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Centre-States Financial Relations 
Role of Finance Commission 

D N Sharma 

T H E Art ic les relat ing t o the 
powers and functions of the 

Finance Commission in the .Consti
tu t ion are substantially the same as 
Sections 138, 140 and 142 of the 
Government of Ind i a Ac t , 1935. 
Yet throughout the fifties the t radi 
t ional approach to problems of 
financial adjustment between the 
Centre and the States was gradual ly 
get t ing out of date. The financial 
in tegra t ion of the country has now 
reached a stage which could not 
have been visualised when the Con
st i tut ion was framed. The Finance 
Minis ters of the States have today 
only a few of the freedoms that 
their counterparts enjoyed even a 
decade ago. Take any State budget. 
It has two parts : the 'normal ' 
budget inc luding the "committed' 
expenditure for the Plan schemes. 
and the Plan budget consist
ing of the annual plan of the 
State Both receipt and expendi
ture sides of the Plan budget are 
determined in advance in course of 
discussions w i t h the P lanning Com
mission. The 'normal ' budget is 
also determined simultaneously. 
Thus the budget that the State 
Finance Minis ter presents to the 
Assembly is basically nothing but 
what was drawn up earlier d u r i n g 
discussions wi th the Planning Com
mission. The State Finance M i n i s 
ter can neither propose any new 
item of expenditure nor draw upon 
any new source of revenue f rom 
which to finance such expenditure. 
Almost everything is predetermined. 

This fact of financial integration 
is a matter of fundamental signi
ficance for the inst i tut ion of the 
Finance Commission. Shared taxes 
as an instrument for effecting finan
cial adjustment between the Centre 
and the Slates have lost their im
portance. Unl ike in Austral ia and 
Canada the States in Ind ia have no 
special claim on the shared taxes. 
The Ind ian Const i tut ion has placed 
shared taxes on the same foot ing 
as grants-in-aid. This is a suffi
cient reason for doing away w i th 
the superfluos mechanism of shared 
taxes. Besides, in our planned eco-
nomy the budgetary gaps of the 
States have to be fully covered by 
transfer of resource f r o m the Cen

tre. There is, therefore, no jus t i 
f ication for d i v i d i n g the transfer
able fund into two parts and g i v i n g 
them different names. Of course, 
through the shared taxes the States 
benefit f rom the elastic resources of 
the Centre, but the clement of elas
t i c i ty can as well be made a buil t-
in element of grants-in-aid. The 
grants-in-aid can, for instance, be 
tagged on to the index-num
ber of increase of certain Central 
revenues. 

Limited Scope for Finance 

Commission 

If it is granted that the formu
lation of the pr inciples of d is t r ibu
t ion of shared taxes has become an 
unnecessary function, the main task 
that remains for the Finance Com-
mission is to assess the needs of the 
States so that grants-in-aid f rom 
the centre can be dis t r ibuted ac
cordingly. This task requires con
sideration of a l l aspects of the 
States" economy. In fo rma t ion re
quired for such an assessment con
t inuously flows to the P l ann ing 
Commission. Analysis of these data 
is constantly carr ied out by the Plan
ning Commission and by Centra! 
ministries which work in union w i t h 
the Planning Commission. The pos
s ib i l i ty of the Finance Commission 
gathering new data or securing 
new results f r o m the analysis of 
available data arc. therefore. very 
remote. 

In the section entitled 'P lanning 
and Finance Commission' , the Re
port of the Second Finance Com
mission states that their work in 
assessing the budgetary needs of the 
States consisted main ly of b r i n g i n g 
the estimates prepared by the Plan
ning Commission up-to-date. In the 
section on Assessment of Needs of 
States the Report states how the 
Commission had to make only cer
ta in accounting adjustments in the 
estimates prepared by the P lann ing 
Commission end the States to calcu
late the budgetary gap of the 
States. W i t h regard to evaluating 
the States' efforts to intensify their 
tax efforts and effect economy in 
their expenditure, the Second F i 
nance Commission could make no 
independent assessment and had to 

1837 

rely on the estimates presented by 
the Planning Commission. 

The Second Finance Commission 
suggested that the long time-lag be
tween the finalisation of a Five-
Year Plan and the setting up of 
the Finance Commission should be 
reduced. This suggestion seems to 
have been given effect to in ap
point ing the T h i r d Finance Com
mission. The States have already 
been asked to submit forecasts of 
their receipts and expenditures fo r 
next five years by December 15,  
1960. Inevitably- therefore, the 
needs of the States as assessed by 
the Finance Commission w i l l be 
more or less identical wi th the esti
mates made by the P lanning 
Commission. 

To conclude, therefore, the dicta-
tes of planned development have 
severely restricted the. scope of the 
f inance Commission to funct ion as 
an impar t ia l and high power body 
to regulate financial relations be
tween the Centre and the States, 
which was the role assigned to it 
by the Constitution-makers. Its 
functions have now been largely 
taken over by the Planning Com
mission. In the narrow and l imi ted 
sphere left to i t . the Finance Com
mission's work may equally effi
ciently he carried out by a depart
ment of the Planning Commission 
or a Committee of the Rajya 
Sabha or. indeed, by the National 
Development Counci l . 




