012-13 2013-14 2014-15 2015-16 2016-17
(R) (R) (R) (P) Q) (A)
1. AGRICULTURE SECTOR 455505 472794 491427 513597 477074 483201
1.1 Crops (Agriculture & Horticulture) 255815 281052 295704 312069 275949 282184
1.2 Livestock 29657 23953 35123 38040 39258 42804
1.3 Forestry and logging 165510 163051 160038 157753 156118 153855
! 1.4 Fishing and aquaculture 4523 4738 4562 5735 5749 6137
[ 2 Mining and quarrying 23022 r 32615 37071 31950 58785 77230
Primary BT 47852 505409 528498 545547 535859 551447
| 3 Manufacturing 12900 14037 18285 23228 34299 44055
| 4. Electricity, gas, water supply & 69131 70426 77083 105408 | 113445 | 129241
. other utility services
| 5. Construction 3 104529 100177 110945 126742 131897 140105
| Secondary 186559 184639 206312 255378 279641 310396
i INDUSTRY SECTOR 209581 217254 243383 287328 338426 382022
S brade, rpaw, hokss and 50892 | 46755 | 60535 48891 | 48500 | 46985
restaurants
6.1. Trade & repair services 56921 44029 57861 46059 45739 44330
6.2. Hotels & restaurants 2971 2726 2675 2832 2761 2714
7. Transport, storage,
communication & services related to 23420 25074 29158 30253 34331 37814
broadcasting
| 7.1. Railways 30 34 43 51 54 63
| 7.2 Road transport 12382 12375 14081 13393 16339 17599 P
7 3. Water transport 0 0 0 0 0 0
7.4 Air transport 0 0 0 0 0 0




'7.5. Services incidental to transport 78 82 86 93 97 102
7.6. Storage 0 0 0 0 0 0
e fgse""ces 10930 | 12582 | 14948 16716 | 17841 | 20182
8. Financial services 20884 21639 22758 24101 25668 27028
- F'fr‘;?e' A e notala 38261 | 39147 | 40330 41495 | 38653 | 38786
10. Public administration © 135418 | 139106 | 156987 197462 | 200552 | 222074
11. Other services 142509 | 155066 | 161856 178131 196704 | 213263
Tertiary/ SERVICES SECTOR 420385 | 426786 | 471624 520334 | 544408 | 581133
12. TOTAL GSVA at basic prices 1085470 | 1116835 | 1206435 | 1321259 | 1359908 | 1439310
13. Taxes on Products 41341 40644 54249 58907 63964 71793
14. Subsidies on products 20542 27562 25844 26085 27540 29912
15. Gross State Domestic Product .| 1106269 1129917 | 1234840 | 1354081 | 1396332 | 1480811
16. Population ('00) 14000 14280 14570 14870 15160 15465
17. Per Capita GSDP (Rs.) 79019 79126 84752 91061 | 92106 95753

Agriculture Sector:

Agriculture is the highest contributor in the economy, comprising of Crops
(Agriculture and Horticulture), Livestock, Forestry and Logging, Fishing and
Aquaculture. In the new series of base year 2011-12 at constant market price, the
GSDP of this sector for the year 2011-12 has been estimated at T 455505 lakhs and
for the year 2016-17 is estimated at ¥ 483201 lakhs. Thus, the GSDP in agriculture
sector has increased by T 27696 lakhs, which mainly on account of increase in inputs
of Livestock and its market charges. In general, the sub-sector Crops (Agriculture &
Horticulture) and Fishing & Logging are turn out as a highest contributor of agriculture
sector. But in particular, the sub sectors, Fishing and Aquaculture sub sectors are
showing enormous growth from ¥ 4523 lakhs in 2011-12 to ¥ 6137 lakhs in 2016-
17 .whereas the sub sectors Forestry and Logging are showing declining growth from
Z 165510 lakhs in 2011-12 to ¥ 153855 lakhs in 2016-17, due to gradually decline in

production of major forest produces.

Industry Sector.

The industry Sector comprises of Mining & Quarrying, Manufacturing,
Construction, Electricity, gas, Water Supply & Other utility Services. The GSDP of
Industry Sector is marked as the least contributor in the growth of economy of
Arunachal Pradesh. At constant price, the GSDP of Industry Sector has increased
from T 209581 lakhs in the year 2011-12 to ¥ 382022 lakhs in the year 2016-17, with



an enhancement of ¥ 172441 lakhs, it shows steady growth from the year 2011-12 to
2016-17. The Manufacturing industries has achieved a growth ¥ 12900 lakhs in 2011-
12 to T 44055 lakhs in 2016-17.The contribution of Manufacturing activities is consider
as highest in growth of industry Sector of State Economy. The power sector of state is
playing important contributor-of state Economy, as it is composed of four economic
activities i.e., Electricity, Gas, Water Supply & Other utility Services, yet the major
constituent is Electricity, recorded as second highest contributor in GSDP of Industry
Sector at given reference period. This is an area which may require a concerted policy
push for generating investment opportunities in manufacturing, particularly agro based

industry and hydro power, which presents the biggest opportunity of growth.

Service Sector.

The Service Sector is a composite of Six Sub-Sectors ( i.e. Trade, Repair,
Hotel and Restaurant, Communication & Services, Financial Services, Public
administration, Real Estate, Ownership of Dwelling & Professional Services and Other
Services). As per the estimate of GSDP at constant prices, the services sector has
marked an impressive growth from ¥ 420385 lakhs in 2011-12(R) to ¥ 581133 lakhs in
2016-17(A), i.e. massive increased by ¥ 160748 lakhs. Within this Service Sector, the
sub sector Public administration has shows the major contributor in the rapid growth of
Service Sector of the state economy as per the it GSDP at constant price, the
estimated figure has registered the abundant growth of ¥ 135418 lakhs in 2011-12(R)
to T 222074 lakhs in 2016-17 (A).

The per capita GSDP of Arunachal Pradesh at constant prices rose from X
79019 lakhs to ¥ 95753 lakhs in 2016-17(A) from the base year 2011-12(R) with a
maximum of 21.18 percent in 2016-17(A) and minimum of 0.14 percent in 2012-13(R).
It reveals that there was a mixed growth in per capita of GSDP.

At constant prices, the per capita NSDP, which is indicative of the level of net
output of goods and services available to the people of the Arunachal Pradesh, has
gone up from ¥ 73068 lakhs in 2011-12(R) to ¥ 87074 lakhs in 2016-17(A) showing a
growth of 19.17 percent. Thus, it also shows a mixed growth trend in the per capita
NSDP.



A Macro Economic Framework Statement showing parameter heads is at
Annexure - |.

I. MEDIUM TERM FISCAL PLAN STATEMENT:

The State’s medium Term Fiscal Plan Statement set out below is mandated
under section 3of the Fiscal Responsibility and Budget Management (FRBM) Act 2006
to be laid before the legislature. The Medium Term Fiscal Plan Statement includes a
policy overview and outlook for the ensuing year on Taxation, Expenditure, Borrowing
and Sinking Fund.

As mandated in the above Act, the State Government had to eliminate
Revenue deficit by 31%' March 2009. At the same time fiscal deficit was to be brought
down to 3% of GSDP. The State Government maintained revenue surplus every year.
As recommended by 13" Finance Commission, the State Government has restricted
fiscal deficit below 3% and gone into fiscal surplus at 3.10%of GSDP during the year
2014-15. Similarly State Government was in fiscal surplus at 1.01% of GSDP during
the year 2015-16 also. As per 2016-17 (RE), the State Government has an estimated

Fiscal deficit at 0.51% of GSDP and for 2017-18 (BE), the State Government has
estimated Fiscal deficit at 2.83% of GSDP. The State Medium Term Fiscal Plan is to
control revenue expenditure by cutting administrative costs by bringing austerity
measures on the one hand and mobilizing additional resources by improving tax
administration on other hand, so as to enhance investment in productive capital
assets and social sectors in order to attain sustainable and equitable economic

growth.

A. FISCAL INDICATORS - ROLLING TARGETS:

(in X crore)

SI.N s Actuals R.E. B.E. Targets for
o] 2015-16 | 2016-17 | 2017-18 | 2018-19 | 2019-20
1 2 3 4 5 6 7
1 Revenue surplus as percentage of GSDP (%) 11.66 11.09 13.87 15.26 16.79
2 Fiscal Deficit as percentage of GSDP (%) -1.01 0.51 2.83 3.00 3.00
3 Gross Tax revenue as percentage of GSDP (%) 40.52 42 .21 4117 39.72 38.33
4 Total outstanding liabilities at the end of the year 4180.71 | 4696.44 | 5166.09 | 5682.70 | 6250.97
5 Liabilities as percentage of GSDP for the year (%) 22.26 21.94 21.17 20.42 19.71

(-) indicates fiscal surplus.



B. Assumptions underlying the Fiscal Indicators:

The fiscal policy dimensions for 2016-17 and over the medium term will largely
be guided by the levels of devolution of various resources to the State and other
stipulations of the Fourteenth Finance Commission which determine the finances of

the State Government for the next 5 years.

No Non-Plan Revenue Deficit Grant has been recommended by the Fourteenth
Finance Commission for its award period 2015-16 to 2019-20 to the State of
Arunachal Pradesh. The State's share of Central Taxes is estimated at T 9306.34
crore for the year 2017-18in the Union Budget 2017-18as the Fourteenth Finance
Commission has increased the share of central tax devolution to 42 per cent of
divisible Pool and higher ratio recommended for the State out of the shareable taxes

due to revision in norms of devolution of Central Taxes to the Govt.

1. Revenue receipts:

(a) Tax revenue.

The desirable path to fiscal correction lies through financial empowerment i.e.
by expanding the scope and size of revenue flow into the budget. Our strategy for
revenue augmentation is by improvement of tax administration, facilitation of revenue
buoyancy, minimising transaction costs and rationalisation of tax and non-tax

collection mechanism and plugging of revenue leakages.

The State’s own Tax Revenue and State’s Share of Central taxes in RE 2016-
17 are placed at ¥ 650.63 crore and ¥ 8388.30 crore against ¥ 670.66 crore and I
7868.94 crore estimated in BE 2016-17respectively and as against the actuals of ¥
535.07 crore and T 7075.58 crore respectively during 2015-16. The State's Own Tax
Revenue and State's share of central taxes in BE 2017-18 are placed at ¥ 742.94

crore and ¥ 9306.34 crore respectively.

The Tax & Excise Department contributes approximately 94% of the total own
tax revenue of the State. The Arunachal Pradesh Goods Act 2005 and Entry Tax Act
2010 is main source of tax revenue. The revenue realised during the year 2015-16
from VAT was ¥ 190.22 crore and entry tax ¥ 224.70 crore. The total own tax revenue
achievement under VAT, Entry Tax and Excise during the year 2016-17 (RE) is X



610.00 crore over the amount of ¥ 501.25 crore realised during 2015-16 which
constitute 21.70% growth. The amendment and notifications to the Arunachal Pradesh
Goods Act2005 and Arunachal Pradesh Entry Tax Act 2010 has not been done during
2015-16 and 2016-17.

Arunachal Pradesh gerrnment has decided to join other states of the Union in
the Goods and Services Tax regime, which will be a single tax subsuming most of the
indirect taxes. Being a destination based tax, it is expected that the tax collection on
account of GST will show greater buoyancy once it comes into force. It is expected
that the GST regime will become applicable by July 2017.

In the meantime, the state government has taken a decision to rationalize
Excise duty rates and has notified the revised rates which will add to the excise duty
collection in the coming financial year. As part of resource augmentation plan, it is
also proposed to rationalize the realizations of land revenue and leasing and revisit
the framework of land allotment. The revenue realization is extremely low on account

of unrealistically low levels of lease rentals notified by government.

(b) Non-tax revenue.

The Non-Tax Revenue in RE 2016-17 is pegged at ¥ 506.79 crore against ¥
528.90 crore estimated in BE 2016-17 and as against the actuals of ¥392.12crore
during 2015-16. The Non-Tax Revenue in BE 2017-18 is projected at ¥ 536.29 crore.

In Non-Tax Revenue, Forest Department, Power, Geology & Mining, Labour &
Employment, Road Transport Department and Misc. General Services are major
revenue earning departments which realised Non-tax revenue of ¥ 301.92 crore during
2015-16 (actuals), constituting 77% of total Non-tax revenue collection from these
departments. During 2016-17 (RE), it is estimated at ¥ 404.82 crore out of total Non-
tax Revenue of ¥ 506.79 crore from these departments which constitute 80% growth

over the previous year.

It is proposed to strengthen the revenue realization from Power department,
where the AT&C losses are running at unacceptably high levels as per industry
norms. This will require a planned investment on metering, including pre paid meters

and smart meters to improve revenue realization efficiencies.
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Transport Department.

The Government collects taxes and passenger fare from motor vehicles under
the provisions of Arunachal Pradesh motor vehicles Taxation Act. The Government
has collected the revenue at ¥ 13.76 crore during the year 2015-16. The State
Government has estimated the revenue under the Head Road Transport at ¥ 15.00
crore during 2016-17 (RE) and ¥ 18.00 crore during 2017-18 (BE).

Geology and Mining Department.

This is also major revenue earning department which was created during 1995-
96 for the purpose of mineral surveys and investigation, mineral exploration, Control
and monitoring on production of minerals for earning the revenue from the mineral
resources, such as coal, Petroleum, Natural Gas, Dolomite, Limestone, Graphite,
Asbestos, Placer Gold, Iron, Marble, Ferro-silicon grade, Quartzite, lead and zinc,
miner minerals (sand, Gravel, Boulders, soil etc). The Scheduled rates were revised
with effect from 1% May 2013. Now the Department has proposed to revise the rates of
royalty @10% in case of minor minerals. The department has generated the revenue
of ¥ 86.71 crore during 2015-16. However due to closer of number of mines, there is
reduction in revenue generation and therefore Revised Estimate of 2016-17 would be
T 50.00 crore. The 2017-18 has been projected at ¥ 55.00 crore applying 10% growth

rate over the revised estimates of 2016-17.
(c) Non-Plan grant to State.

Non-plan grants to the State in 2014-15 and 2015-16 were of the order of X
952.12 crore and ¥ 174.36 crore respectively. For RE 2016-17, Non-Plan grants has
been estimated at ¥ 351.68 crore as against T 235.66 crore estimated at 2016-17
(BE). The Non-Plan grants during 2017-18 has been estimated at ¥ 276.62 crore.

Non-Plan grants mainly consist of Central Share of calamity Relief Fund,
Grants for Local Bodies and Others. The Allocation are made on the basis of the

recommendation of Thirteenth Finance Commission and Fourteenth Finance

Commission.
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(d)  Plan grants to State.

Plan grants to the State in 2014-15 and 2015-16 were of the order of ¥
6154.15 crore and ¥ 2375.97 crore respectively. For RE 2016-17 Plan grants has
been estimated at ¥ 2225.00 crore as against ¥ 3470.00 crore estimated at 2016-17
(BE). The Plan grants during 2017-18 has been estimated at ¥ 3736.62 crore under
CSS, NLCPR and NEC.

Expenditure Strategy.

The strategy of Government's expenditure management is to redirect
Government expenditure away from less productive expenditure towards investments
in tangible capital assets which improvement of quality of life of people and strengthen
their social and economic well being through improved health care, education services
and other social services. At the same time, there is going to be a renewed thrust on
strengthening operation and maintenance expenditure to maintain productivity levels
of existing public infrastructure. The policy emphasizes enhanced spending on social
sector, including Skill development, entrepreneurship, agriculture and allied sector
apart from Education and Health. Thus the focus of the Government is to allow
realistic increases in revenue expenditure and augment capital outlay to create assets

in the State for overall development of the State.

The Government strategy in revenue expenditure is to control non-development
expenditure mostly administrative and debt services so as to enhance development

expenditure on social sectors.

Debt Management.

Effective debt management is vital for robust fiscal management. A pro-active
approach to debt management is essential for better budget formulation that is
consistent with Medium Term Fiscal Policy. The main objective of debt management
in the State is to ensure the financing of the budget and refinancing of debt is done at
the lowest possible cost in medium term to long term, consistent with a prudent
degree of risk. Thus the strategy is geared to reduce not only the cost of funds

borrowed effectively but also to reduce significantly the debt service costs over the

medium term period.



