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The Centre, States and Panchayats 
The Planning Process 

M Y Ghorpade 

The growing financial dependence of the Stales on the Centre must result in greater scientific control and not 
in greater arbitrariness. 

The challenge of the Third and Fourth Plans calls for tighter planning both at the Central and State levels and 
better coordination and understanding. The suggestion to set up State Planning Boards to review and supervise Plan 
progress, in close association with the Planning Commission, assumes special significance in this context. 

It may be a better idea for the Planning Commission to establish its own cells or branches at the State level 
for constant consultation with the State Governments and timely guidance, review and coordination. 

At the lower level, toe must be clear in our mind about the exact rote we want the panchayat institutions to 
play in the planning process. What exactly do we mean by expressions like 'planning from below' or 'planning at the 
grass-roots level'? 

The Five-Year Plans percolate from the Centre to the States and from the States to the Panchayat institu
tions, in the form of specific schemes under various developmental heads. Once these schemes are finalised at the 
Centre there is very little that even the State Governments can do to alter them. The lower bodies, in any case, 
have absolutely nothing to do with the formulation or alllotment of schemes. 

Schemes which are useful and succeed in attracting public enthusiasm get speedily implemented. Others lag 
behind and even lapse. These good, bad and indifferent schemes are allocated to different Blocks by the State 
Secretariat in a bureaucratic manner without giving much thought to local priorities or difficulties or public opinion. 

Under these circumstances planning from below has no real meaning. But this need not inevitably be so. 

THE main inspiration and strength 
behind the concept of planning in 

India was Jawaharlal Nehru. The 
basic idea of planning was to use a 
good portion of the total resources of 
the State and Central Governments in 
a planned way. The Planning Com
mission was set up for this purpose. 
The resources available in each plan 
period was allocated sector-wise in 
accordance with national priorities. 
This sector-wise break up was further 
reduced to specific developmental 
schemes — some centrally sponsored 
and others centrally assisted. The 
Flan thus flowed down to the State 
Governments in the form of schemes. 
The schemes coming under the State 
list in the Constitution were to be im
plemented by the State Government. 
However, the central financial assist
ance to Plan schemes enabled the 
Planning Commission and the Central 
Government to ensure adherence to 
national priorities and patterns of 
planned expenditure at all levels 
(though the quality of implementation 
largely depended on the State Govern
ments in respect of schemes included 
in the State Plans). 

States' Financial Dependence 

Over the last decade, the financial 
dependence of the States on the Centre 
has increased greatly. As a matter of 
fact, the percentage of central assist

ance to total State outlays increased 
from 29 per cent to 50 per cent dur
ing the last, ten years. In 1951-52, 
the expenditure for all States was Rs 
543 crores against central assistance 
of Rs 160 crores (29 per cent). In 
1961-62, expenditure of States went 
up to Rs 1,580 and central assistance 
to Rs 800 crores (50 per cent). The 
loan component in the central assist
ance, in relation to grants and shared 
taxes, is also on the increase. The 
total central assistance of Rs 160 
crores to all States in 1951-52 consist
ed of Rs 53 crores shared taxes, Rs 
34 crores grants and Rs 73 crores 
loans. In 1961-62, the central assist
ance of Rs 800 crores was made up 
of Rs 160 crores shared taxes, Rs 231 
crores grants and Rs 409 crores loans. 
(The recommendations of the Third 
Finance Commission do not cover (i) 
loans, (ii) grants under article 182 of 
the Constitution and (iii) allotments 
under Central Road Fund or capital 
grants). 

It is significant to note that roughly 
two thirds of the central grant to 
States in the Third Plan period will 
be towards committed recurring ex
penditure on schemes in the First and 
Second Plans. This wil l obviously 
increase the burden on the States of 
the social welfare schemes in the 
Third Plan period. One wonders 
whether the implications of this have 

been fully realised in fixing the size 
of the State plans. Apart from com
mitted expenditure of the earlier Plans, 
there are major programmes like com
pulsory education and community 
development to which the States 'ire 
committed. Discontinuance of central 
aid, with effect from 1961-62, towards 
rise in the emoluments of low-paid 
employees in the States has alone re
sulted in shared taxes and central grants 
to States being reduced from Rs 414 
crores in 1960-61 to Rs 391 crores in 
1961-62. But no attempt is made to 
evolve a standard unit concept for 
arriving at a reasonable expenditure 
under administrative charges in relation 
to total outlays. 

Arbitrary Criteria 

The percentage of central assistance 
to total outlays in different States vari
es from 40 to 80 per cent. It is ap
proximately 50 per cent in the case of 
Mysore. It is said that the quantum 
of central assistance depends on several 
factors such as past performance, capa
city to spend on approved schemes, 
backwardness, capacity to raise internal 
resources, etc. These criteria, laudable 
as they seem, are not being applied in 
a manner which would make the inter
state variation in central assistance 
clear to everybody. In other words 
most of these criteria are not expressed 
in scientific, measurable terms and. 
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therefore, have become what economists 
call value judgements. For example, no 
attempt is made to define backwardness 
in relation to certain measurable norms. 
At present, 'backwardness' is just one 
of those many blanket expressions 
which are meant to cover anything 
which cannot be explained with refer
ence to facts and figures, in determining 
the relative size of State plans and per
centage of central assistance. 

Capacity to raise internal resources 
is supposed to be a very important 
factor in determining the size of the 
State plans. But to do inter-State 
justice by applying the same standard 
to all States, we should be in a position 
to compare the tax effort of different 
States. It is obvious that tax effort 
can be compared not in quantitative 
terms but only in relation to the tax
able capacity in the various States. In 
short, for the tax effort of States to be 
comparable, the Planning Commission 
should be able to evolve uniform norms 
to determine the taxable capacity in 
different States. The tax effort of a 
States can only be considered in rela
tion to its taxable capacity. 

For instance, state X which raises Rs 
100 crores by way of taxes, cannot be 
said to have made the same tax effort 
as State Y which also raises Rs 100 
crores by taxation but which has a tax
able capacity which is considerably 
greater or lesser than State X. It should 
not be such a difficult task for the 
Planning Commission to determine the 
taxable capacity from the main sources 
of revenue in each State. Then the re
lative tax effort wil l have some mean
ing for determining the size of the 
State plans and central assistance. 

State Planning Boards 

The Taxation Enquiry Commission 
and the Finance Commission have al
ready collected enough data to make 
this possible. In the absence of satis
factory scientific norms for allocation 
of resources one gets the impression 
that the size of State plans and the 
quantum of central assistance is more 
a matter of the relative influence of 
Chief Ministers than anything else. The 
States also get into the habit of grabb
ing as much as they can get from the 
Centre or raising loans without suffi
cient thought as to how they are going 
to meet their commitments. It is the 
Micawber psychology of hoping against 
hope that something will turn up at the 
last minute to save them. 

The greater financial dependence of 
the States on the centre must result in 

greater scientific control and not in 
greater arbitrariness. The challenge of 
the Third and Fourth Plans will re-
quire tighter planning both at the Cen
tral and State levels and better coordi
nation and understanding. The Planning 
Commission's suggestion to set up 
State Planning Boards to review and 
control Plan progress, in close associa
tion with the Planning Commission, 
assumes special significance in this con
text. It may be a better idea for the 
Planning Commission to establish its 
own cell or branch at the State level 
for constant consultation with the 
State Government and timely guidance, 
review and co-ordination. 

Planning from Below 

We have discussed the role and re
lationship of the Planning Commission 
and the Central and State Govern
ments. Now we come to the crucial 
role of the lower three tiers, viz, the 
Panchayati Raj institutions in the plan
ning process. It is here that people's 
participation becomes vital; and without 
adequate participation no democratic 
plan can really succeed. Statutory local 
self-governing bodies are being set up 
by State legislation all over the country 
at the village, block and district levels. 
This process has already been complet
ed in many States. Such Plan schemes 
as are best implemented at the local 
level are being transferred by the State 
Government to the appropriate loca' 
body for implementation, through their 
staff, with the technical guidance of 
staff at the higher levels. The Govern
ment's developmental staff at village, 
btock and district levels are being tran
sferred to these bodies. Such schemes 
transferred to Panchayati Raj bodies 
constitute their agency functions, which 
account for a major portion of the 
funds spent through them. The recur
ring expenditure pertaining to schemes 
of the previous plans is called 'com
mitted expenditure' and it becomes the 
responsibility of the State Government 
concerned to continue to meet these 
recurring commitments. The Finance 
Commission takes this into account in 
determining the quantum of central 
assistance to the States, once in five 
years, and within its terms of reference. 
But when the State Government trans
fers these schemes to the Panchayati 
Raj bodies it does not always take 
care to see that the entire committed 
and recurring expenditure on account 
of the schemes is also fully paid to the 
local body concerned. In Maharashtra, 
for instance, as pointed out by the 
Santhanam Study Team on Panchayati 
Raj finances, 70 per cent of the State's 

land revenue is transferred to Zilla 
Parishads but the committed expendi
ture in the form of recurring expendi
ture on salaries of teachers and other 
staff, etc, transferred to the Zilla Pari
shads works out to more than 70 per 
cent of the land revenue, resulting in 
varying deficits in many districts, which 
are met by a separate deficit adjust
ment grant. In other words, in the 
districts receiving a deficit adjustment, 
grant, no portion of the 70 per cent 
land revenue grant is available for 
fresh developmental activity or new 
schemes. Really speaking such com
mitted expenditure is the financial re
sponsibility of the State Government as 
it pertains to State plans, and any land 
revenue grant made by the State Gov-
ernment to local bodies is meant for its 
own development and not intended to 
be entirely swallowed up by the com
mitted expenditure of State schemes now 
transferred to local bodies for admini
strative purposes. There arc many-
such points which are dealt with in 
detail in the Santhanam report with 
reference to every State. 

Panchayat Finances 

These matters were discussed at 
the last meeting of the Consultative 
Council on Panchayati Raj at Delhi on 
the July 6 and 7 1964 including the 
need to empower the Finance Com
mission to also go into the financial 
relations between the State Govern
ment and Panchayati Raj institutions, 
and earmark adequate funds for the 
local bodies, at the time of transfer
ring additional financial resources to 
the State Governments under clause 
3 of Article 280 of the Constitution. 
The Consultative Council also con
sidered the concept of Panchayati Raj 
in the light of the recommendations 
of the Udaipur seminar held in 
January 1964 under the auspices of 
the All-India Panchayat Parishad and 
the report of the Santhanam Com
mittee on the functions and finances 
of Panchayati Raj, and was of the view 
that "Panchayati Raj institutions 
should develop as units of self Gov
ernment with clearly defined functions 
and adequate financial resources, be
sides exercising such agency functions, 
developmental and other, as may be 
assigned to them". The Council also 
felt it necessary to take stock of the 
present position and "consider mea
sures, including Constitutional amend
ments, if any, to safeguard the inte
grity and strengthen the finances of 
Panchayati Raj institutions". Without 
stabilising the finances and status of 
the local bodies on the above lines it 
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w i l l not be possible to make them 
effective instruments of planning and 
planned development. 

But that is not enough. We must 
be clear in our mind regarding the 
exact role we want these Panchayati 
Raj institutions to have in the process 
of planning. What exactly do we 
mean by expressions like "planning 
from below" or "planning at the grass 
root level"? As we have already seen, 
Five Year Plans percolate from the 
centre to the States, and from the 
State to the Panchayati Raj institu
tions, in the form of a number of 
specific schemes, coming under various 
developmental heads, Once these 
schemes arc finalised at the centre 
there is very little that even the State 
Government can do to alter them. 
Perhaps the Planning Commission dis
cusses with the State Governments, at 
various times and levels, regarding the 
nature and working of these schemes. 
But the lower bodies have absolutely 
nothing to do with the formulation or 
allotment of these schemes whatso
ever. Schemes which are useful and 
succeed in attracting public enthusiasm 
get speedily implemented. Others lag 
behind and even lapse. These good, 
bad and indifferent schemes are allot
ted to different blocks at the State 
secretariat in a beaurocratic manner 
without giving much thought to local 
priorities or difficulties or public 
opinion regarding these various sche
mes. Under these circumstances 
planning from below has no real 
meaning or context. 

Allocation of Schemes 

The following steps could be taken 
to give some meaning to planning from 
below, at least in the formulation of 
the Fourth Plan. The various Fourth 
Plan schemes under different heads, 
as modified in the light of previous 
experience, should be sent down to the 
State Government now itself, along 
with some rough indications of the 
minimum allotments under each head 
that a state can reasonably expect. The 
State Government in its turn should 
allocate these schemes block and dis
trict-wise, on some rational basis, to 
ensure balanced development of all 
areas, and indicate to each block or 
district the minimum allotments it can 
expect under the various schemes. The 
block and district bodies should then 
be asked to indicate their local prior
ities in terms of these schemes. In 
other words, the local bodies should be 
free to say that they want more of one 
scheme and less of some others, within 
the broad financial limits indicated to 

them, They should also be asked to 
make constructive suggestions, inciud-
ing anticipated or experienced working 
difficulties, if any, with regard to these 
plan schemes. This should be done 
well in advance so that the State Gov
ernment have time to consider all these 
local priorities and difficulties in re
allocating funds and schemes to dif
ferent areas, after getting the Planning 
Commission to make certain adjust
ments and scheme-wise reallocations 
within the total plan of the State. This 
will ensure that plan schemes are im
plemented smoothly and no moneys are 
allowed to lapse resulting in wastage. 
It wil l give the people at the grass roots 
the feeling of participation. Schemes 
and allocations will immediately be
come more realistic and down to earth 
while keeping to the broad national 
priorities and patterns of development. 

Case for Untied Grants 

Bur plan schemes are tied to grants 
and there is no scope to use these funds 
in any other way. These plan schemes, 
however, well thought-out though they 
may be, cannot be expected to take into 
account every local need or circum
stance. Moreover, if the Panchayati 
Raj institutions are to develop initiative 
and enthusiasm they must have some 
funds of their own, some untied grants 
which they can use for their own deve
lopment programmes, apart from and in 
addition to tied grants for plan 
schemes. There must be an area of 
local sector planning, where the local  
bodies could draw up their own pro
gramme to supplement plan schemes 
according to local priorities and needs. 
It is with this end in view that the 
Santhanam Committee on Panchayati 
Raj Finances recommended that at 
least Rs 10 per capita should be pro
vided in each State plan to be made 
available to local bodies as untied 
grants on a matching basis, ie, on the 
condition that the local body concern
ed raises or contributes an equal 
amount for any local development 
work it wants to take up. If this is 
done Panchayati Raj bodies wil l have 
scope to develop new types of schemes 
and patterns of expenditure and 
techniques of enlisting peoples partici
pation which are sure to be of great 
value even to the planners at Delhi. 
The Santhanam Committee has said : 
"we suggest that about Rs 400 crores 
at Rs 10 per capita of rural population 
be allotted in the Fourth Plan for this 
purpose. If Samitis and Panchayats 
contribute an equal amount, unspecified 
development schemes of the order of 
Rs 800 crores can be executed during 

the Fourth Plan to which the rural 
population wi l l be contributing direct
ly". If these steps are taken every 
Panchayati Raj body wi l l be able to 
prepare its own plan on the basis of 

(i) Plan schemes that wil l be 
coming down to them from 
the State Government (along 
with committed or recurring 
expenditure that go with such 
schemes) 

(ii) their own local development 
works that they propose to 
take up on the basis of a 
matching grant from Govern
ment as stated above; and 

(iii) their own tax and non-tax 
resources. 

Local Resources 

This w i l l enable each local body to 
plan realistically and purposively. It 
will be able to boldly tell the people, 
well in advance, what it is sure to 
get from Government by way of plan 
schemes and by way of matching 
grants. On this basis it can get the 
people to agree to local contributions 
directly to proposed works, and 
indirectly to raise fresh resources by 

way of tax and non-tax revenues. The 

raising of local resources will then be 

directly linked with the formulation 

and implementation of local plans. 

This wil l give a big boost to local 

leadership which will now be able to 

face the people with a clear cut pro

gramme of development — which can 

not only be promised, but realistically 

planned and achieved. This wil l 

enable Panchayati Raj institutions to 

create tremendous enthusiasm among 

the people for the concepts and pro

cesses of planning without which so 

significant progress is possible. And 

this would be the best way, in the 

present stage of our growth, of pro-

viding some meaning and content to 

the much used expression "planning 

from below", without, in any way, 

affecting national priorities or the 

pattern of development envisaged by 

the Planning Commission. The plans 

and the people must be brought much 

closer to each other and enabled to 

interact if the process of planning is 

to become more dynamic. 
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