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w STATE FJX4EIqZI REWLTICNS: 
R~assessment of an Ol'd Model 

The a i r  i s  now thick with the t a lk  about the forthcoming 

,changes i n  the Indian Constitution, The major changes that are 

currenUy attracting interest,  and quite understandly so i n  the 

present pol i t ica l  climate, congerm the relationship between the 

judiciarjr on the one hand and -the exeoutiw ard PmLiament.inc1ud- 

ing legislatures in the States sn the other. One cam& but be 

conditioned ljr the developaents i n  one's. emdi-onm~nt i n  recent 

past. 

The question of Centre-State relations i n  general, have 

YXgured somewhat in the cum%& Ctiscussions,' but not the question 

of f h i d  relatians between tPle Centre and the States. Only 

very remrrtly has an indirect rbfepnce becn nade t o  t h i s  l a s t  

questi.m axid that t@o %n c m c t i b n  6 t h  the appointment by the 
2 

.Central Goverment of t.he fkmmittee .en Indirect Taxes. 

I. propose t p  deal here with the question ~f Cerrtre-State 

F i m c i a  relations, because I f e e l  tha t  it shm1.d be of consi- 

derable interest  fn the wider context o f  +day, harever subdued 

the referelices may be t o  these relations jn whatever debate and 

discussion are currently going on. Eut the procedure I have 

adopted is  t p  first t o  go back t o  a  model^ of CentreState 

financial relations that  I iqyself -tried t o  develop some twenty 

- . . 
* I am g r a t e m  t o  K.N.Redd;y, ~.'~.?larhiar 'and P.B. Dhawan fo r  

helping me with ideas and suggestions on the subject. 



years  back and then ask myself how valid tliat model s t i l l  i s .  

I f  i n  followinp t l u s  p roced~~re  I speak a l o t  i n  t he  first person, 

I ask f o r  the  readers' forgiveness. 

I n  1956-57, I was considerably impressed by the need f o r  

2nd t!!~ requirements of planned national development. I w a s  con- 

cerned about t h e  waskes "lilcely t o  r e su l t  w i t b h  a country i f  t h e  

i:ovements of t h e  cliffore& federat ing un i t s  m a r  decide upon 

d i f fe ren t  economic objectives and therefore pursue conf l ic t ing  

po l ic ies  - pol ic ies  which might r e t a d  the achievement of t hc  

nntiollril op.itmaX. I argued on t h e  general pllanc themfore f o ~ - - , d c r  

;inii g r s t e r  c6-ordination of ~ O l i c i e s  batcrecn the  goverment:; st, 

various l e m l s  i n  t he  country and a g a h s t  f inanc ia l  exclusiwness.  

i l i o ~  s p c c i f i c d l y ,  I sr&,.'d f o r  the  Centrc "to undertake the  

c n t i r c  t a x  effort," f o r  f inancing t k ~ e  pins l ~ c c . ~ ~ ~ s s  the cxper-;once 

I 
t h en  scemscl t o  ine t o  suggest tha t  ':the Co.~tr-rl Government i s  i n  " 

h e t t e r  posi t ion t- 1-11t ii! the  rcq11.irocl i:mnoun-i; of t;:x cf fo r t "  lihzmas 

" the S t a t e s  them s are uimi,lc t o  match tl3ci.r t ~ s  rece i~ t ; :  ::it11 

4. blrcir 6xp-.nclituras t o  tho axtent tn:t eco~ori.c ccnsidcri~t;  ,:-s rcnuir.. 

such m~~~tc'li!?g up,':. That 102. nc t o  R S I Z  f o r  lithe eiAcnsiw:~ of - ihe 

cancurrer!t jurisdictio;:  of' t he  Ceiltre over t h c  p x s c c t  ?,tatites t a x e s  . 



I@ judgement was based primasily on the perfonname of the 

States, taken together, in the m a t t e r  of raising additional 

taxation towards the financing of State progmmnes and schemes 

under the Erst Ew-Year Plan. To quote from r$r ear l ier  paperr 

FAcc;ording t o  t h e  financial.  scEemes of -tEe F i p t  Elan 
the States were elrpectad t o  ra ise  about Rs.230 crores 
(the figure actueXly ,&.m' i l l  the F i r s t  man is Rs.232 
crores) frcn addi t ioad tmt5.cn. The ~ Z u a l  receipts 
from adcltioiial t a zd ion  during the  five_ye:~ra are 
gstimated t o  have been ir, the, vicW:y or %-..PO cromsr 
During this p c r i d ,  the States i21creasac? the i r  exyenditures 
not covered by the schemes i n  the Plan. ........ A s  a 
result therefop,  the aetud oorrtributiona from the St&es' 
tex revenuesto t h e  financing o f  t h e i r  Plans f e l l  f a r  
short af the eshir?atesn. (Pafcntheses have been add& now,) 

In regard t o  borrowing, my position wad th2.t under the 

Constitution the Centre alrea@ enjqed  effective control over thG 

States' borroying operations. What was actually being done, ?~r?acly 

the  Centrets allocstion of thc credit, market t o  i fsol f  and the 

variouruc, States whcn tho time was a p p h t e  t o  .?lo& lanas, w a s  un- 

necessaryas w e l l  as sanewhat imff ic iont ,  the  l a t t e r  bocauso of 

t h e  hi&r interest wllicb. thc State 10e.r~ i n ~ a r i z b l y  c&rr;.ed ns 

campard t o  the  Ccr r t rK l  loans. So I urgac; tb-k the Cent* 0.1.ono 

should ~undertdco thc  errti= bor&!g oprr.tionsl:. 

O f  course, the d36ve sug@stim or: borro~rF-~~g was made alonqsi".~ 

the su~gcst ion thzt  the  trrLmf.,r of fun6.s fron the Centrc t o  tb 

Sthtos s h d d  ba k d c  311 tlm f o m  o f  p a n t s  a?. no5 loans. It wns 

not speli; out by mu clearly 11mowr whcthor & Crawforo from thc 
i 

Contm t o  tlie Stntcs should be in the  fom of zralt.8 or only 



4 

transfers over and above those dready prwided. faf. f.im..~*,'' 

hnstit&h f0.m of tm sh&g @&*&,, 

Perhaps -it; was the l a t t e r .  .only tha t  I had- then 

So the sort of 'ncdelt tha t  I possibiy envisaged then of 

CentmState financial mlations could bo said t o  have as  its 

major clcments (1) a division of t ax  sourcos whereby while the 

Centre would have oxclusive jurisdiction d o n s  with &p States m r  

some sources it will also ha% co~icurrent jurisdiction along with 

the States over tho res t  of the tnx sourcog; (2) an u-.dtered 

division of cxpcndittlrc functions; (3) exciusivo jurisdiction of 

the Ccrrtre over borrowing and (4)  transfer of funds fmln %ba Ce&x 

t o  the States i n  mn-ropnfable forms. 

How far do I: now subscribe t o  this model. It i s  t o  t h i s  

question tha t  tho res-t of t h i s  papor i s  cle~rotod. 

Tho f a c t  that  5hc revenue t l i q  actually raiscd from additiont.3 

taxation for  f i ncnc iy  tho F i r s t  nm f e l l  far  short of the target 

originally agreed upon by the States - achievement was hnrdly 

35 per ccnt - was thi3 nost .important consideration which led mo t o  

conc1udc'"u.t the States could not be dcpendecl upon t o  harness 

adoqmtcly the tm: smrccs assip-cd t o  there undcr +'*- Constitution. 

One qucsticn tha t  b e d i a t c l y  arises i s  w11cther it was right t o  

base iyr judxcmcnt on the-Sts,tenl pcrfonnanco rclat ive %o thc target 

sot fo r  dd i t i ona l  tax effor t  t o  finance thc Plan. Wl~othcr tho 



f2:ve-year pcriod was too short t o  rush t o  conclusion on such an 

important matter a3 t ? ~  divi-sion of tax ppowcrs bctween the Centre 

and the States i s  d s o  a valid question that  could justifiably be 

raised. 

Bofozc trying t o  aswar  t>l.~e ?.hove questions, l o t  us look a t  

the Stztest t a x  performance ovcr tlle post twenty f i x  Years o r  so. 

Then it shouli: bc ceq- t o  o2y ~.i:lstl~er or not, e?ther additiond 

taxation alone i s  eno~.~;.:? i;o judge tkc tx &rfommco of tho Statcs 

or a five-year period is nu!; too short a p r i o d  t o  arrivc a t  a 

judgcmcnc, i n  t h i s  mgc.rc!. 

It c L a  be secn from thc acco.n~z~ying table on ':Gjpr&h ;sf 

Central and Statr! T a x  R~v. . l~~cs ,  1'?5C-)'l t o  1975-76, tht, taking 

1950-5'1 as tho basc ycnr, 7 ; i h i l ~  the t o t d  t,-x rovcnues of thc 

Centrd. Cflvorra~cxt i n  rcased by s l - L t . - i ; l ~  ?\-or 1 lL times thc own tnx 

rcvcruos of thc St,?+,os !i:-:. :.z.tholx+. inclu(l.iilg the rcvenucs devolving 
/& 

t o  they1 from tlic Ccntrc) incrct.oed. 127 n littls over 17 tins::. 

I n  both cases, 1976-77, the yzc~r f -:Y t,%i-h only Sudget Estrimatcs 

arc available, i s  t.d::jn a, tllo tonn.ind yoarm 

Evon dvrjag the f in-year pr?od of t!lc First. Flon, l~obrcver short 

o n c ~ v  considor - i t , t c  b~ <.:I rctrospoct, taking the kwc) tcnniwl  

years, 1950-51 L Z  .19'5-56, -h<: r s t c  d-' po~.rth (265) iil t . 1 ~  St~.tc:j' 

01.~1 t;cx rcvermes w?s SC~ICI .~ :~ .? .~  higher i ;kn th2.t ((11: ' )  i:? thc Contrcl s 

to;: rcvc-ws. Tllii~, if one were b u  ham >v.d;.oci tho pcrTormancc of 

the States on t h c  basis oi 61c ;-o!';i: rd: gr,:i::ri,h oL̂  -b110ir o-.I? t:,x 

rcvorn!.cs, tlx Stn.tcs could r~ot  h2.m cow out b d l y l  not evcn on thc 

basis of thc rat.? of pnW'~11 i n  t,!l,> Ti-V--c ycms of the " i r s b  Plm. 



-- . ..... -. .- -- - - . - . ...- - - . 
Central T a x  Rcvcmcs . States.' T a x  Reye-pes 

Y e a r  --- - - - - - . . . 
Amount Rate of Amount Rate of 
(Rs.crcros) Growth $ (Rs.crores) . growth $. 

1975-76 (R) 747P 133 331 7 117 .............................. 

Notes. 1 ) Ccntrd  tax rovcnuos i!icludc full p~occeds of tho 
t a c o  1.rhich arc sharahlc with the States. 

2' Strltcsi tcm revcmcs are tKo co~lbincd reccipts of tho 
Stato Gavcmcnts fron the  tax sourcos wl-,ich are within 
the States' jurisdiction 2nd do not, includc thc pmcoeds 
of thc sharablc Control taxos i~hich a r e  transforrod t o  
them fromycar t o  year. 

3)  Kctes of Growth are workcd out with rcspect t o  the 
tarminal y w r  of tho prccbding quiqucnnium. 

L Thc figurce for 1975-76 are 12ascd on thc Redsod 
Estb.atcs for thxt yc~w prcscnted dong with 1076-77 
Budget Estima,tes. 



Sr: th!o qucsticn th , . t  r;,&Ly has t z -  bc mswcrcd i o  whcthcr 

it ,wm ri&t t c  t rkc  ~.clditicn?l t= . t i o~~  2s the cr i tcr icn of the 
, . 

Staton1 t a x  pcr fomn;~~ ;. AS, o gc110ra1 prcpcsition, it w i l l  &VG 

t o  bc grcrrtcd t l x ~ t  t - . r p t s  cf ,Inditic.n,-l t?&i.tiox h m  3 r c l ~ v a c z  

ef the i r  c.ml i?? t h i s  c(.:?tcxt c~icc it i s  graitcd tha.t thcy arc 

poosibly act f:,r tlw St?-tcs an wzll as the Cciitm, &cr exmining 

onch t,?x smrcc, i t s  vzricus chrv~.ctcristics9 p&iculzrly thcsc 

c.11 which hingci tllc Scope fc.r r~is i11g aAdit im;L rzvcrmzc, a1d thc 

l o w 1  upto which it hp.8 bccl? tn.ppd d r c d y .  Alsc .?s bctwcon diffcro!.?t 

States, tho t?.rgcts f c r  nciditioncJ t ~ x ~ . t i n  ara pcsaibly' fixcd 

t-dsing h t o  ncomjit diffcrcnccs iiot only i n  tho i r  levels cf cxifithg 

trx7tion but ,dsr-iil thc stmcturc cf t h s i r  cccnr.nics. So c? a 

dcductivc lcvol, thc rclcvg.ncc of conpParing thc  acldcvc~m-rb with 

thc tcrgct cf addition,-1 'tLm.ticn h2.s st t t r  be accoptcd. O n e  c m  

still. t r y  t o  rzi.inc doubts abmt tho objcctiviky of target f k t i c n  . 
and thcrcby qucstior, the  mlir i i ty of tho d~ovc cc~p-riscn. 5 

Let & hs~rc~icr  ~o hack t o  thc f r c t s  f i r s t  of tb.c p r i o d  ef 

thc Firs t  Plcu? 3131 t l x n  r~f t5c y~.?.rs t c  follow. Tl~c S t ~ t o s '  om1 

tm: rcvcmcs grcri a t  2 r?.tc !li&ar tk-.r? thc Cz~ztrc' J; s t i l l  

thzy fcul  niscr:bly s l~c r t  017 t l ~ "  , man t?.r&t. , I n  thc fcllowiiig 

two pl,m pcricds t r h i l 3  t5c r s tc  cf growtl~ of St,-.tc t2.x r c m a c s  

was kwcr  t h ? ~ i  i217.t ~f thc Cort rc~s ,  thc . t - r g t s  of i?r?fl.itic?~d 

t?x?tim wcro fu l ly  c.cclnic:rsd by th S t . - . t ~ .  Curing t!lc f i w  yc?rS, 

1965-66 t o  7970-71, thc St.".t~'s did bct tcr  t1.11~. thc G.>?tw i? ro~nn? 

t o  the c;=4~i ~f t r x  rcvcmcs b r ~ t  in the subscqucnt f i x  ydzrs 

cncling 1975-76 tha Ccrrtrc's pcrforaaicc was a l i t t l e  better. 



Ths it would qpear%hat the  targets of addltiansl h m t b n  i n  the 

F i r s t  PJan were s e t  too hi& fo r  the.  ?tates; this canriatat b= said of - 
t he  targets set thered te r .  Them can be no doubt, 'bbXefm, that 

, . '. . - 
it was quite .rksh on my part t o  conclude on the basis .A$' %he limited 

experience i n  t h e  First Plan-period tha t  the States c- n d  be 

depended upon t o  raise the target& t ax  revenues f o r  the  @alU in 

the Putwe. I n  the p1latl-p-periods t o  follow the States were actually 

able o w  t o  r e d i s e  t h e i r  targets  but also' t o  keep shudder 
-. 

t o  shoulder with the Centre i n  regprd t o  tb ra te  of growth of tax  

revenues. So on the basis of t h e i r  performance i n  re& t o  t ax  

effor t  over the past twenty f ive years the. States, taken together, 

cannot, easily be faulted. In fat, considering the division of t a x  - 
smrces Getween the Centre am3 the ~ t i t e s ,  one might justifiably 

argue that  the States' tai effort  has been much more ccnmnendable 

than i s  suggested by it? comparison wit11 the Centrefs tax effort. 

That being so, the  rather sweeping sugdstion I made f o r  the 

exhersion of the Ce'ntrefs concurrent jurisdiction over the tax  

sources which the Consti.tution or ig ind ly  assigned t o  the States 

does not stand scrutiny. 

B U ~  l e t  us  take note of the other possible argwnents t h s t  

might s t i l l  be put for th  t o  gim some over-riding powers - powers 

which ~ L g h t  not go as  far 3s the extension of concurrent jurisdictio.r 

$0 tho Centre with respect t o  the t a x  sources now belong% 

exclusively t o  the States. 



One argument quite often advanced, in particular by trade 

and industry, has been that  the t e r r i t o r i a l  divisioc of t 5 ~  

jurisdiction had led t o  disparities i n  t ax  rates and regulations 

a d  that these dispari t ies d is tor t  the pattern of inter-State 

trade. This argurnemt i s  particularly made with respect t o  sales 

tax r~hich today accounts f ~ ~ r  over - 50% of the States' own t a x  

revenues. The Tzxation Expiry Comnission (1953-54) had taken note 

of t h i s  complaint, i n  all its facets, and come t o  theconclusion 

that  whilei'ce&ralisat'.~-n. of sales t a x  m s t  be naed  out':, the 

Centre night be, given power of 130th taxing sales or purchases taking 

place i n  the c m s e  of i n t e f i t a t e  trade ad also imposing restr i-  
6 

ctions on the taxation_li:r the Sta.tes of 'declared goods.' As a resu1.t 

of these recommendations, the Constitution was d Q  amended Lmd 

the Centre given the necessruy powers. Thus today in t s rS ta t i :  

sales are subject to  t ax  m!3:?r 0;- .a Central logislation and 

1 declared gods '  can be t,wecl by the Sta-tes at rates not exceectkg 

those la id  d~wn by P~rl ime~-r t .  Bi2.t a t  leaat  one consequence of 

.theso steps has been that  the States, i n  p:irtic~~l,-s those growing 

industrial raw naterirds f c r  sale i n  other States, f ifid themsel~ms 

constrained rovonuo-wise in rcgnrd t o  not oiily the ra te  they can 

charge under the Gentrnl legislxtinn but 'dso coverage. 7 

But this trend towards oxtension of Central jurisdiction 

over Stntb taxes did not stop there. In 1957 %:as enacted a Saw 

wheroby the Contrc would levy ad.&itionsl cxciso, dyotins 011 textiles, 

suga? and tobacco - doscribed as goods of special importance - i n  



l ieu of sale taxcs levied by the States. The proceeds of these 

cxcise dilties were t o  bc distributed among the States. The 

principal argument rzdcluced in' favour of t h i s  step was not t o  

secure uniformity in rates  but the  convenience with which excise 

duties .could be collected a t  the point of production 14th minimum 

scope f r r  evaaion. But it i 3  interesting that when th i s  cxperi- 

ment came up f o r  review af te r  t en  yems the States were generally 
Ii 

oppo-ed t o  i t s  contimation on t?-.e ground that  they h2d suffered 

loss  of potential revenue by surrendering the i r  right t o  l c v j  
8 

sales td7 ... 

All the s~mc, them exists today a very strong nnd influen- 

tid lobby f o r  putting further colistraints on the States! powor t o  

impose sales tax. For instance, it i s  bci& urged that the rates 

of sales tax should be made u n i f o p  for  a  long l i s t  of commodities 

tlrroughout the cctmtry. Since inter-State sales are alrc=.rly 

subject t o  miform tcws%ion a f t  since the major raw materials 

cannot be taxed a t  ra-hes exceei'ing thoso h i d .  do- by PArlim~cnt, 

cviderrtly the current p l o a  fo r  u.liformiCy i n  s,ilos t ax  rates i s  

being made r;ith r e s p c t  t o  intra-Stztc s,llcs. 

The case f o r  uniformity n w  msta brgcly.on the .-$ (1) 

tha t  dispari t ies i n  tlx taxation of evon i r r tm3ta te  sales causc 

distortions i n  the ?attern of devcl.opent and (2)  t h a t  these, 

disparities plmc consumers i n  the States ch=@ng higher rates 

i n  a relatively worse position than others. Thc first a r w - e r t  

ignores that  d i s p n i t i e , ~  i n  t a x  ra tes  may q ~ ~ i t e  appropriately 

be uscd as  f i s ca l  dedcc t o  inlluence tho pattern of r e g i d  



deeoelopont i n  a count~y of InGia's size with wide inter-regional 

disparities i n  tine levels of income, employment and industr idisat ion.  
10 

A s  f o r  tho consumers, tho argument in fayour of uniformity ignores 

that  the  composition of the consumption basket varies qui1.c 

considerably be5ween dLfferent pr ts  of the country once you l o a x  

art the few very basic osscntids. Also, it is  overlooked that  at, 

the State level  tlw choice can oftcn he betwecn sl ightly higher- 

priced Pfiva-';c goods and low-priced or free public goods l ike  

education, medicine ancl public he<dth no that  tho overcdl position 

of the consumers i n  the Statc with higher m&es of, taxation may bc: 

no worse off compared t o  tha t  of the consumers in othcr States. 

In  fact  the ovemX1 position of the consumers in the formcr Statc 

might well be rel-tively bet ter  in terms of t o t a l  welfare i f  we c,m 
,' 

assume a mom equal distribution of public goods than priWttc goocls. 

A C h i d  point against attempts a t  securicg uniformity i n  the ratos 

considerably m s t r i c t  tho Statesf frcedon of action aii! nizht 

v i r h ~ d l y  k i l l  a l l  in i t ia t ive  on -:heir pet. How coulc! ccqyono thcn 

accusc the States of 11:it tappkg tl?eir tzx  aoumcs adcqmtcly? 

In  fact,  a poixit thzt  can apropriatcly be rainocl i n  {;his 

context i s  that .  w E 1 0  the Statcs !I?.VC clone rc,-.oonxbly well. no fnr  

i n  tapping the i r  t a x  sowrcco, they have s t i l l  become I'j.:k~??ck>.lly 
11 

qy i t c  depende~t on the Centrc. Tlr is  could evidently h2vc 11~1.p1~fl. 

bccause thc Stz.t,ee cxpcditurr; cod tmcnts  ham tended t:~ e*?-ul 

a t  lcnst  a3 f,?.st as klicir -tax a;ld other mvcnuos, Could not th is  

bo i n  mguncnt, onc night ask, -h f ~ v o w  of. a shif t  of tax powers 



exac tb  i n  t W  opposi6e direction, 5.e. , i n  Zav- af 'the 'Stintea, 

t o  re-cstabl%sh a bett@P bulance bw%w~efi the'Statecr awkmmeniek 

and aeponditures? 

0ntb.e whole, I m now inclined t o  the  view t h a t  them i s  

no .~ase ' for a sh i f t  fa- of 'the. C&m i n  the present divis!-n. 

of , t ax  piers. Nor i s  there a cas.3 fo r  p l m k  aqy rUrthcr 

constmints .on thc States' tnx powers. To say thin i s  nck at all 

t o  argue against greater co-ordin&tctio~. among. the S t a b s ,  and also 

bctween the  Centre ond. tho ~ t a t o s ,  in &ch sphercs of taxation where 

there is  oither u v e ~ h p ,  or whore they c m  110ltual.l~ bcllefit fnrm 

each 6t)ICr18 e x p r i e 1 1 ~ e ~  

On borrowings f roz  tho public, thc view I had taken ear l i e r  

was, as already Statcd, t:lc-;b t h e  Centrc done  should undertake the 

ent i re  borrnwing opsratio;ls. I took th i s  vicw l k g c l y  on the 

.pounds th& (1 ) the Constitution CLreadv g,?w t o  thc . Centre an 

dverriding control on tllc St?.tosl public bormwing and. (7) i n  

actual practice ths  States ha-m got t o  tcke c m l y  wha.t tho Co!ltre 

z~oca.k,cs t o  them. So why contima v r i t h  n fictjon? 

True &hat public borrowkg i s  a naj c r  instrumo1lt .of rnonetc.~~ 

and f i s e d  policy &ailable t o  :usy govemmcn'b and t.hzt since the 

Centre has the sole m s ~ ~ n s i b i l i t : ~  of dscidi-ag upon anprcpriz?,~ 

policy one c d d  yass3~3y argue also f o r  veskirq bormwiEg compl.utol:~ 

i n t 5 c  Ccntrc. I did not, howcwr, use t h i s  as m argumork f o r  



the Centre t o  assume complete responsibility fo r  the borrowing 

qmratiocs f o r  the simple reason t h a t  the sane argument al.so 

~pplics  %o taxation: T.axation- is  another major instrument of 

fiseai policy but in n f e d e r ~ l  se t  dp no bnc has ever suggested 

th-kforo that it sl:aiLd be vestedaltogcther i n  thc Centm. 

I coula add howowr m.other additional a2gument in suppart 

of.t&o suggestion f o r  cmtrdlisat inn of p b l i c  borrowing, A 

major component of p ~ b l i c  borrowing i s  what i s  us- referred t o  

as market borrowbg am1 t o  the d e n t  t ha t  the s-called mnrkot 

tends t o  favaclr the mo~b advanced States, t h o  case would be 

&ranger fo r  ecribrollsecl borro-,g which i s  s h a r d  qu i tab ly  bet- 

Mm +,% varirrus States. 

This brings IB t o  the  of the States' shmdng the 

prmeeds of borrowiqg. I m not concerning q s o l f  i n  this'pnper 

wlikh th6 principles of sharing, bo tho$ proceeds of tmat ion or 

.b'bwg ., I an c o n c o r n  1 1 ~ ~ s  with tb form of transfer  of funds 

Prm the Oentrc t o  tho S t a t ~ s .  I s ~ p g o s t d  twm% ycars back tha t  

transfers s h d r l  take plane in non-ropmyahlc forms, tZ~:-%*-i.J 

tlja SOzrtos should t o  ' d m  no oi>lQrl.%ion t o  m& t o  the Centm 

park of the cnounts tl-.ey secure fro12 the Coritre. 

I hcd nn t ic i~~c ted  thmc p o ~ ~ i b l c  c s C S ~ I ? t 3  i n  fcvour ok tho 

oxisting prmticc of  Srcznsforrrtng n pa% of the  rcsaurcos fro= thc 

Ca*m t o  tho Stc3ieo in tho f ~ m  cf loam: 

"(a) lbc4bdp transforrod 5x1 10x18 t o  thc Stctca nrc 

mastly ob t&mT by tho Contr.? its- i n  10~01s Pmn tho 

public an4 on wl?ich it hcds a ccrt3in lic.bility 



i n  the form of intorest  charges in addit+.on t o  the 

l i a b i l i t y  f o r  the rep'qjment of the principal. (b) 

The l i ob i l i t i c s  in rec& t o  i n tqs t  payment end the 

mpqmcrrt of primcipd deter the States fmm -pcntwing 

upon wasteful and ex t r~mgant  schemes of cxpenditurc. 

(0) And if the loans are spent by the States on 

r~muncrztive 3ch0111~~ (in the restricted scnse of yiolfiixg 

rcmnuo) it is  on&r proper that  the Cerrtre shod-d shire 

in the income from such schomos~' . 
On cxnminakion, thcso argumcrrts were fowd t o  be wmting. 

As f o r  tho f i r s t ,  anti. possibly thc weightiest of the three mgmcrrts, 

it was pointcd out t ha t  a good part of the Centmfs borrowing could 

comprise of dcf ic i t  financing. I n  any case, the repeyment of CentrsJ. 

loans &o tho public w i l l  ham t o  bc phased i n  accord~nco with the 

ove rd l  aggregate dcnazd in the economy 3rd. not in ~ccordanco with 

the Stat~s ' .  mpqponts. The zrguncrt regcding wcste could not bc 

meant soriously whcl half or nor0 then half of the Central tra-lsfers 

t o  thc States wcro f k 2 d y  bcing s ~ 2 . d ~  i n  izon-rcp,?yablo f oms. This 

should not bc t&on t o  suggest thct there i.s no waste but t o  control 

it lcgislztivo, audit Lm6 othcr' cllccks ..swoul.cl hcvc tr, 11z ;-,-,dc mo= 
12 

cffoctim against ~11 forms of ~ ~ ! ! ~ s t e f u l  opending. Ad rcg,?.rds thc. 

nrgumont about tho Centre s113Siiig tho r c m m  from rc~l r~nor~t ivo  SC~CT~CS,  

f in-llccd out of its -hwls, t o  tho uxtcrk th?.t the.t' tho Statue' schmcs 

yi01cI rovcnuc, this cnlmcoo t112ir sbi3itg t:: nctct thc i r  crmitncnts 
, \ 

withcmt oosi&clncc fm. fhc Corrtm. Sc thc  C & r c  c d d  bo said t o  

Shnre indirectly in thc incm f r o m  6uc11 schcnos. 



An objection t l ~ t  was not anticipated by me oar l ier  c d d  be 

tha t  ,It no point ,cadld things s t& on a clean slate. To suggest 

now that  dl Contra t r m f e r s  should bo made on n non-repryable 

basis ignores that  c t  my giwn point thero would exist a backlog 

of outstanding debt which the States would be owing t o  t h o  Centrc. 

Is it tho suggestic? t l ~ " :  only new tr<onsfers should be i n  non--&lo 

form or tha t  i n  indditioi? the o u t s t d i n g  debt should be wdtton off? 

The loans of the pn3t rn~v or mqv not have been made in accordance 

with the eri terir .  trliich .am i]cceptr?blc t o -dv .  So if past l o r n  

are mco-mrablc, it w i l l  dcl t o  the  available pool of msources w i t h  
13 

which the c r i t c r i a  of today-can be promoted. But if t h i s  argumcnt 

were t o  bc pursued t o  i t s  l o g i c d  conclusion' it should lead one t o  

ask that  all Ccrrtrd t rms fe r s  should bo made t o  the States in the 

form of l o ~ n s  boca>.se the c r i t c r i a  w!-Ach arc acceptable tomorrow 

m$ not be the s a c  ,-.s the c r i t c r io  of todcy. Morcovcr, t o  tho 

extent that  tho corrcctien of past inblances i n  rescurco trsnsforo 

i s  called f o r  it c:z zfi"cctivo1y bo~donc tl~rough tho dlocntion of 

currently tralsfor:.~?~lc M s  without thc i r  bcing supplemerrtcd by 

recovcrics of past lams. 14 

' Thus ovcn 01: ra-assosoment the -how cxprcssod twenty ycars 

back on both tdc ~ c r t r d i s a t i o ~ ~  of ~ b l i c  borrowing 3nd the trazsfor 

of resources t o  tli~ States i n  non-rcpzyablc forms appcnrs t o  bc 

quite vd id .  The ::injcr chcu1@ I would l i ke  t o  mcrkc t o  my 'model' 

of twenty yews back i s  t o  rescind thc'suggostion thon mldc for  the 

oxtcnsion of the concvprorrt j ~ r i s f i c t i o n  of t l ~  Centre ovor tho tnx 

sources assigmd $0 tho S t .~ tos  under the Constitution. 



To sum ~ p ,  the Co~st i tu ' t iond chnng~s wbich soem t o  be call*? 
. . 

f;.r in . the s?ho,rc of Ccntrc-State r.'ingncizl relations should 

bc ( 5 )  t o  giw? %hs Ccrrtrc alone th; power t o  raise loans a d  

(ii) t o  oblige, a t  thc smc time, the Centro t o  makc dl 

resource t r m f c r s  t o  the  States i n  non-rcpajrablc forms. Tho 
. . 

l a t t e r  would nc turd ly  imply that  t c  the extent the transfers a m  

cffected throtigh tho mechanism of ~ m t s  and not tax  sha&g,  

it will enhqec tho re12 of bccliios (as c.g, .tho Finance m d  

P L ~ n n i ~ i g  C d s s i c n s  ) which deaiclc, or advise, on the mgnitudc 

of those transfers t h s i r  distribution. 



7. The Swar.-lz Singh Comnittee (t'hc c o m i t t e c  s e t  up  by tho 
Congress Pcarty t o  formdate  proposnls f o r  neeess-ry 
Cons t i t~~t io lv . l  c!I.-,~F[:s) i s  rcpcrtcd t o  have su~ges tod  
t h c  i.~C.iu.siop of ~d; a t ion  A g r i c ~ ~ l ~ t u r e  i?-the 
~ o n ~ r r e n t  5 s t  bu t  Fllc P L d y  bas decided t o  rot& 
Agmculture on -the Statc? Lis t .  

2. k c o r r l k ~ g  t o  i t s  Terms of Rcicrcnce, t:'&? Comnittcc has 
been osked, mong ot'ncr tliiii;:~, t o  rcview tho  ex is t ing  
s tmc tu ro  of indirect tcxcs, Ce~ltr'd, S t z t c  cllcl Loo+., 
i n  dl i t s  aspects. It ciln suggcst cl~algcs,  i f  cqr, 
rcquired f~ Ync Const i tut icn an& relc.tcd t?x st?"tutcs 
t- hplcmcnt whatcrcr changcs are  ca l led  f o r  i n  t ho  C N S ' - ~ L ~  

s t r u c ~ o  of i nd i r ec t  taxes. But tho Connittoo i s  aslced 
t o  b c ? r  i n  3% tho s m c  t i no  the  rc&1mc nceds of t h e  
Centm- am]. the  States.  

3- This was o ps.pcr I c m c  t c  wri te  011 Snchi~l  Chadhurits 
c ~ ~ c c u r a ~ c n o n t .  Bc ou'ulishcc? it i n  Tho Economic Wecklv - 
of Mcrch 23,  i757 Aclcr t h c  t i t l c ,  y ' c r c l  Finmcc at 
National Flaming. I ~ ~ 1 s t  add ,also t l lzt  what I z n  now 
referring t o  3s a model was prcscsitod r c the r  ncn-form?.- - 
l i s t i c a l l y  i n  tho  form of a fcw su~.,gcstions on t h c  
f ina ic i , i l  rcla.tions bctwecn tho  Centre tho  States.  
To c a l l  then c o l l s c t i w l y  a model now i s  c l e , ~ l y '  ?n cafto% 
t l lou~l l t  of today. 

4- Eoen then, tho  cl~oico of t h c  basc y e a ,  it T ~ I L I S ~  bc 
i.m1ediatcly ~ t , . ; t c d , r ? ~ e s  somc d i f f  srcncc , If wc 
1951'-52 as  t h e  b - s c  yx.r t h c  Ce~$m's t?x E v c l m s  sl>ow nn 
h+nnsc by 11'5 ti~-qos a s  ag?2nat t h c  incrccsc by 16 timcs 
in t h e  Sta.t.tos' olrn tzct r ~ ~ ~ u c s .  ( ~ h c  t c rn~ ind .  yc?x 
con%inucs t.c bc: 1976-77.) It sllould b e  added th3.t 130th tile 
Fif th  a i d  SixLh Film-nce Cmiss io f i s  took nctc of the  f a c t  
that tlic S t a t c s t  tzx ravcnuos h?d boen e,xp,ulciing crlr.~ost 
as  f a s t  as  t h c  Cantre' s tax TCVC~?U~S ,  G f  CC'S?SC, both tli,:? 
Fina~icc Cornissic;? 3id. so with a vicrv t o  rcbuttir1,y tho 
argumcrrt zone-tirocs ?.dvn~~oc(: t jmt  t ho  St-rtcs'  sourccs of 
5,ur remin).c c r c  ii-&s4;ic (Scc pages 83 nnd 6 rcapec t ivdy  
of tho  FiFih . . ~2x1 Sixty Finnncc Coiluinsirnls' .%ports.) 
not t o  enhasisi;>g thl:?t tho  St-550s' t ~ x  p c r f c w ~ ~ c c  c,ulr,ot 
be seid  t c  12c rc I2 t ivc ly  l c s s  cnccurc@ng. 

5. Tlicrc Cots n x i s t  :I feeling m1011g -;-the S t - t e s  t h z t  t l x  tcxgct5 
of .d&?bioi?l t r ~ i ^ ~ t i o i l  crs no-t sdt f o r  t h c ~ ?  7.s ol?.jcctivcly 
cs i s  ortcrl nssumcd. It i s  f c i t  tint thc  s i ze  of a Stz tc l s  
p l x r  u l t ~ . ~ . t c l y  dctcrnklcs i t s  t - r~ ; e t  f c r  s.dditionKl truc~.tion. 
Tho in t c r c s t i ng  p ~ r t  of t h i  sccc,u'io ua1cl11y- i s  th7.t tl% 
S tz t c s  t c i ~ d  t o  ?.SIC f o r  higl~cr-sizo pl%?i-~s with a v i ~ w  t o  l?.yinc 



.claX+:; ,on lcz&r ::entrd ,assistance but cnd up, . wh.lectivel.y, 
h~vr'.:?g hi&or CJitioncL t a x  t.-egcts t o  f u l f i l l .  All thc some, 
LEI 1.:'; shS.1 scc ;mescntIy, the complaint about omr-targeting 
is.i-::t borne oui; by tho ccxpcricnce of tho plans subsequent 
t o  tilo F i r s t  Plani~. 

6 .  ~ ~ d c . ~ ~ m d  ~ o ; r i i s  a r* na tc r i f i  which i s  important both 
in S t e r - s t a t e t r a d e  .grid d s o  f m n t h e  point of view of the 
consllmrs or industry. Chapter I V  of OOL. 111 of thc 
Com;.:ssionls Repert spells out i ts  mcom~endations in this 
rcgc~d, 

7. Sovcmd ways means ham bocn devlsed by tr& t o  avoid 
pLw:;nt of t b i  Cdntr,d s,dcs tLm on s a l e s ~ m r o s s ~ t h e  State 
hoe -.rs by como~~CL?~ng them as non-tcxable t rmsfers  ard , 

t h i s  has assumcd scr ims proportions i n  terns of tho . . 
ma@:ltudc of t m  avoidance, for  a t  leas t  some of tho Statcs. 
Theit there i s  seopc fo r  dressing up.intra-.S.to%c s,-lcs Li;. 
intc !?-Sta.tos solos where the ra tes  applying on the former 
- c  lli&oa, (Soc Report of the Kerda State C d t t e c  
on C2modi'cy 'Toxa-b5 :nj T976 .) . It is f o r t a t e ,  i n  a sznsc, 
tha-;. tho Toxatioii ErJ;Nry Cornmission (1953-54) recomncnded 1 

als; that  the ~~&ministrz.tion of the Centn l  s d c s  t ax  should 
be c'zl!lcgatcd t o  the St?.tes. Otherwise, the lecakngcs in 
rcv6c.mc m i & t  wcll ham been much larger than to-dcy. 

8. Ropc%Y of The Finmcc Corm~ission, 1969, pages 38 t o  &. 

9. Rcpc-.t 'of thc Comittcc on Cmmdi% Taxation, Government 
of 1: :rz&a, 7976, pa-?. 5,.24 ; ' . 

. . 
10. 'Phe ":lx&ic:l &viry Cordssion (1953-54) h-? d s o  considcrcd 

t h i s  ~ & t c r  of the intorcsts of t h e  cnnsunlcrs within a State 
,and ..:.,am t o  tho- .Following conclusion:;. . 

"Assvming tha t  no such policy (c. e. s t a t ~ s t o ~ y  price 
control or pricc 3upport) i s  s ignificmtly affected 
3y ssilcs tLw, and assuming further that  s d c s  't,m is 
not utilis35, f o r  c x m ~ l o ,  as a spccics of intermam. . -.. 
tL&f f t o  -:rcattc subst<&i~l  price, diffpronti,als in 
favour of om lint of production as against xlothcr, 
therc i s  r.o rea.son w b  o Statc should not dctcndne the 
rmsc  . ~1.l ra t  cs of i t s  8-16 d -t?x; :C!ler..Lxi$ . :'cC: 7:f which 
r o d s  en i:s x a i d c n t  .c.-:-.x? :LTZ t!?c - ~~U.;~tic.q,..Cf:: 
d!7ich i . ~  :..:Ac. frcn i ts  qs iden t  dofleni". &PO*, ' 

Vol.111, page 51. 



11. Botwcen the t e & d  of tho f ive qu izuemia  i n  thc 
25-ycrrrs period, 1950--51 t o  1975-76, the  tics of transfers 
f r n ~  +':s r:~?ttrc t o  tilo S t a b s '  t e t d  revenue on current 
account h~.vc boon as undcr: 

States' Ccntml C & m l  T&dl  
Ycar t o t a l  re- trnnsfcrs trawfcrs Centrnl 

vcmc on on cum& o~ onpita 'tmmsfers 
currcbt account account 
account - - . .. . - -- . - 

Noto : 1 . S k t c s  cad U n i o n  Territories have been talccn 
tugcthor. 

2 C - ~ q t r ~ d  t r w s f c r s  on cur-.cnt acean t  includo 
(rq) ch'md t,m rcccipts (b) statutory gr'ults 
e_nd (c) other grants transfers. 

3 Cantrd t rms fc r s  on c ~ p i t d  account reproscnt 
gross lams mrde by thc Centro t o  tho Stntcs cm 
vnriol~.s acecl~nts. 

12. I h d  c ~ ~ - l i o r  f,lllon comphtcly f o r  thc argument that grants 
against spacific schcms of dcvolcpmcnt c,m b; loss wastcf'ul 
than t ;c-~~r. l  ~lrw-ts. I an not a t  ,dl certc.in that tl?is i s  
so. I liavz ca:e across f a r  mom wnstc i n  spcliding, a t  both 
Centr,al a13 Stato lcvcls, whcn funds arc earmarked than wh~n 
the ridas pclmit f lexi5il i ty.  

13. Hcrc I :XIS'; ~ c f o r . t . o  tlm Roport of the Sk&h Finpace 
Ccmnlissicn, t o  which I was a signlrtow, because th i s  w a s  
a major ar!v:icilt -?.dvanced t o '  r c  ject tho plca f o r  writing 
off thc o~Astc.ding Central locns t o  tho States: 



';To ,-L:dco c c o q ~ w i t c  xiar ~f ~@&lriil m d  Statp 
finm~i'ca, .;t i s  6mo that the, cl.e,?ramx 6f the dobt 
1iabilitio:i  of St~tes.  tg t& Ccntro in wholc or 
pist i~roulc? l m e -  m&c r " q  dXf£crence t o .  the ms- 
pasitidn,' But t h i s  ;Lnd s h i l n r '  orguncnts ir, favour of 
-&&@.eff .@ajerl@eed 0 n ~ -  kg,@&& -po&tt. ~ c o v o ~ c s  
o f  oxd ' loe~~e? entt6fo fi&o bcritro t o  re-lend tho m n d s  
so "rir?!$gcd -to %&toe 012 t ~ i c  basis if cr i te r ia  that  
cair ~ S Q '  h i s o d  fm tzmc t o  ti:,ae t o  promote c c r t n i n  
i%%isis;L prioriticg. Snd t o  bring abowt k progressiaa 
reduction of rn~.ox& di3pcu5t5ast1. (P e4) 

E-'. bamojlts .fi -Ohc text ~ E m d  be t&&d bp W q  of self- 
c k ~ c i s n  rclt?ldr than a$ .w attcnpt t6 f issociate -3 
Lo2*,&! t l ~ o  i b o ~ c  Rbvort. ' 

j;i&; p.& &&ost . . E a p ~ ~ i b n ,  . ehd l o tu t  mph.~I?ts  c~ntribtl ' i .~~d to 
%'llo ? e ~ m _ l c d  'noi31.7m.@-in 19°K)-71 *sn they c o ~ r i s o d  27.0 
r r  ecni af t,:..; t c t a  MsoW6,c tmnsfer  maio frm tb 
~~n~~ to klw s%gtes. Itho, so%esponding proportion f o r  
t:3 &her tcW1aJ. yazxs o C h o  q"j;quamir yem : 1950.51 

1955-564 (6.3$), ' ~ 9 6 ~ 6 1  14.3); 1965766 (18.9$), 
1 ~ 7 ~ + 7 &  .~(?9 ,~yL). 
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