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The Poor States 

A Y E A R A G O , when the Draf t Five Year Plan was published, there 
was a feeling of optimism prevail ing in the country, especially 

amongst those who had fai th in the leadership of the Congress. For 
the first time, there was a p lan for the country as a whole to imple
ment, and the plan was modest enough to silence the carpers. It had, 
moreover, appeared at a time when the prospect of foreign aid had 
been brightened by the American Wheat Loan, and by the likelihood 
of reduced armaments expenditure fol lowing the truce negotiations in 
Korea. The U n i o n Government's revenues had buoyed up, prices were 
coming down, and production in various industries was increasing. What 
more favourable conjuncture could one wish for at the time of inaugu
rating the development programme? 

There was, however, one discordant element in the situation, and 
that was the increasing ways and means difficulties of the State Gov
ernments. Dur ing the war, these governments managed to have sub
stantial surpluses, which were used to bu i ld up reserves for utilisation 
later. A n d w i t h the end of the war, they embarked on ambitious 
schemes of development and social reform, banking on their reserves 
and on the assurance of support from the Central Government. They 
deluded themselves w i t h the notion that all that need be done by them 
was to spend and development would follow automatically. Despite 
the unsettled conditions in the country, they went ahead w i t h their 
programmes, and spent w i th considerable abandon. N o t much thought 
was given to the elementary fact that as the years went by, there would 
be less in the k i t ty and government expenditure could only be met by 
enlarging current receipts. In fact, budgetary policy tended to run in 
the opposite direction, for various reasons. It was immoral to let people 
dr ink, and therefore immoral for the State to rely on excise revenue; 
land revenue could not be touched, since the landed interests had to 
be kept pacified for political reasons. For one reason or another, l i t t le 
was done to improve State revenues beyond resorting to sales taxes, 
and sales tax returns merely helped offset the loss f rom prohibi t ion. 
Inevitably, the revenue surplus of Part A States dwindled from Rs 8.7 
crores in 1946-47 to Rs 4 crores in 1949-50; and in 1951-52, they 
actually budgeted for a revenue deficit of Rs 2.8 crores, despite transfers 
f rom their reserve funds and various grants f rom the Centre. 

. This trend was disturbing. For, it meant that w i t h their usual 
deficit on capital account, the States would come to lean more and 
more heavily on the Centre for financial accommodation; and the 
implementation of the Five Year Plan would involve deficit-financing 
to a larger extent than envisaged, unless the Centre augmented its 
resources, or more foreign aid was forthcoming. The sorry state of 
State finances rendered suspect the Planning Commission's estimate of 
resources to be found by the State governments for the development 
programme. Few believed that the Stales could raise, between them
selves, as much as Rs 213 crores a n d tha t too in the four year period 



1953-56), since their budgets for 
1951-52 were already a thing of the 
past. 

It was possible for the States to 
plead at that stage an excuse, for 
whatever it was worth , viz., the 
impending elections. While taxes 
were an economic necessity, .they 
were polit ically inexpedient, at any 
rate for the party in power. I t 
could be argued that since the 
steps to he taken were somewhat 
radical, and likely' to be unpopular, 
they had better be postponed t i l l 
after the elections. 

A i l that is past now, but the 
States still remain impecunious and 
unconcerned. It no longer seems 
likely that America w i l l insist on 
Ind ia accepting a large donation, 
Mr Chester Bowles notwithstanding. 
Nor is it likely that the sterling 
area countries wi l l underwrite our 
development programme to any 
significant extent. Maybe the 
W o r l d Bank wi l l lend a modest 
$50 mil l ion or so, but even that w i l l 
probably be divided between the 
public and private sectors. Shri 
Chintaman Deshmukh is content to 
leave the Union taxes as before, 
and is not unduly worried about a 
moderate dose of deficit financing. 
In the meanwhile, public develop
ment expenditure has been stepped 
up, more or less according to the 
Five Year Plan. A n d yet, the State 
Governments are in general con
cerned more about maintaining 
their fads and arguing w i t h the 
Centre for larger shares out of 
U n i o n taxes than wi th ways and 
means of raising their own resour
ces. Their final budgets are much 

the same as their pre-election inte
r i m budgets; and the Part A States 
estimate for 1952-53 a revenue defi
cit of Rs 8.5 crores. 

There have, of course, been 
exceptions. T h e Governments of 
Madras and Bombay have proposed 
new tax measures, and Bombay, at 
any rate, is th inking of floating a 
loan of Rs 3 to 4 crores. But the 
rest of the States have, apparently, 
decided that all that could be done 
has been done, and that it is up 
to the Central Government to see 
that enough funds are provided for 
carrying out the development pro
gramme. A n d wi th their parochial 
att i tude, they li t t le appreciate the 
upset they can cause by their lack 
of effort in the fine balancing of 
budget deficits and balance of pay
ments deficit, of which Shri Chinta
man is so fond. 

What is even more disturbing 
than the complacency of the State 
Governments is the readiness w i t h 
which they allow themselves to be 
brow-beaten by vested interests. 
Some of them are afraid to pro
pose new taxation because the land
owners or the businessmen or the 
party bosses do not like i t . Others 
take a few hesitant steps, but cower 
abjectly under criticism. Of the 
latter, Bombay is a case in point. 
Hav ing proposed a raise m land 
taxes, the government hastily w i t h 
drew because the powers-that-be in 
the provincial Congress felt it i n 
iquitous to burden the poor pea
sant. M u c h , of course, is to be 
said for avoiding measures likely to 
hear heavily on the impecunious 
cultivators. But, surely, that is a 

question of work ing out a schedule 
which is not regressive. Despite the 
increase in agricultural prices and 
incomes, the land tax rates have 
been left untouched all these years, 
and there is a prima facie case for 
the State Governments to tap that 
source a litt le more than what they 
have done so far, especially since a 
large part of their development* 
expenditure is intended to benefit 
the agricultural sector. 

Even more in t r iguing arc the 
developments regarding the sales 
tax. Hav ing decided not to touch 
land revenue and prohibi t ion , 
Bombay, like the other States, has 
left for itself only the sales tax on 
which to operate. Receipts under 
this head which increased rapidly 
to Rs 15 crores in 1950-51, fell 
dur ing 1951-52 to a l i t t le over 
Rs 12 crores, as a result of the 
exemption of inter-state commerce 
from this levy. To make good the 
loss, the Government of Bombay 
have proposed conversion of the 
existing single-point tax to a m u l t i 
point: one, w i th appropriate adjust
ments in the rates and exemption 
limits. But it is not the consumer 
who has raised a hue and cry against 
i t , but the traders. No tax pleases 
everybody; but it is amazing that 
the business community finds every 
tax, whatever its nature, anathema. 
In so far as the sales tax is con
cerned, they are, in effect, tax 
collectors and not tax-payers, and 
one might expect them to grumble 
at the nuisance of having to do 
something for somebody else. T h a t 
being so, why all this outcry? For 
one thing, i t w i l l certainly mean 
that a number of intermediate t ran
sactions which escaped scrutiny w i l l 
now be subject to inspection. A n d 
since the tax is levied on each t ran
saction, it may be that commodities 
w i l l tend to pass through fewer 
hands. In a country like ours, such 
a reduction of unnecessary t rading 
would be all to the good; and an 
argument such as is pu t forward 
by the traders need not fr ighten 
the Government. But apparently i t 
docs; and maybe it is because the 
Government of Bombay expects 
these very people to subscribe to its 
loan and so does not want to alie-
nate their sympathies. I r that i s 
so, it is an ugly portent, starting a 
process which can only end in the 
atrophy of budgetary policy. Should 
that happen in a premier State like 
Bombay, it w i l l not be long before 
others follow the line of least 
resistance and sacrifice, in the pro
cess, al l dreams of a Welfare State 
or planned development. 
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