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Inter-State Redistribution Through Budgetary Transfers

There can be no two opinions that since the Independence
the access of the Central Government to the various sources of
finance, tax and non;tax, including all borrowing, taken together
has increased enormously, leéving the States far behind. But
yrecigely for that reason the scope for the Centre to effect some
redigtribution in favour of the poorer of the States should havs
increased considerably. The question we are concerned with in
this paper is whether, if at all, some redistribution was
actually effected fhrough the medium of Central budgetary

transfers to the States.

However, a word of caution should be put in that, in the
inter—rggional flow of funds, Central budgetary transfers are only
one of the media thr&ugh which finances get canalised from one
State to another. Nevértheless, as far as the Government sector
is concerned Central budgetary transfers to the States assume
importance not only because it is a major source of flow of funds
to all the States but also because it can, if seriocusly desired,

play an important corrective redistributive role, particularly



when the other media of inter-regional flow of funds, such as
commercial bank credit and institutional finance, have been

known to flow rather regressiwvely.

Much of the recent discussion on Centre~State financial
flows has osntred on the statutory t}ansfers effected under the
periodic awards of the Finance Commisgsions. The statutory basis
of the Finsnee Commissions and the quasi~judicial nature of their
awards after public recording of evideneces have understandsbly
~ enhanced the interest of the public in their working. But the
attention bestowed on statutory tranSfers has been somewhat dis-
proportionate to their share in the aggregate budgétqry transfers
from the Centre to the States. 4s may be seen frome Table 1,
statutory transfers under the aegis of the Finanee Commissious
9ccounted for only less than two-fifths of the aggregate bﬁdgetary
transfers dquring ths e;tire Pian Bra (i.e. from 1951-52 to 1956-7%)
Except during the Fourth exd Fifth Plans, its share was in fact
less than one-third ard were less than plan transfers. During the
Third and Fourth Plan periods and during the three years of Annual

Plang, its share was less than that of discretionary transfers.

Transfers under the aegis of the Planning Commission, i.e.
pilan *ransfers, accounted for another 30% of the aggregate

budgetary transfers when one cursiders the whole plan period



together. Howéver, if one lboks at trhe share of plan
transfers during va?ious plan periods geparately, it can

be seen that the share of plan transfers in the total
budgetary transfers has declined draatically. The trough was
reached during the Fourth Plan, 1969-74. Then, the share had
declined to less than a quarter compared to over 60% during |
1951-56. All through the period thereafter, i.e., ffom 1956

to 1974, while the share of plan transfers in the budgetary:
transfers was declining, that of discretionary; non-plan,
non~statutory transfers was rising. Only in very recent years,

1974-77, has the trend been reversed somswhat. During these

Table No.1.Cgntral Budgetary Transfers to States by
Tvpne and by Plan-periods, 1951 Yo 1977

) Plan Discret~ ;
Plan periods Statutory Trans-- - lonary Total
Transfers .

fers Transfers

First Plan (1951-56) 447 (31.2) 880 (61.5) 104 (7.3) 1431
Second Plan (1956-61) 876 (32.0) 1058 438.7) 799 (29.3) 2733
Third Plan (1961-66) 1542 (27.4) 2515 (44.7) 1566 (27.9) 5623

Three Annual Plans ( :
(1966-69) 1745 (32.8) 1763 (33.1) 1815 (34.1) 5323

Fourth Plan {(1964-74) 5317 (35.5) 3535 (2%.5) 6106 (40.9) 14958
Fifth Pian

first three years) : :

1974-77) 58%4 (50.9) 2880 (25.1) 2742 (24.C) 11456

Total {1951-77) 15761 (38.0) 12631 (30.4)13132 (31.6) 41524




. >es to Table, No.1i

Data for the First Plun under all heads, is from
the Report of thé Finance Commigsion. (1973) P.6.

Por statutory transfers, during the Second.and Third
Plans and f?r Annual Plang see Report of the Finance
Commission (1969) Pages 210 and 211. For the Fourth
and Fifth Plans data are taken from the annual - studies
of State firanees published in the Reserve Bank
Bulletins. Figures are of actuals except for 1975~76
when they are of Revised Estimates &ad 1976-T7 when
they are of Budget Estimates.

‘Data on Plan‘transfers for State Plans except First,

Pourth and -‘Fifth Plans are taken from 'Distribution of
Central dssistanee for the Fourth Plan" a paper submitted
%o the National Development Council and quoted by
B.S.Grewal in Centre State Finsncial Relations in Indi:
Punjebi University, P.235.

The discreticnary non-plan, non-statutory transfers

have been worked out by ourselves:. Aggregate budgetary
transfers are first computed by totalling fax shares,
grants and loans. Statutory traansfers and plan

tranafers (for State Plans) are then deducted from the
aggregate transferg to errive st non-plén, non-statutory
transfers. For data on tax shares, source is the sane

as under 2 above. For grants and lgans source is the

RBI studies. Figures for the years 1956-57 are assumed
to b Tue sare as Tor 1557-58, as the dots relating to
loars and grants for post-reorganization Btates are

not available for 1956~57. Thus, discretionsry transfersi
estimated by us as above, include lentral assistance gived
for Central Plan Schemes and Centrally Spcounsored Schemesy

Central tracsfers +to Unicn Territories are excluded.



three years of the Fifth Plan, not only has the share of the
sfatutory transfers forged ahead but alsc the share of plan
transfers has improved a little, both at the expense, quite
ﬁaturally, of discretionary transfers, Still, statutory
transfers alone have not aécounted for more than half of the

fotal budgetary.transfers. It should be clear therefore that

in any study of the redistributory role of the Central budgetar&
transfers to the States, centring attention on statutory transfers

. 1
alone will notlsufficeT/

IT

In order to study the:redistributory role of the aggregats
‘budgetarr transfers, it is necessary to have a Statewise break-
down of the_per capita transfers for the period undef review.
Table 2 gives this breskdown for the two decndesz, begining
howeﬁer with 1956-57. Satisfabtory,‘oomparable Statewise break:
down of the budgetnry transfersg for the period 1951-56 was
not possible to make principally because of the re-organisation
of States ih.1956457; hence the exclusion of the vears, 1951-52
to 55-56, the firét_five yeaxso; Plan Era. For the period,
1856-57 to 1976-77, the table gives senarately the transfers, in
absolute amounts as well as in percentages, under the three
m&jor categorieé identified above, nanely, statutory transfers,
plan transfers and discreti cnary tra- sfers which together add

up to gross per capita transfers. These figures are gross in



Table 2: Category-wise Central Budgetary Transfers to States, 1956-771

-6 -

Rupees per capita.

% Deviation from svepage

States Statutory Plan Discreli~ Total Etatutory Plan Discret- .

onary ionary Loual
Punjab 241 278 316 835 82.5 118.8 127.4 107. 9
L2TYyENE 232 291 327 850 79.5 124.4 131.8 109. 8
Maharashtrae 284 172 Ze4 720 97.3 73.5 106.5 93. 0
Gujarat 288 231 250 789 98,6  98.7 100.8 99 .4
West Bengal 318 186 306 810 108.9  79.5 123.4 104. 7
Gr. A 269 206 281 176 9%.0 88 113. 2 100, 3
Tamil Nadu 261 213 191 665 89,4 91.0 77.0 85 .9
Kerala 382 291 248 521 130.8 124.4  100,0 119 .0
Orissa - L4617 308 314 1083 157.9  131.6  126.6 139 « 9
L€ 495 402 519 1414 169.5  170.9  209.3 182« 17
i arnataka 291 249 262 802 99.7 106.4  105.6 1056
Andhra Pradesh 303 237 281 821 103.8  101.3  113.3 106.1
Gr., B 337 262 274 373 115.4 112.0  110.5 112.8
ttar Pradesh 252 216 163 631 86.3  92.3  65.7 81«5
. “iasthan 340 310 483% 1141 116.4  135.9  194.7 1474
i'adhyaFradesh 246 250 180 676 84.2 106.8 72.6 87 .3
T ihor 249 207 210 666 85.3  88.5 84.7 86. 0
or. © 262 222 216 710 89.7 99.1 87.1 91 .1
11 States 292 234 248 174 120 100 100 2
“stes: 1. Sources of data are zs Table 1,

2. Data for States, which were reorganised again after 1956-~57, have been
computed

by dividing the cgmposite States' figures by the reorgarised
States' population.

3, Per arriving at the ner capita figures, 1951 populatiorn hss been used

ior the Second Plan, 1961

Plans, and 1%71 population for the Fcurth & Tifth Plans,

‘mpulation for the Third ard the three snnual

4. Mo correction has been made for changes in prices between Plen periods.



115383

two ways. .Firstly, in so far as some transfers are made

in the fOrﬁ éf loans, they involve repayment at some future

date. In that sense the difference between gross and netv per
capita total transfers represents, in the case of each State,

the repa&ment of Central loans by the concerned State during

the period. Of course, the repayrment obligation arises only

when a transfer is made in the_form of & loan; so it arises

for blan and discretionary transfers and not for statutory
transfers, nc part of which takes the form of loans. Seccndly,
they are gross in the sense that we do not take into the
contribution of each State to the Centre's resources which are thon
re = transferred to the States. While in theory nctting in this
sense is probably far wmore important than netcving in the first
gsense, it is also far more difiicult. There are severnl probleoms.
It is true that under the present scheme of dispensation B0

of incometax revenue is distributed awong the Sitates and it is
possible to know the cortribution of ezch Stnte to the Contre's
revente on this account. But it is less sasy to identify the
contribution of eacl State to excise revenué. Hore irmnort-

:nt however is the question not only abou® the roles assigned
to inceme tax and excise in the transfers to the States bHul
also about the respsctive roles of ftax revinues on the one hand

an¢ other sources of Central finance in this regard. Our

present exercise circumvents all these guastions.



| States have been ranked, in Table 2 and all subsequent
tables, according to their per capita domestic product (SDP)
in 1967~70 and then classified into groups according %o the
distance of their per capita income from the all-India average?x
411 States with per capita income above the national average
by more than 10% are inciuded in Greup A. States whose per
capita incomes are witﬁin 10% "of the natiornal average, on eithew
side,'are inc uded in Group B. BStates in Group C have per capita
income below the national average by more than 10%. In none of
these thres categories are included the six special category
States, which, for various reasons, got dispensations on the
bagis of extra-ordinary oriteria.Z/ Bxcept for Jammyu & Kashmir,
all these Stateé are relatively new Stgtes. At leasf three of
them were Union Territories till 1971. We have. excluded these

six States altogether from practiecally all our discussion of

inter-State d.stribution of Central Ludge*ary treusfers.

The per capital Centra budgétary transfers to the six
Special category States, as a group, works out as KRs.2674
during the period 195%6-57 to.1976—77, which is mcre than thriac
the corresponding average of Rs.815 for all the States including

these six States taken together.

It can be scen from Table 2 thnat as between the 15 group
4, B and C Sftrtes, psr capita Central budgetary transfers received
by the last four low income Stsates, was below the average for

211 the 15 Stztes taken together. (We refer hereafter to this

average as all-States' aVarage.) It can be seer further 1hat



the per capita receipts of Group C was below the all-States'
average with reséect to each of the three types of budgetary
transfers. However, the bulk of the total shortfall of the
group from the all-States' a&erage_was,accounted for by
statutory and discreticnary transfers, 47 ang 50%
réspectively, =o that . 97% of the absolute gap in the per
capita bu zetzsy traunsfers to this group was thus accounted for.
Plan transfers to this group came the 'closest to the all-States'

average for this type of transfers to the States.

Among the low income States, however, Rajasthan reccived
budgetary transfers at a per capita level much above the all-
States' average. And preciseiy for that reason the group per
capite receipt of budgesary transfers is somewhat misleading.
Thus,.While the group's shortfall works out to enly 8 per cent of
aggregate per capite transfers,lthe shortfall for the three States,
other than Rajasthén, in Group C, ranges between 1% per cent and

13 per cent.

Middle income, i.e. Group B, 3tates, taken together received
the highgst quaentum cof per capiiz budgetary transfers, 13% zbove
ne average for all the 1% States. Once again, the statutory
transfers accounted for 45 par tent of the absolute excess
of the per capita receipts of this group over the all-Siztes'
'éverage, Taken separately, tﬁe range of deviation is rather
wide amcng the States in this group. While Assam's per capita

budgetary transfer receipts were 83% above the all-States' aversge.
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The high income States, as a group, received budgetary
transfers &t a per capita level which was slightly above the”
all-States' average. When one disaggregates these transfers by
type, however, one finds that while the statutory transfer
receipts of these States.were close to the all-States' per. capita
level, plan transfers were 12% below the all-States’ average and
discretionary transfers were 13% above the all-States'’ aver@ge.
Taken separately, the only State which fell distinctly belowwthe
all-States' average was Maharashtra, though interestingly,
'Hahérashtra did reasﬁnably wall with respect to statutory and
discré?ionary transfers; in fact it was its shortfall on accdﬁnt
of plaﬁ.transfers, far in excess of overall shortfall, th3t ﬁiped

cff its gains under statutory and discretionary transfers.

Viewed somewhat differently, though only 6 States fall
short of the average per capita transfer receipts of the 15
States taken together, of these & States, while; Maharashtra agd
Gujarat belonged to the top and Tamil Nadu to the middle income

groups, the remaining three belonged to the low income group.

Let us examina the case of these low-income States a
little more ¢losely. Bihar, the State with lowest per capita
income, had the second largest shortfzll in per capita budgebary
transfer receipts with statutory transfers contributing 46 per
cent and discretionary transfers ancther 35 per cent of the

shortfall. Uttar Prgdesh had the largest shortfall, 59 per cont



of which has accounted for by discretiouary transfers and

the baiance of which was shared by étatutory and plan

transfers in the ratio of 2:1. As for Madhya Pradesh, its
short fall on accouant of discretionary transfers (69¢)

and st.atutory transfers (47%) was nade up partly by plan
transfers which exceedcd the average per capita level for all
‘the 15 States taken together. It should thus be obvicus that
noe %ne category of budgetary transfers can be entirely blamegd
for less than average;tranéfers to the three low-income States.
Each of the three categories is responsible for the short fall,
In this context it is~appr0priate to note once again that going
by Group C's shortfall in total per capita budgetary tranﬁfaré

and its distribution over the three categories is misleafiing, in-"3.oig
. N g

L™

that it would almost eionerate plan transfers from thevcharge of ;

‘making regressive transfers. On, closer examination, however, ;A
it turns out that even plan transfors have not tended to be as fﬁﬁ‘ﬂﬁgﬁé?
equitable, or as less inequitable, as the comnarison of Group C's

figufes with éorresponding all-States’ averagos would suggest.

ITT
However, before reaching any conclusion about the relative

redisiributive rols of the different types of budgetary transfers,
let us look alsc at the inter-temporal trend to ask in ezch cnse

if the tendency has been tow-.rds greater or less regressivi+y.

To start with statutory transfers, as can be seen from
Table 3, the relative sharc of Group C improved somewhat over

time though the trough wis reached during the threc yesrs of



Table 3: Plan-wise Budgetary Transfers to States, 1956 - 1977

Rupees Per Capita

% Deviations from 4Average

States
Plen perio s . Plan periodg

II TII Anwal IV V. Total II  IIT Anrmual IV V Total
Funjab 24 33 31 & 71 241 100 94.3 79.5 87.2 T 8.5
Haryana 24 33 33 72 70 232 100 943 84.6 76.6 W 795
Maharashtra 22 34 40 99 80 284 9137 97.1 102.4 105.3 &4 97.3
Cujarat 29 50 36 g6 87 298 120.8 142.¢ ©2,3 91.5 g 98.%
rest Bengal 35 33 34 101 115 3T¢  145.8 94.3  27.2 107.4 115 10€.9
GROUP A 28 37 36 % 94 289 116.7 105.7 92,3 1Q0 o 9.0
Camil Nadu 20 32 37 80 83. 261 €3.3 91.4 9L.9 947 g3 894
sersla 23 45 67 109 138 382  95.2 128.6 171.8 116.0 138 1302
Orisea 28 64 20 133 156 461 116.7 182.9 205.1 141.5 156 157 -9
aser Ly 58 76 125 182 495 183.3 164.7 194.9 143.6 1834 169.5
" rnataka 31 41 55 &, 80 291 129.2 117.1 141.0 €9.4 & 99 .7
‘n"hra Pradesh 24 39 39 95 106 303 100  111.4 100 101.1 106 103 .8
Grenp B 26 43 53 102 113 337 _108.3 122.@ 135.9 fog.5 113 115 -4
Tttar Predesh 19 24 31 86 92 252 79.2 2.6 79.5 91.5 o9F 86 .3
Rajasthan 2, 40 39 102 135 340 100 1143 100 108.5 135 116 -4
Madhya Fradesh 22 32 30 83 79 246  91.7 S1.4  76.9 88.3 79 B4 .2
Tihar 20 27 26 g8 82 249 83.3 77.1  66.7 3.6 g&  25.3
TROUE © 21 29 30 g 94 22 87,5 €2.9  76.9 93.6 9%k €9.7
A1 States 24 35 329 94 100 100 100 100 100 100 100

20z

Xotes: fs in Tables I & II



annual Plans; however in none of the time-periods identified
by -us did the group's share of the statutory transfers reach
the all-States' averzge. Within this growp, azain, while
Rajasthan’s statutory transfer receipts had all along oither
gqualled the all-States' average or exceeded it, the receipts
of the other three States had been significantly below the alli-
States' average. Taking the-States separately, however, while
Uttar Pradesh and Bihar, sesen to be doing better during 1969-77
than 1956-68, Madhya Pradegh's position seems to have changed

guite the other way round.

What was the position of the States in the other two
groups, through time, during the same period? Group A started
off with a significant margin of 17% above aversge and ended with
a shortfall of the same order viz., 6%, as did Group C. On %the
other hand, Group B di¢ extremely well during the period of
Annual Plans with a high margin of 36% above average and roceived
transfers distinstly above average (with excess ranging £rom
8 to 23%) in the rest of the period under review. Again, it is
important to bring out that within Group A, three of the five
States did better than averge Juring some part of the total
period under review; Gujarat during the Second and Third Plan
periods, Meharashtra during the peried of the‘Annual Plens and
Fourth Plan and West Bengel during .he Second, Fourth and Fifth
Plan perioéds. Within Gfoup B, ¢f the six St tes while Tamil

Nadu's statubtory transfer reccecipts had been bolow average all



- 14 -

through, Karnataka's receipts fell below average beginning with
the Fourth Plan and though Kerala started with below average
receipts it soon (i.e. from Third Plan period) got distinctly
above average rcceipts. Statutory receipts of Orissa and
Assam were significantly above average throughout while Andhréy
Pradesh's receipis remained near the avernge (its best period
was during the Third Plan when its receipt on this account was
11% above 3verage). Thus, if a generalisation were to be
attempted, whilec the relative position of low income States ean
be said to ha—e shown & tendency to improve somewhat with' the
passage of time, and the position of high income States has
suffered a slight set back, the middle income States have
raintained their above-average position with regard to statutory

5/

tranafer receipts from the Centre.

Ls for plen transfers, as c2u be seen from Table 4, that
while Group A's per capita recceipt was below average all along
except in the Second Plan period, it is interésting to note that
Punjab and Haryarna did extrer<ly well with their receipts distinctly
above average all along, barring the most recent years, 1974-77.

In faet only Maharashtra's and West Bengal's receipts on tais
account were gignificantly below average thr&ughout the entire
pericd uader review. Gujarat did bester than the Croup as a
wiole and its per apits receipls were above the all-States'
zverages during the Second-Plan and the most recent vears i.ec.

974-T7.
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Table 4: Plen-wise Central Plan Transfers to States, 1956-1977

_ Rupees Fer Carita ¢ Devietions from fverage
States Plan periods Plan periads

IT ITT Anrual TV v Tetel IT ITI Anrmel IV \ Total
Funjab 51 62 45 72 48 278 175.6 108.8 112.5 120 100 1197
Haryana 51 €2 58 76 44 291 175.@ 108.8 145 126,7  91.7 124.L
Maharashtra 23 42 28 47 32 172 78,3 - 73.7 70 78,3 66.7 735
Gujarat 31 54 3¢ 50 £r 271 106.T 947 90 06,7 108.3 "R
v.est Bengal 28 45 32 48 33 186 946 78,9 8D &0 68.& 77,5
GROUP A 31 49 34 54 38 206 _106.2 86 85 an 79.2 _£F,0
camil Nadu 35 65 35 4g 43 213 1103 96,5 87,5 @0 ge.6 01,0
bersla 2 72 .52 80 59 291 26,6 124,33 130 133,3 122,92 124.4
Orissa 45 72 45 71 6% 308 155,2 136,82 112,5 118.3  143.% 1714
s 35 &6 72 110 8% AN0 120.7 150.9 180 198.3 183.3 170.7
" rnataka 35 66 45 57 46 40 120.7 115, 112,505 95,8 107,
‘nhra Pradesh 31 61 44 53 48 237 106.9 107.0 110 8R.2 100  101.7
srore 23 66 45 64 54 B60_113.8 115.£ 175 1067 1125 1170
Uttar Pradesh 19 48 3. 58 56 216 65,5 4.2 &7.5 96,7 116.7 °L.3
mjas&bhan 37 80 582 22 A0 312 127.4 140.4 145 128.3 125 135.%
badhya Fradesh 37 A8 A2 €1 41 270 127.€ 110.2 107.5 101.7 85,4 106.F
T.ihar 22 17 33 bR 4T 207 5.5 g2 5 82,5 96,7 97.¢ £S5
TROUE C 25 55 3¢ €2 51 232  8h.2  96.5 97,5 103.3 106.3 °¢.1
A1 States 20 57 L0 60 A2 234 100 100___ 100 100 100100

Notes: f£s in Tables I & II1
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-J} Group B's receipts on Plan accéunt were cbove average

throughout with margins exceeding 12% exzespt in the Fourth Plan
period when it was down to 7%. Within the group, however,

while receipts of Tamil Wadu and Karnataka fell below the
average with the passage of time, sooner for Tamil Nadu than for
Karnataka, and Andhra Pradesh's receipis managed to be close
to the average excopt for the Fourth Plan period, Kerala, Urlssey
.and Assag had.signifieantly large margins above average, with
issam's receipts reaching slmost twice lhe average during the

Pourth Plan period.

For Group C as a whole, the position improved with the
passage of time, s0 that inwrecent years its receipts on plan
account were somewhat above gverage. But taking the‘étﬁtes sepa~
rately, Bihar's receipts were still below average all along and
Uttar Pradeéesh's receipts crossed the barrier of the average ounly
during 1974-77. Madhya Pradesh, whose receipts were on par with
Rajesthan's in the Second Plan ﬁericd, has been getting less
so that during 1974-77 ite receipts were 15% vwslow avernge while
Rajasthan's receipts improved in the mid-period and were almzst af

high in relative terms, in 1974-T77.

Vhen we come to discreticrary, non-plan, non-staiutory
transfers and study the trends in Group receipts, we note from
Table 5 that while éroup iland witkin it Punjab, Haryana and West
Bengal) did distinctly bettcer than average except for the Anmual

Plan period, Group C's rcceipts were below a arage execept for
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Table 5: Plap-wise Discretiontry Transfers to States, 1956-77
iupees per Cupita " Deviations from Average
State Plan periods Flan periods
I II Apnval IV ¥V Towal | II I1] Annual IV v Loval
Funjab 18 50 66 99 .23 316 1.8 172.4 161.0 91.7 172.9 1.%.4
Haryana 18 50 10 172 77 327 31.8 172.4° 24.4 159.3 1560.4 131,¢
Maharashtra 20 38 34 125 47 264 20.9 131.0 82.9 115.7 97.9 10%.5
Gujarat 12 39 41 100 5& 25C %4.5 134.5 100 92,6 120.8 10C.3
vest Bengal 38 42 30 124 72 306 172.7 144.8 73,2 114,.3 150 125,04
GROUP A 23 42 34 120 62 81 104.5 144.8 82.9 111.1 129.2 113.3
Yamil Nadw 12 34 33 82 30 191 H4.5 117.2  80.5 75.9 62.5 U7
tersla 25 46 24 117 36 243 113.6 158.6 58.5 108.3 75 140
Orisea 35 40 52 137 50 314 1499.1 137.9 126.3 126.9 104.2 123.6
S Aser 28 97 93 238 63 519 1z7.3 334.5 226.8 220.4 131.2 1(:.3
" rnatake 7 23 46 140 46 262  31.5  79.3 112.2 129.6 95.5 1.3.9
‘n"hra Pradesh20 45 58 124 34 281 . 90,9 155.2 -141.5 114,8 70.3 1i5.3
GFOTP B 19 41 47 127 40 274  86.4 141.4 111.6 117.6 83.3 116.5
Uttar Predesh 132 17 25 59 49 163  59.1  586.6 61.0 54.6 102.1  55.7
Rajagthen 30 53 89 270 41 483 136.4 182.3 z17.1 250,0 85.s 1%,
Vachya Fradesh23 30 385 47 42 180 104.5 103.4 92,7 43.5 87.5 Te.5
T.ihay 36 28 46 63 37 210 153.6 96,5 112,%Z 58,3 T7.1 -
SROUR C 23 26 40 83 41 216 1C4.5  89.7 97.6 76.9 91.7 ol
M1 States 2z 29 41 108 48 248 100 100 10¢, 108 100 100
Notes: AC in tables I & II
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the Second Plan period and Group B's reccipt were diétinctly
-abOVe ave:agé:fof the period 1961-74, Much morc recently,
lec. durihg {974;77, while Groun A's receipts were 20% above
average, Group B's %eceipts were 17% below average and Group
C's receipts were 8% below avérage.: Alsc variations between
States, and those between suh-periods for each State, can be
seen to have bden mﬁch larger fof discretionary transfers than

for the other two types of transfers.

S0 what is the sort of ‘picture that emerges from thé
foregoing? Though there are wide variations within the three
groups, formed out of the 15 States, it would still appear that
while as far as statutory transfers are concerned the redistri-
butive chaﬁge ovéf time ié biased.i£ favour of middle incowe
States, whatever redistributive change is occuring with respect to
plan transfers its bias is in fa#our of low income States and
the ~hange, if any, in discrefion&ry transfers favours the high
income States. Table 6, givirg the changes in the States' per
capite budgetary transfor receipts over the period under review,
brings this out. However it can be seen also that individual
3tates in different groups fare differently énd sometines quits
out of line with the group to which they belong in terms of per
capita income. Rajasthan in Group C and Tamil Nadu in Group B

are stirk examples of this.
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Table 6: Plan-wise aggregate Budgeiary Transfers to States 1956-77

Rupees per capita

% Deviations from Average

Plan. periods

Plan periods

States S
II  III  Annual IV V Total 11 111 Annual IV V0 Tot:l
Plans Plans

Funjab 93 145 142 253 202 835 124.0 119.8 118,3 96,6 103.1 107.%
Hargana 93 145 101 320 "191 850 124.0 115.8 84,2 122.1 97.4 109."
Maharashtr: 65 114 102 271 168 720 86.7 94.2 85.0 103.4 85.7 93.0
Cujarat 72 143 113 244 197 765  96.0 118,2 94,2 93.1 100.5 99.4
rest Bengal101 120 96 273 220 810 134.7 99.2 80.0 104.2 112,2 104.7
GROUP 4 82 128 104 268 194 176 109.3 105.8 86.7 102.3 99.0 1060.3
Camil Nadu 64 121 105 219 156 665  85.3 100.0 87.5 83.6 79.6 ©65.9
sersla 76 163 143 306 233 921 101.3 134.7 119.2 116.8 118.9 119.0
Orisga 108 182 177 341 275 1083 . 144.0 150.4  147.5 130.2 140.3 139.9
Jasan 107 241 241 492 333 1414 142,7 199.2 200.8 187.8 169.9 1€2.7
“‘rnatake 73 130 146 281 172 602 97,3 107.4 121.7 107.3 87.8 1G3.¢
‘nhra Pradesh 75 145 141 272 188 821 100,0 119.8 117.5 103.8 95.9 106.1
GECTP 1 18 150 145 293 207 873 104,0 123,9  120.8 111.8 105.6 17246

Uttar Pradesh 51 89 91 203 197 631  68.0 73.6 75.8 77.5 100.5 ¢1,
Tnjasthen . 173 186 455 236 1141 121.3 143.0  155.0 173.7 120.4 147.4
Madhya Fradeshg2 130 111 191 162 676 109.3 107.4 92.5 72,9 82.7 87.%
T.ihar 78 102 105 209 172 666 104.0 84.3% 87.5 79.8 87.8 a3€.0
Thorp ¢ 69 110 109 233 189 710 92,0 90.9 0.8 88.9 26,4 91.7
A1 States 75 124 120 262 196 774 100,0 100,0 100.0 100.0 100,0 100,0

Notes:

As in Tables I and II
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With the current weightege of almost 75% for statutory
and discretionary budgetary tranasfers, it is only to be
expected that, unless,?éome thing radical is done either to
alter the observed biases cof all these tracsfers or to reducs
the weightage of types with regressive bias in favour of high
and middle income Stat.s, the overall bias against low incows

States will ¢ontinue.

Coneluding Remsrks

A conelusion like the one we have arrived at only raides
further guestions. Why have the'three types of Central budgetary
transfers developed the distinct distributive biases that wa
have obscerved? Hae it anything to 'do with the fact that, while
the instyuments relied on for statutory transfers were tax
snaring and grants, both ¢of wkich 4o not cerry any repayment
liability, those relied on for plan and discretionary transfers
were grants and 1oans?§/ But why thorn, it might be asked, wag
the dietributive bids of the discretionary trensfers differentl
than thet of the plan trensfers? Bvidently one has to go behind
the inatruments used for effecting the various budgetary
transfers. Suffice it to say for our present purposcs that these
and otheé questions, which our present paper might provoke,
dqserve t¢ be probved seriously if the overall regressive binaas

of the. Cantral budgetary transfars lLas to he arreste’ and sef

right. One thinx is clear however cven without such a probe that
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any atvtempt ot perspverig with the erisfing pattern of trans-
fera will only £yffler accentuste, rather then rectify inter-
State digparities. But ean the dispermers of Central trans-.

fors  oford to beheve like the proverbial three momkeys?
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Notes & Referances

1. See I.S.Gulati, Sixth Finance Commigsion's Award, In
Appraisal in Reirgspect, BEPW, Anonuwal Number, 1977 p.237 t0296.
An attempt was made there to study the inter-State distribution
of only the statutory transfers from the Centre to States for
the period 1969 to 19793 the figures for the latter half of the -
decade were naturally ftaken from the Awnrd of the Sixth Finance
Commigsion. The important point wade in the text is that such
an exercise ig bound to be very partial in its conclusions.

2. Per capits income estimates used by us are those for 1967-68
to 1969-70, using abstract all-India prices prepared by the
Central Statisticel Organigation fot the Sixth Finance
Coumission. See Table No.3, P 163 of Report of the Financce
Commission, 1873.

3. The six special category States are Jammu & Keshmir, Himachal
Pradesh, Tripura, Manipur, Meghalaya and Nagaland. 4is the
Sizxth Finance Commission hrings out, quite a few of these
States‘"are very small in terms of area and population and hsave
¥irtually no base of their own" so that "almost all their
requirements, which are not inconsidersble, have to bz met in
entirely through Central develution". That is why these six
States with only 2.26% of population account for v.57% of the
devolution recomwended by the Coumiasion. See Report
(op.cit.) P.80.

4. Bven the figure of Rs.2674 is on underestimate because devolut:i..
" %o sone of these States during the npericd when they ware Union
Territories could nct be inclued.

5 This, more or less, cc.firms the conelusion of the earlier
study referred to above. See I.S.Gulnti, op.cit.

6. Of course, one could draw a distincticn between grants and grasts
as is deone in the earlier study on statutory.transfers) and
¢vén loans and loans to study the distinct distributive bias of
each. It is only on the strength of such detniled analysis that
it will be wosaible to locate the factors lying behind the
distributive role which each type of budgetnry transfers has
been observed to play ir the two deeades or so of planuing undor
reyiew,;
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