
Bounty for the States 
"FEDFRAL finances in India have 

been marked from the outset by 
a growing gap between the require
ments of the States and what they 
arc able to raise on their own. The 
Fourth Finance Commission, whose 
report was presented to Parliament 
last week, has made its modest con
tribution to narrowing this gap. The 
recommendations of the Commission, 
which have been mostly accepted, 
wi l l , according to present indications 
and on the basis of the 1965-66 level 
of taxation, involve an additional trans
fer of resources to the States of the 
order of Rs 780 crores over the five 
years of the Fourth Plan compared to 
what the States would have got under 
the Third Finance Commission's 
award. The Commission has assessed 
the revenue receipts and non-Plan 
revenue expenditure of the States 
during the period 1966-67 to 1970-71 
and has estimated the total non-Plan 
revenue gap at Rs 2,427 crores. This 
would be covered to the extent of 
Rs 2,191 crores by the States' share 
of Union taxes and duties and of Rs 
609 crores by grants-in-aid of reve
nue to ten States. This would leave 
a surplus of Rs 374 crores in six 
States, namely Bihar, Gujarat, Maha
rashtra, Punjab and West Bengal. 

Two recommendations of the Com
mission have the effect of raising the 
proportion of Union taxes and duties 
going to the States. First, the States' 
share of income tax has been raised 
from 66.75 per cent as at present to 75 
per cent. The last Commission, it will 
he recalled, had raised the proportion 
from 60 to 66.75 per cent. No change 
is. however, recommended in the man
ner of distribution of the- States share 
of income tax among the different 
States. The share- of each State will 
continue to be determined on the 
basis of 80 per cent on population 
and 20 per cent on collection. Second, 
the Commission has decided to give 
the States a share in the proceeds of 
Union excise duties on all commodi
ties instead of only 35 commodities 
as at present. (The Third Finance 
Commission had expanded the list 
from 8 to 35 commodities) Though 
the States' share has been maintained 
at 20 per cent, the effect of the in 
crease in coverage is, according to 
the Commission's estimate, equivalent 
to an increase in the States' 
share on 35 commodities to 30 per 
cent. For distribution of the States' 
share of excise duties among the diffe
rent States, the Commission has de

cided to increase the weightage given 
to population. The distribution wil l be 
made on the basis of 80 per cent on 
population and 20 per cent on "rela
tive economic backwardness". The last 
Commission had not specified the ex
act weights attached to population and 
relative economic backwardness in its 
dispensation but. the effect of the 
change made by the present Commis
sion is evident from the changes in 
the percentage shares of different 
States. The shares of Jammu and 
Kashmir, Madras, Maharashtra, UP 
and West Bengal have gone up—those 
of the last three quite sharply—while 
those of Andhra, Assam,-Bihar, Guja
rat, Kerala, Madhya Pradesh, Mysore, 
Orissa, Punjab and Rajasthan have 
gone down. This change follows the 
general principle adopted by the 
Commission that " i f any State is in 
need of specific financial assistance 
because of large deficits that cannot 
be covered by uniformly applied 
principles of tax-sharing, such assis
tance should appear explicitly as 
grant, rather than being disguised as 
shares of taxes." This approach has 
had the effect of raising the total 
amount of grants-in-aid from Rs 64 
crores annually tinder the Third Fin
ance Commission's award to Rs 122 
crores even though the number of 
Stares qualifying for such grants by 
virtue of having non-Plan revenue de
ficits has been reduced from 12 to 10. 
The change in procedure does rot , of 
course, alter the amount of resources 
transferred from the Centre to the 
deficit States but it does increase the 
total transfer of resources from the 
Centre to all Slates, 

Two of the tasks entrusted to the 
Commission have been left undone, 
and for no fault of its. First, the 
Commission had been asked to con
sider the creation of a fund out of 
the excess (over a l imit to be speci
fied by the Commission) of the net 
proceeds of estate duty on property 
other than agricultural land accruing 
to a State for the repayment of the 
State's debt to the Central Govern
ment. Whoever thought of such 
the extent of the States' indebtedness 
to the Centre. Even the total proceeds 
of estate duty on property other than 
agricultural land would be too little in 
relation to the existing and prospective 
debt of the States. The finance Com
mission points this out and, instead of 
recommending the creation of a fund 
of the sort suggested under its terms 
of reference, it has suggested an exa

mination of the soundness of the pre
sent system of inter-Govemment bor
rowing in the light of the fact that 
"most of the objects of expenditure 
and investment by State Governments 
are determined by joint consultation 
either directly or through the Planning 
Commission" and that "at least in 
some cases the Centre is keen on 
offering an inducement to a State 
Government to undertake a fresh res
ponsibility". 

The other task which the Commis-
mission has been unable to perform 
is that of assessing the effect of the 
combined incidence of State sales tax 
and Union excise duties on the pro
duction, consumption and export of 
commodities and to recommend ad
justments in the Slates' share off ex
cise duties if there is an increase in 
State sales tax on such commodities 
over a limit to be specified by the 
Commission. In the first place, the 
Commission was unable even to deter
mine the proportion that the money 
burden ot the two taxes bears to the 
total price of a commodity. And even 
if this had been done, it would not 
have taken the Commission far in its 
main task. For, "unless we arc in a 
position to undertake for each excis
able item detailed cost-analysis stu
dies of the type that arc usually under
taken by the Tariff Commission, we 
would not be able to determine whe
ther its production, consumption or 
export is being hampered because of 
the excessive burden of some other 
factors. In order to recommend any 
ceilings on sales taxes we have not 
only to determine the combined inci
dence of the two taxes, but also the 
separata incidence of each" (italics in 
original). The Committee naturally 
did not attempt these detailed studies. 

Interest in the Finance Commis
sion's report, centres as much on 
what it has recommended and hasn't 
as on the views, expressed mostly in 
the minute appended to the report by 
the Chairman, on the scope and func
tions of the Commission. Ever since the 
inception of planning the func
tions intended to be performed by 
the Finance Commission have been 
duplicated by the Planning Commis
sion: in practice, the overlapping of 
functions has been avoided by clipping 
the wings of the Finance Commission. 
By far the larger part of federal finan
cial relations, those connected with 
the State Governments' expenditures 
under the Plans and the grants from 
the Centre to meet these expenditures, 
have passed out of its sphere. The 
Third Finance Commission was form-
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ally asked to make recommendations 
on- grants to States keeping in view 
the requirements of the Third Plan, 
but its suggestions in this respect were 
rejected by the Government. The 
Fourth Commission was kept severely 
off the sphere of Plan finances and 
was restricted to the non-Plan revenue 
budgets of the States. How small a 
part of federal finances the Finance 
Commission now affects can be seen 
from the fact that in 1965-66 whereas 
statutory grants by the Centre to the 
States are estimated at Rs 77 Crores, 
other grants, the size and distribution 
of which are determined by the Cen
tral Government and the Planning 
Commission —with the State Govern
ments, are put at nearly three times 
that, amount, at Rs 211 crores. 

The Fourth Finance Commission. 
like its predecessor, is acutely aware 
of this loss of importance. But unlike 
the latter which had suggested that 
either the Finance Commission's 
functions should be enlarged to cover 
all financial assistance from the Centre 

to the States or the Planning Commis
sion should altogether take them over, 
the chairman of the present Commission 
has merely called for a formalisation 
of relations between the two Commis
sions involving clear definition of the 
scope and functions of the two "by 
amending the Constitution" and by 
making the Planning Commission also 
a "statutory body independent of the 
Government". There is no doubt much 
to be said for and against Riving the 
Planning Commission a formal status 
and making it "independent" of the 
Government, but those arc larger 
issues which have to be considered 
against the totality of the Commission's 
functions. The question to be asked 
in the present context is whether it 
would be advisable to assign larger 
revenues to the Slates on a statutory 
basis. This problem has to be examin
ed in the light of the States' known 
unwillingness to exert themselves to 
raise resources while simultaneously 
wanting to spend as much as possible 
and lobbying for as large State Plans 

as they can get. Any statutory alloca
tion becomes binding on the Centre 
while in the case of non-statutory 
allocations, the Centre can, if it likes, 
relate their magnitude to both the 
developmental needs as well as the 
revenue efforts of the respective States. 
The Centre cannot en force any stand
ards once the allocation becomes 
statutorily binding. There is also the 
danger that such larger allocations 
may be spent away by some States on 
non-Plan schemes, because it. is not 
always that the priorities laid down 
for the Plan as a whole are in accord 
with the priorities of t he State Gov
ernments, 

These were among the reasons 
which led the Government to reject 
the Third Finance Commission's rec
ommendations regarding statutory 
grants to meet a part of the Slates' 
Plan expenditure. There is considerable 
practical wisdom in leaving the size of 
Central assistance to the States under 
the Plans to be decided by bargaining 
from year to year. 

Weekly Notes 
The New Hoarder 

A 
MONG all the damages- the war 

is likely to cause to the economy 
by draining away scarce resources, 
there may be one or two resultant 
developments of a welcome nature. The 
decision to impose with almost im
mediate effect rationing in all urban 
areas with a population of one lakh and 
above is one of them. Earlier, the 
decision was to implement a phased 
programme, starting with cities with 
a population of a million and above, 
then turning to towns with a popula
tion of 3 lakhs and above, and only 
finally to towns with a lakh and above. 
Food Minister Subramaniam has 
now announced in Parliament that 
in anticipation of possible holdups 
of imported wheat, the pro
gramme is to be immediately imple
mented without any phasing. There is 
every opportunity now of introducing 

' an effective and workable system, for 
the public mind could never be more 
prepared to accept draconic measures 
causing general inconvenience and 
involving harsh punishment of anti
social elements. 

While welcoming the measures 
announced, we cannot but note the 
grim warnings contained in the M i n i 
ster's speech about still further diffi
culties on the production front. The 
official view has always been optimistic 

about solving the production problem 
once for all so as to end the precarious 
dependence on foreign assistance. 
Thai increased production is the 
long-run answer to the problem is 
accepted by all, but nobody seems to 
stop to analyse the reasons for our 
sad performance on the production 
front. The target of self-sufficiency 
which was set for the Third Plan has 
now been pushed to the final year of 
the Fourth Plan. Foodgrains production 
did not increase at all during the first 
three years of the Third Plan. In the 
fourth year there was, according to 
official figures, a rise by 10 per cent 
in a single jump. It has been argued 
ti l l now that undue importance should 
not be attached to the stagnation of 
the first three years; the last two years 
would largely compensate for the 
shortfall. Now the prospects for the 
last year's harvest are also not all 
that bright and there seems to he 
doubt whether even the figure of 92 
million tons will be achieved. 

Another curious phenomenon on 
the food front is that market arrivals 
and market prices do not" seem to have 
been affected in any significant way 
by the sharp rise in production of 8 
million tons in a single year. Market 
arrivals of grains have been, it is 
reported — and this has been now 

confirmed by the Minister — steadily 
going down. This was understandable 
during the first three years of the 
Plan, when production did not rise. 
Increased prices could have prompted 
farmers to sell less to make the same 
amount of money income. But it is 
paradoxical that the trend of rising 
prices and dwindling market arrivals 
should continue even after the record 
harvest of 87 million tons. If such an 
increase in production in one spurt 
does not lower prices or at least arrest 
the rise in them and result in the i n 
creased market supply of grains, then 
among the possible explanations one 
cannot leave out the one that the pro
duction figures themselves may be 
seriously in error, It is now being said 
even officially that the role of trade in 
withholding stocks is not so important. 
The real culprits are the producers 
themselves. Subramaniam has announc
ed that his new procurement drive wil l 
be directed at the producers rather 
than the traders. However, this is not 
the first time that there is talk of doing 
something to release supplies withheld 
by producers. But at no time has any 
concrete scheme been outlined. What 
precisely will be the weapons the pro
curement agents will be given to 
compel the hoarder-producer to dis
gorge his suppressed stocks? Of crucial 
significance in this matter seems to 
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