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' CENTRE - STATE FINANOTAL RELATICNS:
Heassessment of an 01d Model

I1.8,Gylati*

The air is now thick with the talk about the forthcoming
changes in the Indian Constitution, The major changes that are
gurrently attracting interest, and quite understandly so in the
present political climate, coneern the relationship between the
Judiclary on the one hand and ‘the exscutive and Parliament includ-
ing legislatures in the States on the other, One cammot but be
conditioned By the developments in onets enviromment in recent
past, '

The gquestion of Centre-Shate relations in general, have
figured somewhabt in the current discussions ,1 but not the question
of finangigl relations between the Centre and the States, Only |
very recently has an indirect reference been made to this last
question and that tee in commsetion swith the appointment by the
Central Govermment of the Committee .en Indirect Taxes,

I propese to dsal here with the question ef Centre-State
Financial relations, because I feql 'bhat it should be of consi-
derable interest in the wider comtext of today, however subdued
the refererices mey be to these relations in whatever debate and
discussion are curréntly going on, But the proecedure I have
adopted is to first to go back to a 'model! of Centre-State

financial relations thet I myself tried to develop some twenty

* T am grateful to K,N,Reddy, K.V.Narbiar and P.B,Dhawan for
helping me with ideas and suggestions on the subject,
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vears back and then ask myself how wvalid that model still is.

If in following this procedure I speak 2 lot in the first person,

T agk for the readers! forgiveness,

In 1956-57, T was considerably impressed by the need for
end the requirements of planned national developmént. I was con-
cerned about the wastes '"likely to result within & country if the
soverrments of the different federating units ma- decide upon
different economic objectives and therefore pursue conflicting
policies - policics which might retard the achievement of the
nationsl optima’, I argued on the general plane therefore forsronter

and greater co-ordinaticn of p@licles between the govermments st

varicug lewels in the country and against financial exclusivensss,

iiore specilfically, I argucd for the Centre "to underteke the
entire tax effort™ for finarcing the plans beceusc the expericncc
then seomed to me to suggesh that the Central Gowvornment is in »
better position tro »ut in the roquired anevat of tox effort’ whercas
"the States them s are unsble te mateh their tox receipt: idith
tlelr oxponditures to the extent tnot economic considerats ~»s reouilr
such matehing up',  That led me te ask for "the exteonsion of the

concurrent jurisdictior of the Centre over the prescnt States taxes',
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. My judgement was based primarily on the performarnce of the

Stateé, taken together, in the matter of raising additional
taxation towards the financing of State programmes and schemes

under the First Fiw-Year Flan, To quote from my ecarlier paper:

"Aggording to the financigl- sokemes of the First Plan

the States were expeoted to raise about Rs.230 crores

(the figure actuelly giwven in the First Plan is Rs,232

crores) fron additionsl btaxation, The actual receipts
frow additional baxation during the five _years are -
egtimated to have been in the wicinity of Rz.£0 crores,

During this period, the States increased thelr expenditures
not covered by the schemes in the Plan, ........ 45 a
result therefoxe, the actual contributions from the States!

tax revemues to the financing of their Plans fell far

short of the estimates®, (Parentheses have been added now. )

/States' Borrowing/

In regard to borrowing, my position was thet under the
Congtitution the Centre already enjoyed effeetive contrdl over the
States! borrowing operations, What was actually being done, uamely
the Centrets alloecation eof thce credit market to itself and the
various Stetes when the time was appropriate to floe% loans, was un-
nocessary- as well as somewhat inefficiont, the labber because of
the higher intersst which the State loams invaricbly carried as
compared to the Central loans, So I urged thet the Centra olone
should Fundertalce the entire borrowing opérstionst.

' Of coursc, the above suggesticza__ or: borrowing was made alongsi’c
the suggostion thet the transfor of i"um's fromr Jc.he Centre tn the
States sﬂould be mode in the form of grarltﬂ axl no% loans, It wns
not spelt ocut by me clearly-ho;-rever whothor a1l transfors from the

Centre to the States should be in the form of sraxts or omly
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transfers over and above those alrecady provided fop 4. hE
Constitution in the form of tax sharing and grants-in-gid.

Perhaps it was the latter only that I had. then mind,

/The O1d Model/

So the sort of 'model! that I possibly cnvisaged then of
Centre-State Financiel relations could be said to have as its
major olemerts ( 1.) a divisiox;l of tax sources whereby while the
Centre would have axclusive jufisdictiw. along with thg States over
sciame sourceé it will 'also_- hawe concurrent jurisdiction along with
the States over tho rest of the tax sources; (2) an uﬂaﬂ:ter';ed
division of exponditure functions; (3) exclusive jurisdiction of
the Cenbre over borrowing amd (4) transfer of funds from the Gemtro
to the States in non-repaysble forms.

How far do I how subseribe to this model, It is to this

question that the rest of this paper is devoted;

IT

The fact that the reverme they actually raised from additions=l
taxation for financing the First Plan fell far short of the target
originally agreed upon E;r the States - achieovement was hardly
35 per cent - was the most important consideration which led me to
conclude* that the States could net be  dopended upon to harness
adequately the teax sources assigned to them under **»~ Constitution.
One question that imrediatcly arises is whether it was right to
base 1 judpement on the-States'! peorformance relative to the target

gset for additional tax effort to finanee the Plan, Whether the



five-ycar period was toc short to rush to conclusion on such an

important matber as the division of tax powers botween the Centre

and the States is also a valid question that could justifiebly be

raised,

/States’ Tax Porformencc/

Before trying to answer tlie above questions, let us look at
the States' tax porformance over the past twenty five years or so,
Then it should be ezsy to sey vhsther or not either additionsl
taxation alone is enoush to judge the tox ﬁcrformance of the Statcs

or a five-yecar period is nolb too short a period to arrive at a

judgoment in this rogerd,

Tt can be secn from the accomparying table on <Goowth of
Central and Statc Tax Revomes, 1250-51 to 1975-76, that, teking
1950-51 as the basc ycar, whiio the total tox revenues of the
Central. Goverrment ircrcased by o 1ittle over 18 times the own tax
revernios of the Stenes (i... Zthout including the rcvorues devolviﬁg
to then froﬁ the Comtre) inercrsed by o 1ittle over 17 timeﬂ.L
In hoth cascs, 1976-77, the yoor £ which only Budget Estimates

arc availablc, is taken as the terminal year.

Fven during the five-year pericd of the First Flan, howewver short
onc may congidor -~ it to bo in rotrospect, taking the twq terminal
yoars, 1950-51 and 19’ 5-56, “h: ratc ¢ growth (26%) in the States!
own hox revermes wos somewhot higher then thet (2197 in the Conmtre's
tax fcvcnnos. Thuc, 1f one were te have judred the performance of
the Statcs on the kbagis of the vote of growth of their om tex

revemies, the States could not hewe come cut bedly, not even on the

basig of the rat: of growbth in the five yonrs of the Tirast Plen,
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Crowth of Conmtral and-Stabe Tox Rowomues
: 1950-51 to 1975-76

- _§£tral Tax Rovermies . _States! Tax Béggpﬁes
car Amount Rate of  Amount Rate of
(Ra,crores) Growth % (Rs,crores) growth %

1950-51 405 : 215
1955-56 436 20 283 32
1960-61 910 87 456 61
1965~66 2061 126 865 90
197071 3207 56 1528 77
1975-76 (R) 7470 133 3317 117
1976-77 (B 7837 3731

Notes. 1) Cenbral tax revemues include full procceds of the
taxes which arc sharable with the States. - ’

2) States' tax revemues are the corbined recoipts of the
Statc Governments from the tex sources which are within
the States! jurisdiction and do not include tho procceds
of the sharable Central taxos which are transferrcd to
them from yzar Lo year, ' '

3) Rates of Growth arc worked out with respect to the
" terminal yeor of the preceding cudnguennium,

4)  The figurce for 1975-76 are based on the Reviscd
Estimatcs for that year prescnted along with 1076-77
Budget Estimates,



Se tHo questicn thet r,-aj_'Ly hag to be answered is whether
it woo right to toke o.dditionrﬂ. texetion as the erdtoricn of the
S{:c'.rbcrs', tax perfernmanc:, As a generol ﬁi‘cpositioﬁ, it will havo
to lbc 'grolltcd that t-rgets of additicnel 'bo_.xation ho.vﬁ o rclovancs
of thoir cwn in tis centext once it is gram:gd thot theoy are
possibly st v the Statos oz woll as the Cortbro , after oxomining _
cach tox source, its varicus charo.étcristics , particularly these
cnn which hinges the scopo for roising a"diﬁiuned, rcvcmol, and the
, lovol upto which it hns bc‘on topred alrecady., Alsc ns bctwc;cn differomt
States, the teorgets for addiﬁionzﬂ_ toxatin arc pessibly fixed
taking into accowt difforcnces not only in their levels of oxdsting
toxation but alsce-in tho_structuro cf their cconrmics, ~.'30"(‘:-:!‘1 )
deductive level, the rclovance of conparing the achicvenont with
the terget of additiennl taxoticn hos gct tc bo accepted, One con
still. try to roisc dou‘:)ts chout the objectivity of target fixeticn

) T I
and thercby question the validity of the above -ccnpn.riscm.)

Lot us however go back to the facts first of the pericd of
the Pirst Plan and then of the yoors to £ ollow, Thc Statos! own
toxr reverues grow ot o rote highcer thoan the Contrets; still
they fool miscrrbly shert of the f Plan trrget, In the fellowing
two plrm pericds vhilc the rote of growth of Stote tox reverues
was lewer thon thet of the Cortrels, tﬁc trrgots of additicnal
toxotion wore fully cchicwed by i'h\, Strtes, During the five yoors,
1965-66 to 1970-71, the Strtes did botter thon the Comtre in rogard
to the growbh of box rovermos but in the subscquent five years

P

ending '19'75-76 the Cembrels perfornonec wos a 1little better,



Thus it would sppear that the targets of additionsl taxation in the .
First Plan were set too high for the States; this camol be said of -
the targafs set thereafter, There can be no deubt, therefops, that
if was quite-résh on mf'ﬁéft tohéonclﬁde on the basissefiﬁhg limited
expérience in'ﬁhﬁ First Planrperiod that thé-Stgtes could not be
depended u%on'to‘faise‘thé targeted tax revemueg f@r‘ﬁﬁg‘pians in
the fubure, In.thé plan-periods.to follow the States were actuslly
able not only to realise their fargets but also to keep shoplder
to shoulder withf£hb Certtre in-fégard to the rate of growth of bax
?evenues; So‘on,tﬁe bagis of fheir performance in regard to tax |
effort over the past twenty five years the. States, taken together,
cannot easily be famlted, In fact, oonsiﬁer%ng the division.of tax
sources between the Centre and the States, one might justifiably
argue that the States! tax effort has been much more commendable
than is suggested by 1t comparison with the Centre's tax effort,
That being so, the rather sweeping suggéstion I made for the
extersion of the Centre's concurrent juriédiction over the tax
gources which the Constitution originelly assigned to the States

does not gtand scrutiny,

But let us bake note of the other possiblé arguments that
mighﬁ still be put forth to giwe some over-riding powers .- powers
which might not go as far as the extension of concurrent jurisdiction-
%0 the Centre with respect to the tax sources now belonging

exclusively to the States.



/[Erguments for Urdiformity/

One argument quite often advanced, in particular by trade
and industry, has been that the territorial division of tax

jurisdiction had led to disparities in tex rates and regulations

énd that fhese disparities distort the pettern of inter;State

trade, This argument is particularly made with respect to sales

tax which today accounts for over 508 of -bﬁe States! own tax
revermues, The Taxstion Enguiry Commission (1953-54) had taken note
of this complaint, in all its facets, and come to the conclusion
that while”centralisatsrn of sales tax must be rTuled out®, the
Centre might be, given power of hoth taxing saleg or purchases taking
place in the course of inter-State trade and also imposing restri-
ctions ‘on the taxastion Ly the States of !'declared goods?’ As a result
of these recommendations, the Constitution was duly amended and

the Centre given the necessary powers. Thus today inter-State

sales are subject o tax urndsr only = Central legislation and
tdeclared goods! can be taxed by the States at rates not exceeding
those laid down by Pafliamént. Bt at least one consecuence of
these steps has heen that fhe States, in particular those growing
industrial raw ﬁaterials for gale in other States, find themselvas
congtrained rov@ﬂuo—wisé in regard to not oniy the rate they can

charge under the Central legislation but also COVCragO.7

But this trend towards extension of Jentrel jurisdiction
over Stote taxes did not stop there, In 1957 was cnacted o law
whereby the Ceéntre would levy addibtionel excisz duties on textiles,

sugar and bobacco - described as goods of special importance - in
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lieu of sale taxcs levied by the States. The proceeds of these
excise duties were to bé distributed among the States. The
principal argument adduced in favour of this step was not to
secure uniformity in rétes but the convenience with which excisge
duties could be collected at the point of production with minimum
scope for evagion, Bub it is inﬁeresting that when this cxperi-
ment camé up for review after ten yenrs the Staotes were generally
oppored to its conmbimuation on the ground that“they had suffered

loss of potential reverue by surrendering their right to levy

sales tax'..

A1? the same, therc exists today a very strong and influen-
tial lobby‘fqr putting further constraints on the States! powef to
impoée sales tax, For insténce, it is beihg urged that the rates
of sales tax should be made uniform for a long list of commodities
throughout the country. Since inter-State sales are already
sub ject Lo uniform taxation and since the mo jor raw materials
cammot be taxed at rates exceelding those 1aid.aown by Parliamcnt,
evidemtly the current plea for uniformity in sales tax rates is

being made with respect to intra-Stote sales,

The case for uniformity now reosts lorgely.on the .grounds (1)
that disperities in the taxation of even dntm-State sales cause
distortions in the pattern of development and (2) that these
disparities placc consumers in the States charging higher rates
in a relatively worse position than others, The first argurert
ignores that disparities in tax rates mey quite appropriately

be uscd as o fiscal device to influence the pattern of regional
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development in a country of India's size with wide inter-regional
disparities in the levels of income, employment and industrialisation.L
As for the conSUmer;?‘thé argument in favour of uniformity ignores
that the composition of the consumption basket wvarics quitc
considerably between different-parts of the count%y once you leave
out the few very basic csscntizsls, Also, it is overlocked that at
the State level the choice can often be between slightly higher
priced privafe goéds and low-priced or frec public goods like
edueation, medigine and public health sc thalt the éverall position
of the consumers in the State with higher rates of taxation may be
no worsge off compared to that of the consumers in othgr Sfatcs.
In fact the overall position of the consumers in the former State
might well be rel-tively better in terms of total welfare if we can
assume a morc egual distribution of $ub1ic goods than privatc goods,
A third point agningt attempts ab sccuring uniformity in the rates
of ssles tax on a wide range of commodities iz that itlwill
considerably restrict the States! freedom of action andl might
virtuolly %ill 211 initiative oﬁ their part, How could anyonc then
accusc the States of not tapping their toex sources adequetely? |

In fact, o point that can appropriactely be raiscd in this
context is that while the States hawve done rensonably well so far
in tapping their tax sources, they have still become [inanciclly
quite dependent on the Ccntréz This could evidently have hapnened
because the States expenditurd commitments have tended o e pand
abt least as fest as their tax and other reveruesz, Could nct this.

be in argument, onc might ask, in favour of a shift of tax powcrs
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exactly in thé opposite d:r.rcct-:l.on, Tec. in favour of the States,
to re-cstablish a bettcr balance betwecn the States cwn-reovermies
and expenditures?

On the whole, T =m now inclined to the view that there is
no -cage for a shift in favcur of the Cenbre 1n the present divisi-n,
of ‘tax powérs. Nor is there a casz for placing any further
constraints on the States' tax powers, To say this is not at all
_'t-.o arguc against greater co-ordingtion among the States, and alse
botween the Centre and the "S'_ba'bes,‘ 1n such spheres of taxation where
there is either overlap of where they can mutually benefit from

each other!s oxperience,

- III

On borrowings from the 'publlic , the view I had taken earlier
was, as already stabed, tust the Centre alene should underteke the
entire borrowing operaticis., I tock this view lirgcly on tho
grounds that (1) the Consbitubtion clreedy gave to the Cenmtre an
overriding control cn the States! public borrowing and (2) in
ac'tuél practice the States have got to teke only what the Contre
allocates to them. So why continue with a fiction?

True that public borrowing is & major instrument of monetoary
and fiscal policy available t6 any government and that since thoe
Contre has the sole responsibility of deciding upon avvropriatc
policy onc could possibly argue also for vesting borvowing completels

in the Centre, I did not, howewver, use this as an argument for
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the Centre to assume complebe responsibility for the borrowing
,_Q:pez_‘tations for the simple reason that the same argument also
applics to taxation.’ Taa#a.tion-is another major instrument of
fiseal policy but in a federsl seb up no onc has ever suggested
therefore that it should be vegted altogether in the Centro.

H T could add however ancther additional argument in support
of the suggestion for ;:errbmlisation of public borrowing, A
major component of mublic borrowing is what is usually referred to
a8 market borrowing and to the cxtont that the so-called marked
tends to favour the more advanced States, tho case would be
stronger for certralised borrewing which is sharcd equitably bet~

wepn the varicus States,

This brings us to the question of the States! sharing the
_pmaeds .of borrowing. I am no-J.o- concerning myself in this paper
W:H:h the principles of sharing, be thoy proceeds of tlaxation or
borrowing. I am concerned here with the form of transfer of funds
from the Centrc to the é‘ba‘bcs. 1 suggoested twenty ycars back that
thg}s_g transfers should toke place in non-repayable forms, tihrdt.is
‘the States shaulsd Lo under no ghligation to repéy to the Centre any

part of the¢ smounts tley secure from the Contre.

@Xiﬁ s

3 Proctico/

I hed antieipated three possible. argunents in fovour of’ tho
oxdsting practice of transforring a part of the resocurces from the
Coentre to tho States in the forn of loana:

"(a) Tho®™unds tronsforred in loons to the Stotos arc
mostly chtoirod by the Contre itsclf in loans from the

piblic and on which it incurs a certain liability
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in the form of interest charges in additsion to the
1liability for the repayment of the principal, (b)

The ligbilities in rerard to interest payment and the
repayment of principal deteor the States from venturing
upon wasteful and extravagant schemes of cxpenditure.
{e) 4And if the loans are spent by the States on

remuncrabive schemes: (in the restricted semse of yiclding

L

roverwe) it is only proper that the Centre should share

in the inceme from such schemes',

On examination, thesc arguments were found to be wenting,

As for the first, and.possibly the weightiest of the three arguments,
it was pointed out that a goed part of the Centrets borrowing could

comprise of deficit finaneing, In any case, the repayment of Central

loans %o the public will have to be phased in accordence with the
overall aggregate demand in the economy and not in accordance with

the States!. repsyments., The argument regarding waste could not be

meant seriously when hatlf or moro than half of the Central tra-sfers

to the States were alroady buoling rode in non-repcysble forms, This

should not be taken to suggest thot there is no waste but to control

it legislative, audit and cthor choeks would hewe Lo bz -nde more

12
offective against £11 forms of wasteful spending, A8 regrrds the

argurent about the Contre sharing the reverue from rermuner:tivo schemes

finrneed out of its funds, teo the oxtont thot thet the Stotes! schenes
yicld roverme, thic crhances their ability tc moct their cormitnemnts
\

without ocosistonee from the Centro, Sg the Combre cculd bo said to

share indirectly in the income from such schermes,
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Joutetamiing Dobt/

An objection that was not anticipated by me carlier could be
that at no point could things start on a clean slate. To suggest
now that all Central transfers should be made on a non-repayable
basis ignores that ot any given point therc would exist a backlog |
of outstanding dcbt which the States would be owing to the Centre,
Is it the suggesticn that only now tranéfers‘shmﬂ_d be in non-rengyable
form or that in eddition the outstzmdiné: debt should be written off? |
The loans of the past may or nay not have becn made in accordance
with the criteria which arc occepteble to-day, So if past loons
are recoverablc, it will a2dd to the awilable podl of resources with
which the criteria of today-can be promoteg't? But if this argument
were to be pursued to its logical conclusion” it should lead one to
ask that all Cenbrol transfers should be made to the States in the
form of loans boceuse the criteria which arc acceptable tomorrow
may not be the semc zs the critcri# of todoy. Morcover, to the
extent that the correction of past imblances in rescurcc trensfers
is ealled for it ceon offectively bo done through the allocation of
currently trensfer-blc funds without their baing sx}pplemerrtod by
recoverics of past Loans, ¥

'Thus evon on ro-asscssnont the viow expressed twenty years
back on both tHe contralisation of public borrowing and the transfor
of resources to bhe States in non-repgyable forms appears to be
quite valid. The .ajer change T would like to meke to my 'model!
of twenty years back ils to reseind the suggestion then made for the
extension of the concurrent jurisdiction of the Centre ovor the tax

sources assigned o the States under the Constitution,



CONCLUSION

To sum tp, the Coastitutional changes which seem to be callad

frr in . the Spherc of Contro-State rinancisl relations showld

bo. (i) %o glvo tho Contro alone the pover to raise loans and
(ii) e ohlige, at the samc time, the Cenbre to make all

-résource %:ransfors to the States in non-'rqpa;}rable forms. The
lotter would naturally imply that te the extent the transfers are
offected through the mechanism of grants and nhot tax sharing,

it will enilancc the role of bodies (Ha.s ¢.g. the Finance and
Plann:i.né Cormissicns ) which deeidc, or advisc, on the magnitude

of these transfors and thair distribution,
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NOTES AVD REFERENCES

The Swarsn Singh Committee (the committec set up by the
Congress Party to formulate proposals for nceessrry
Constitutional chongss) is reported te have suggested
the inclusion -of Edv%ation and Agriculture in the

¢ ongurrent List but the Party has decided to rotain

Apriculture on the State List.

According to its Terms of Reference, this Cormmittce has
been asked, among obther things, to review the existing
structurc of indircct toxes, Central, Stotc and Local,

in all its aspects, It can suggest changes, if any,
required in the Constituticn and relcoted tex statutes

tr dmploment whatever changes are called for in the cxdsting
structurc of indirect tazes, But the Committec is asked

to beor in mind ot the same time the revomce nceds of the
Centre. and the States,

This was o paper I came te write on Scchin Chadlmrils
ocncouragcment, He published it in The Economic Weckly

of Merch 22, 1957 under the title, Fedoranl Finance and
WNotional Planning, I mst add also thot what I am now
referring to as a model was prescented rother non-forme—
listically in tho form of o fow sumsestions on the
finencinal rolations botween the Centre and the States,

To call then collcoctively a medel now is clearly an after—
thought of today,

Even then, the choiece of the base year, it must be
immediately stoted,makes some difference, If we take
1957-52 o5 the base yenr the Centrets tox rowermes show an
incroase by 16 timcs as against the increase by 16 times

in the States' oun tax revenues. (The torminal yenr
cortimes to bo 1976-77.) It should be added thot both the
Fifth and Sixth Fingnee Commissions book note of the fact
that the States! tex revermos hed been oxpanding ~luest

as fast as the Contre's tax reverues, Of coursc, both tho
Finance Commissicns did so with a view to rcbutting the
argument concbimes advanoed that the 5tates! sources of

tox rewermc oarc indhstic (Sce pages 83 and 6 reepectivaly

of tho Fifth and Sixty Finance Comrdssicns! Roports.) ood
not to omihasising that the Stotes! trx performance cannot
be gaid to bo relatively less cncouraging,

Thoere doce oxist o feeling among the Stotes thot the targets
of additional toxabion ore nolb sot Lfor thom as objectively
ns 1s orten assumed., It iz fodt that the size of o 3totels
plan vltimetcly detormines fts torget for additionsl taxotion,
The interesting port of the scomario usually is thrt the
States tend teo nsk for higher-sizc plans with a vicw vo loying
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elain on larger Jenbrnl assistance but end up, collectively,

hav:g higher acditiorel tax targets to fulfill, A1 the same,
as v ghell secc presently, the complaint about over-targeting
is r.t borne out by ‘the oxperience of the plans subsequent

to tae First Plana,

A dcolared good is a raw maberisl which is importart both
in inter-state trade and also from the point of view of the
eonsumers or industry, Chapter IV of VOL, III of the

Comr .ssieon's Roport spells out its recommendotions in this

reogoid,

Sevoral ways and means have been devised by trade to avoid
payront of the Contral sales tox on sales:across the State
borizrs by comouflaging them as non-texable transfors and
this has assumcd serious proportions in terms of the

mag. ‘tude of tox aveidanee, for at least some of the States,
Thea: there is scope for dressing up. intraS-tate srles as.
intc-States soles where the rates applying on the former
are higher. (Sce Report of the Kerala State Committee
on fommodity Teseati m, 1976 .) It is fortunate, in a sense,
that the Taxation Encuiry Cemmission (1953-54) recommended
als: that the adminisbration of the Central sales tax should
be ¢clegated to the States. Ctherwise, the leakages in
revoaue might well have been much larger than to-day.

Repcirt of The Finance Commission, 1969, pages 38 to 42,

Ropc~t of the Committec on Commodity Taxabtion, Government

of ¥ -rala, 1976, parn 5.24 -,

The Taxabicn Engriry Commission (1953-54) hed also considered
this miatter of the interests of the consumcrs within a State
and :ame te the following conelusion: .,

"Assuming that no such policy (e.g. statutory price
centrol or price support) is significantly affected

by sales tox, ond assuming further that soles tax is
not utilisad, for example, as a species of internsl’ - -
tariff to create substamblal pricer differontials in
favour of enc line of production as against ancther,
therc is no reascn why o Statce should not determine the
ranse ond rates of dits B~1dd tox, therineid reer oL which
rosts ¢n dits rosidonb corivnas ayl the o)l seticn of
which ic wvle’ fron its rgsident dealers’, Report,
Vol,III, page 51, '
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Botween the terminzl yoqrs of the five quinquennia in thc
25-yenrs perlod, 1950-51 to 1975-76, the rntios of transfers
from *ho Contre to the Statest total revermue on curretth
agecount have becn as under:

Statcs! Combral Cembral Tobal

Yoar total re- transfers transfeors Central
wverre on  onl currwyt on capltal ‘transfers
currebt pceount, account
account

1950-51 “1,00. 0.21 0.16 0,37
1955-56 1.00 0.27 0.46 0.73
1960-61 . 1.00 . 0.38 0,32 0.71
1965-66 1,00 0,36 0.45 0,81
1970-"71 1.00 0.39 0.30 0,69
1975-76 1.00 0,37 0.16 0.53

Mote: 1, Strtesand Union Territoriés have beon taken
tugether,

2.:Centrml trensfers on curvont account includo
(2) shared tax receipts (b) statubory grants
erd (¢) other grants and transfers,

2. Contral transfeors on eapital account represcnt
groass lenns made by the Centre to the States on.
voricwus accoints,

I had ecorlier fallon complotely for the argument that grants
against spoeific schomes of development can bo less wastefuld
than geaer:l grants, I am not at all cerbain thet this is
80, 1 have cure across for more waste im spending, at bobh

Central and State levels, when funds arc earmarked than whon
the rulcs permit flexdbility.

Herc I s refor to the Roport of the Sixth Finence
Commission, to which I was o signatory, because this

o major arﬂurent sdvanced to rcject the plea for wrltlng
off the oubst.ndlng Central loens to the States:



1

iTo like o coml_.c»s:Lte view of Genbrol ond State
finemces, -t is trme bhot the clearance of the deobt

lisbilitics of hh,e States. bo tie Centro in whole or
part would hordly meke amy M,ﬁ.‘ference to.the rosouree
pogition, But this and simil
wribe-off overlecked one-importent point, BRecoveries
of dld Toeng ¢nsble the Oenbre to re-lend the emounts
so Toflided to States on the basis of eriteria that
cah e revised from time to tie to promote certein
nabional priorities and to bring about = progre.:slva
reduction of regional disparitiest, (P 84)

M gomments in the btext gHouwld be btakén by way of self-
ceitbiieden rather than as .an attempt to dissocinte mymolf
P~ Ehe abovo Renort,

The highost proportidn the lodn repryments contribuisd to

tio smoscallod pool ~wWes i 1970-71 when they comprised 27,0

7 cenit of the totzl resvurfec transfer node from the
Contre to the Stibes, The eorwesponding proportien for
'tﬂa other terminel yeors ofthe guinguennis were: 1950-51

%) 19;5-96» (6.3%), 1960-61 (14.3%), 1965-66 (18.9%),
rab 30030y,

or srguments in favour of
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