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ECONOMIC ANALYSIS: POLICY-BASED LOAN 
 

A. Introduction 

1. The analytical framework for determining efficient and sustainable use of resources is 
based on relevant Asian Development Bank (ADB) publications, including Guidelines for the 
Economic Analysis of Projects (1997), Cost−Benefit Analysis for Development: A Practical 
Guide (2013), and Assessing Aid for a Sector Investment Plan: Economic Analysis of a Sector 
Loan (2005). 

 
B. Economic analysis of policy-based loan (PBL) component of the Visakhapatnam–

Chennai Industrial Corridor Development Program (VCICDP)  

2. Economic evaluation indicates that the recently reorganized1 Government of Andhra 
Pradesh (GoAP) is experiencing fiscal constraints due to the following reasons: 
 

(i) Revenue. From the available GoAP 2  budget figures, 3  the state is expected to 
achieve a moderate increase in the share of own-tax revenue (OTR) in its total 
revenue receipt, from 45.8% in fiscal year (FY) 2015 to 48.1% in FY2016, as a result 
of rationalization of state taxes and increased share in central taxes. The state is 
further projected to receive during FY 2016-20204 a higher share in central taxes as 
special package under the 14th Finance Commission Recommendations. In the 
same period, however, the share of state taxes to total tax receipts will decline from 
70% to 64%. GoAP thus needs to widen the tax base through increased industrial 
activity.  

(ii) Expenditure. Non-development expenditure (under both plan and non-plan 
schemes) in the state as a percentage of total expenditure remains high at 31% in 
FY2016,5 thereby limiting the state’s capacity for development financing. The capital 
outlay of the state as a percentage of its gross state domestic product (GSDP) is at 
1.7% in FY2015, below the 2.6% national average capital outlay. These altogether 
indicate that GoAP needs to promote its investment on productive sectors, including 
its support for industrialization. 

(iii) Deficit. Debt to GSDP ratio was 24.7% as of March 2015, at par with the 24.3% 
ratio of all general category states (footnote 5). While GoAP has undergone fiscal 
consolidation in accordance with the Fiscal Responsibility and Budget Management 
Act (2003) and its revenue balance as a percentage of GSDP has improved from -

                                                
1  With the passage of ‘The Andhra Pradesh Reorganisation Act, 2014’ on 1 March 2014, the present state of Andhra 

Pradesh was reorganized after the creation of a new ‘Telungana State.’ 
2  In 1969, the Gadgil formula for sharing plan assistance among states was devised, and three states were 

categorized as special-category states eligible for higher resource allocation from the central government. All other 
remaining states, including Andhra Pradesh, fall under general category states. At present, there are 11 special 
category and 18 general category states. 

3  Government of Andhra Pradesh. Finance Department. 2015. Andhra Pradesh Budget in Brief, 2015-2016. 
http://www.apfinance.gov.in/uploads/budget-2015-16-books/Volume-VI.pdf. Since Andhra Pradesh was bifurcated 
in 2014, only two years’ budget figures are available for projection. 

4  According to 14th Finance Commission Recommendations, the share of central taxes will increase from Rs.249 
billion (FY 2015) to Rs.445 billion (FY2020). This will be in addition to the Revenue Deficit Grant and the grant to 
Local Bodies and Disaster Fund of about Rs66 billion in FY2015 (The Hindu. 2015. 14th Finance Commission 
grants cheer A.P. 25 February. http://www.thehindu.com/todays-paper/14th-finance-commission-grants-cheer-
ap/article6930639.ece) 

5  The percentage share of non-development expenditure for all states in India in FY2014-15 is 27% (Government of 
India, Reserve Bank of India. 2015. State Finances: A Study of Budgets of 2014-15. New Delhi). 

http://www.adb.org/Documents/RRPs/?id=48434-002-3
http://www.business-standard.com/search?type=news&q=Gadgil+Formula
http://www.apfinance.gov.in/uploads/budget-2015-16-books/Volume-VI.pdf
http://www.thehindu.com/todays-paper/14th-finance-commission-grants-cheer-ap/article6930639.ece
http://www.thehindu.com/todays-paper/14th-finance-commission-grants-cheer-ap/article6930639.ece
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3.4% in FY2015 to -0.1% in FY2016, the state still relies on borrowings to finance 
expenditures.  

 
Table 1: Fiscal Performance Indicators for Andhra Pradesh State 

State Performance Indicators FY2015 FY2016  
Gross state domestic product (GSDP) in Rs Billion 4,206 4,454  Revenue-balance-to-GSDP -3.4% -0.1%  Fiscal-deficit-to-GSDP -4.8% -2.4%  Debt-Stock-to-GSDP 24.7% 25.5%  
Capital-Outlay-to-GSDP 1.7% 2.2%  State-Own-Revenue-to-GSDP 11.3% 11.2%          Source: Estimated from the budget figures for reorganized Andhra Pradesh State.  

 
3. Need for investments and reforms in the industry sector. The contribution of 
manufacturing sector in the undivided state was 13% of the net state domestic product (NSDP) 
in 2010-2011, falling further to 11% in 2013-2014, much below the targeted level of 25%.6 After 
the reorganization, Andhra Pradesh was left with a narrower industrial base and lower capacity 
for industrial growth. Weak regulatory and institutional mechanisms and lack of infrastructure 
are among the major bottlenecks to its industrialization. GoAP should create an enabling 
business environment, combined with sufficient infrastructure development, to enhance 
industrial growth. GoAP is moving in this direction with its Industrial Development Policy 2015-
2020, along with the sector policies7 it promulgated in the context of national initiatives such as 
‘Make in India’ and the National Manufacturing Policy (2011). These reforms need to be 
followed up with additional investment in industries-enabling components in the state.  
 
4. Need for a PBL in Andhra Pradesh. Against the backdrop of fiscal deficiencies, sub-
optimal investment in productive sectors, and ongoing fiscal initiatives, the proposed VCICDP is 
expected to help GoAP in adjusting its policies, prioritizing investment choices, and ensuring 
adequate capacity-building of institutions for developing an enabling environment that will 
encourage more investment into the industrial sector. ADB proposes to support both the 
infrastructure development program and the regulatory reform program of GoAP under 
VCICDP.  

 
5. Cost of reforms. The policy-based loan of US$125 million will provide financial support 
to GoAP to implement reforms 8  that include (i) institutions for corridor management 
strengthened such as management authorities and special purpose vehicles (SPVs) for 
corridors, clusters and nodes; (ii) ease of doing business improved and (iii) providing capacity 
building support which include complying VCICDP policy actions, undertaking skill development 
activities, developing marketing and investors’ promotion strategy, developing and executing 
marketing plans for existing and proposed nodes, conducting knowledge transfer programs and 
capacity building activities. 

 
6. Conditions attached to the loan. All identified economic issues are adequately and 

                                                
6  The National Manufacturing Policy announced in December 2011 has the stated objective of enhancing the share 

of manufacturing in GDP to 25%. 
7  Andhra Pradesh Solar Power Policy, 2015, was announced in February 2015 and Automobile & Automobile 

Components Policy 2015-20 was announced in April 2015. 
8  Agreed by Department of Economic Affairs, GoI and GoAP during the meeting on 5 October 2015 in New Delhi. 
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appropriately included in the policy matrix agreed with GoAP.9 These include several policy 
actions as loan conditions for benefits in terms of facilitating industrial development, which 
include the aforementioned reforms. The PBL proposal calls for two tranches, with each tranche 
to be disbursed upon compliance with the respective tranche conditions.  
   
7. Impact, outcome, and outputs of the program. The impact will be an increased 
contribution of the manufacturing sector to the state’s GDP, trade, and employment. The 
expected outcome will be enhanced growth and competitiveness of the VCIC. The PBL will 
support output 1, and the MFF will support outputs 2 and 3.  
 
8. Fiscal impact of the program. Fiscal impact is assessed by comparing revenue 
balance (surplus or deficit), fiscal deficit, and debt stock as a percentage of the GSDP in a 
baseline scenario (without the program) and in a reform scenario (with the program). For the 
fiscal impact analysis, the PBL component of VCICDP of $125 million is considered. The loan 
interest and additional operation and maintenance (O&M) payments, if any, are not considered 
as these will emerge after the projection period. The fiscal parameters10 are expected to improve 
under the reform scenario as a result of increased production efficiency from industrial units, 
and improved labor productivity and efficient human resources management over the short run 
primarily due to the following: (i) facilitating corridor management and industrial development 
with dedicated institutions, dedicated investor promotion agency, etc.; (ii) new industrial and 
sector policies, approved road safety action plan and reform plans at the district level with the 
objective of improving ease of doing business; (iii) at least 25,000 persons, including workers, 
entrepreneurs and students, trained for skill development, supporting marketing strategy and 
computerized database of lands for industrial nodes. 
 
9. Projection methodology. To arrive at the projections for FY2017 to FY2021, trend 
analysis was employed using data from FY2015 to FY2016,11 average annual growth rates, and 
the 14th Central Finance Commission (CFC) recommendations to GoAP on the special package 
that includes the revenue deficit grant proposed during FY2016-2020. For the fiscal impact 
analysis, it is assumed that the state would receive $125 million in two tranches of $62.5 million 
each in FY2017 and FY2019 as PBL. The key assumptions are listed in Table 2. 
 

Table 2: Basic Assumptions 
 

Variable Assumptions 

State Taxes 
Based on existing tax rate and growth trend observed. In the reform 
scenario, additional tax revenue due to improved industrial growth is 
assumed.   

Own-non tax revenue Based on trend growth rate observed in the past. 
Share in central taxes and 
duties 

In 14th CFC, devolution of the central divisible pool of taxes to states are 
increased from 32% to 42% based on tax growth projections; the share of 

                                                
9  Policy matrix is included in the proposed Report and Recommendation of the President to the Board of Directors: 

Proposed Multitranche Financing Facility and Policy-Based Loan and Technical Assistance Grant to India for the 
Visakhapatnam–Chennai Industrial Corridor Development Program (VCICDP). 

10 Key fiscal identities include: 
(i) Gross fiscal deficit (GFD) = (total revenue receipts + recovery of loans and advances + other capital receipts) - 

(capital outlay + disbursements of loans and advances + total revenue expenditure),  
(ii) Revenue balance = total revenue receipts - total revenue expenditure, and 
(iii) Outstanding debt as on 31 March in period t = outstanding debt as on 31 March in period t-1 + GFD in current 

period t. 
11 Present Andhra Pradesh State was formed in June 2014 following the reorganization of the undivided Andhra 

Pradesh into Andhra Pradesh and Telungana states. Accordingly, budget figures for the new state are available for 
FY2015 and FY2016 only. 
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Variable Assumptions 
Andhra Pradesh is estimated at Rs1,699,690 million in the total central 
divisible pool of Rs39,481,870 million during 2015-2020. Projections were 
arrived at using Andhra Pradesh’s 4.30% percentage share in the 
shareable pool of tax as recommended by 14th CFC.  

Grants from the Centre 

The 14th CFC recommended revenue deficit grant for 11 States, including 
Andhra Pradesh, which became a revenue deficit state post-bifurcation. 
The grant of Rs221,130 million will be spread over the FY2016-FY2020. 
Also Disaster Response Fund (90% of Rs24,920 million) and grant to local 
bodies (Rs86,500 million) will be additional grants to Andhra Pradesh 
during the period. This is considered with other grants estimated on 
observed growth rate in the past. 

Recovery of Loans and 
Advances 

Assumed, based on historical average (highly fluctuating past trend is 
observed) 

Salaries & pensions Based on the observed past growth trend 

Interest payments Interest payments at t = (interest rate at t) * (total debt outstanding in 
period t-1) 

Other revenue 
expenditure (residual) Based on trend growth rate observed in the past  

Capital Outlay As per the targeted capital-outlay-to-GSDP ratio 
Disbursement of loans 
and advances 

Assumed, based on historical average (highly fluctuating past trend is 
observed) 

Outstanding debt as on 
31st March 

Total outstanding debt as on 31st March in year t = (closing stock of debt 
in last year, t-1) + (fiscal deficit in current year, t) 

GSDP 

Based on the past trend for Andhra Pradesh and RBI projections for 
national economy growth, 5.9% growth is used. However, for reform 
scenario, better state economic growth (6.2%) due to the improved 
industrial sector performance is used.  

CFC = central financial commission, FY = fiscal year, GSDP = gross state domestic product, RBI = Reserve Bank of 
India.   
a These assumptions are as under the baseline scenario. 
Source: Asian Development Bank. 

 
10. In general, the revenue balance as a percentage of NSDP is expected to improve over 
the forecast years. In Table 3, the revenue balance shows an improving trend in ‘with’ reform 
scenario, further amplified starting from FY 2021, when the projected additional revenue stream 
due to the PBL is expected to largely flow in. The gross fiscal deficit, as a percentage of GSDP, 
improves under both scenarios over the projection period. However, the deficit under the reform 
scenario is higher than in the base scenario, which is solely due to the higher capital outlay 
assumed under the reform scenario. The debt stock will reach 25.6% of GSDP in FY2018, a 
little over the FRBM target of 25.09%. 12  The capital outlay as a percentage of GSDP is 
projected to increase from 2.8% of GSDP in FY2017 to 4.2% in FY2021, under the program’s 
loan disbursement phasing. This additional capital outlay arising from project and PBL 
components will facilitate revenue growth in terms of additional VAT, state share in central 
taxes, etc., due to increased industrial production, additional tariff income from power and water 
supply, and expenditure optimization measures for the state industrial sector. Thus, the increase 
in revenue balance will be felt from FY2018 and further more upon completion of the proposed 
VCICDP.  
 

                                                
12 Statement of fiscal policy presented before the Andhra Pradesh State Legislature in March 2015, as required under 

Section 5 of the Andhra Pradesh Fiscal Responsibility and Budget Management Act, 2005. Targets for 2017-2018 
are as follows: revenue deficit of 7.36%; fiscal deficit as percentage of GSDP is -3%; and total outstanding debt as 
% of GSDP is 25.09%.  
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11. PBL beneficiaries. Beneficiaries of the PBL will be the existing and potential industrial 
investors in the state who will directly gain from the improved industrial infrastructure in the 
state. Residents will likewise benefit from increased employment opportunities, improved 
economic and social infrastructure, and improved public service delivery related to business 
development. In addition, GoAP officials will be equipped with improved capacity in developing 
and implementing reforms. The greater ability of GoAP to invest in industrial infrastructure in the 
state, resulting from enhanced fiscal space, in turn, will help the population in securing greater 
economic opportunities. 

 
12. Economic risks. Some of the perceived economic risks include: (i) inability of GoAP to 
carry out the proposed reforms to the full extent, and (ii) lukewarm response from relevant 
government personnel to capacity enhancement. State government-initiated measures for 
sustainable economic development and the state’s fiscal strategy, with the support of program 
reforms, creation of urban development fund for financing urban infrastructure projects, ease of 
industrial logistics movement, among others, are expected to help mitigate these risks.  

 
13. Development Coordination. There is little possibility of conflict among the development 
partners in executing and implementing the program as ADB is the lead partner in developing 
industrial sector in the state, and GoAP has put effective measures in place to ensure 
coordination among its development partners. 
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Table 3: Details of Revenue and Expenditure for Andhra Pradesh State (as % of GSDP) 

Year 

RECEIPTS EXPENDITURE BALANCE PERFORMANCE INDICATORS Gross 
State 

Domes
tic 

Produc
t 

(GSDP
) in Rs 
Billion 

Revenue 
Receipts 

Capital 
Receipt

s 

Total 
Receipts 

Revenue 
Expenditu

re 

Capital 
Expendit

ure 

Total 
Expenditu

re 

Revenue 
Balance 

(Surplus/De
ficit) 

Fiscal 
Balance 

(Surplus/De
ficit) 

Prima
ry 

Defici
t 

Debt 
Stock 

Capital 
Outlay 

Total 
Own 

Revenue 

Addition
al 

Capital 
Outlay 

A. OBSERVED 
2014-

15 
R.E. 

20.0% 6.3% 26.2% 23.4% 1.7% 25.1% -3.4% -4.8% -7.1% 24.7% 1.7% 11.3%  4,206 

2015-
16 B.E. 21.8% 5.1% 26.9% 21.9% 2.2% 24.1% -0.1% -2.4% -4.9% 25.5% 2.2% 11.2%  4,454 

CAGR 
Observ
ed (%) 

15.3% -13.5% 8.4% -0.9% 37.4% 1.7% -96.3% -46.8%      5.90% 

B. PROJECTIONS (Without Reform Scenario)      
2016-17 24.2% 5.1% 29.3% 22.5% 2.5% 25.0% 1.7% -0.9% -3.3% 24.7% 2.5% 12.1%  4,717  
2017-18 25.6% 5.0% 30.6% 23.1% 2.8% 26.0% 2.5% -0.5% -2.9% 25.1% 2.8% 13.0%  4,996  

2018-19 27.2% 5.0% 32.1% 23.9% 3.2% 27.1% 3.2% -0.1% -2.5% 25.0% 3.2% 14.1%  5,291  

2019-20 28.9% 4.9% 33.8% 24.8% 3.6% 28.5% 4.1% 0.3% -2.1% 25.0% 3.6% 15.2%  5,603  
2020-21 29.7% 4.9% 34.6% 25.9% 4.1% 30.0% 3.8% -0.4% -2.9% 25.0% 4.1% 16.5%  5,934  

C. PROJECTIONS (With Reform Scenario)      
2016-17 24.2% 5.3% 29.6% 22.5% 2.8% 25.2% 1.7% -1.5% -4.0% 25.1% 2.8% 12.1% 0.3% 4,717  
2017-18 25.7% 5.2% 30.9% 23.0% 3.0% 26.0% 2.7% -0.9% -3.4% 25.6% 3.0% 13.2% 0.2% 5,028  
2018-19 27.4% 5.2% 32.6% 23.7% 3.4% 27.1% 3.7% -0.6% -3.0% 25.8% 3.4% 14.5% 0.3% 5,342  
2019-20 29.4% 5.0% 34.4% 24.5% 3.8% 28.3% 4.9% 0.0% -2.4% 25.9% 3.8% 15.9% 0.2% 5,681  
2020-21 30.4% 5.0% 35.3% 25.4% 4.2% 29.6% 5.0% -0.5% -2.9% 26.1% 4.2% 17.5% 0.2% 6,042  
RE = revised estimate, BE = budget estimate, CAGR = compound annual growth rate.          
1. The income and expenditure are projected based on CAGR. As Andhra Pradesh was bifurcated in 2014, only two years data is available for projection. 
2. The standard growth rate is assumed based on CAGR with minimum as 5% and maximum as 20% growth.      
3. Budget figures of GoAP (Finance Department) compiled for the period FY 2015 – FY 2016 and GSDP for Andhra Pradesh State was based on the RBI data for 
the same period   were used for projection. 
4. Total Own Revenue includes only revenue receipts (tax and non-tax revenues). 
5. Under reform scenario, the growth rate of NSDP (Secondary Sector) is assumed to grow faster from 2017-18 due to the initiatives of program loan.  Similarly, 
the tax revenue for the state is also assumed to increase due improved industrial growth. 
Source: Asian Development Bank Estimates and Government of Andhra Pradesh. 2015. Andhra Pradesh Budget in Brief 2015-2016. 
http://www.apfinance.gov.in/uploads/budget-2015-16-books/Volume-VI.pdf 


