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PREFACE

The inapiration for this rasearch «study ocame from
Prof. (Mrs.,) Hemlata Rac, Economics Unit,, 18FC, whan wa ware
work ing on an 18RD sponsored project on "Industr 121 Thvestmont,
Climate in Karnataka’ during 1987, Dur ing this period, the
Karnntaka State was facing sevare financial problem: and wasg
caught in  continuocus drought conditions, Thare woere
accusat.ions between the State and tha Centra on the Stata's
precarious financial problem. The State government was
critical of the Centre’'s devolution schemes followed by
Finance and Planning Commissions which were not propar and
discrimingtive. Tt also charged that tha Canlra wis showing
step-motherly treataent towards an opposit ion ruled Stata. On
the other oand,  the Cantral government  held b atnate ' g
policies as responsibla for its fiscal problems. [ these
murky situations it wna dacided to take up A comprahensive
study of Karnataka Siate finances which have A long Cime
saer ins datn analynia starting from 13680 61, Thisa stuady
confines jLsalf up 1o the perind of Lho Honth Finaocg
commianion racommendat iona, althongh in the meant ine the Toobh
Foirances Comminnion has snabmittad Tt rapaort o Dhae Giovaer sameen!
recommending the sharing of Centre’s total tax ravarims with
the «tales, The Tpnrh“Finnnpe Commisgsion also fixed 79 per
cent. of tha Contra's tatal tax rovenues ans stataa’ shara, The
Centre in the 1997-9A bhudget accepted this new racommendat ion

in principin, The dmpact of this on the stata. depensde on the



criterina used. Howaver , the present study e.cludes this aspeat
and there is sceope for further research in fature on thie

aspect.

In the preparation and completion of this rasaarch work,
T have raeceived a great deal of generons help and sapport,
directly and indirect 1y from many rquarters. Tt gives me groat
plenaure to nolresledogs thinm a1l et 1 awn D mycatt f thig

oppuortunity to put some of them on record,

It is difficult to sum up In words and alse, T do not
have adequate words Lo axpress my gratitude and thanke to my
Renearch Supervisor Dr, (Mrs.) Hemlata Fao, Profecsaor and
Head, Facancemics Unit, [natitute for Socinl and Fconomic
Change, Tor her cncouragement, guidance, valuable suggest ions
and critical -crutainy of the manuace ipt . Shee i biaen n
constant sourco of intelloctual inspiration far ma the oughout

my caraar in the Econnmica Unit, | am greatly indobtod tao hoer,

Br . Abdul Ariz, Professor of Faanamics and farmer Hend of
Fconomics Unit, 18FC, hna ygiven ma all kind of  hedp o dn

complet ing thin thagin as nalan gone thraugh the mana crapt o]

am grateful to him,



Dr. P. ¥. Shenci, Director, Institute for Social nnd
Economic Chungan, Sr it T R, SabLishchandran, Tormer [Didrese tor
TSFC, and Dr . G, Thimuninh, foarmer Prafogasor nnd Nireactor

ISEC, provided me with _onstant. encouragement at. various

stages of my work, My thanks are due to a1l of them,

1 rmxpress my thanks to Dy, P Thipprainh,  Arainrt ant
Profassor, ADRT Unit., 1SEC for his  conatant. advasen  and

valuabla suggestions on the earlier draft of the thesis,

My cpacini Lhank o are doe Lo Sri S0 G, Bhatt ) Dveoctor,
Planning Dapnr et Government, of Karnataka For oapnre sng Hiin
valuable time for discussion and sparing the mo L rolevant

moncgraphs prepared by him n the Departiment .

1 am thankful tn the officials of the State Financa
Commiasion Ceall, Rangnloere, Ffor providing rel. .ant reports
apecially the mamoranda submitted to thy Finance Comniss ions

by the socoansnaive governn-nhba in Farnataka.

1 would Tliko ta thank Mr., M. Visabanandn, Asciatant
Professor, ADRT tnat, I1G6FC, for Statistical halp and o C,

Yogananda who assisted ma in the computear wen ko

I wiash Lo record my sincera thanks 1o Dr . 11 Ranyagwamy,
Profassoer and Chairman, Departmant of Fconomics, Nr, ® ‘
Desai, Professor of Foonomics, and Dr. 00 T, NHanjo Gowia,

NDiractor, Department. of Rural Navelopment., 111 from Rangalnre



Niver s lly, who heldpoed and facllitaled the oabimbas oy ol my

thonin Lo Ltho Hnivernity,

Thankn At o e Lo omy ool languaan e H PRI A
Dr. V. Ramaswamy, [ . 5. Erappa, Mr. C. Chir 1os Halson,
Dr. Madbhushree Sokher, Dr. K, G. Gayathri Davi and
Mr. B. Vijaykumar at 1SEC and Dr. B. Seshnadr i, Professor and
Hond , Dopiactmoant. of Dovealopmant Stadian, Fanoadi o ivers ity

Hampi, for their encouragement in the course of the study.

T must convey my thanks to our | ibhrary ~taff particularly
Ms. R. Rajalakshmi, Mr. K. Vankatesh, Mr_. S Rajianna and

Mr,. Kalyanappa for their help,

I alzo wish to acknowledge here, the efforts made by
Mr. V. S. Parthasnarathy for painslhakaingly oaang Ehreongh the

entire typescript md for his editorial comments,

My sincere thanke are dus o Ms. G, Lakshmi and
M. D. Sheela who bLyped the thesig vary nantly and proampt Ty,
I am also thankful to Mr. T, K. Ganesh far hia help angd

cooperation.

I will be failing. in my duty ¢ T {5 nat acknowledge ny
parents who shared my ngonins and ecrtacies dur lng the gtudy

per iod, T am gratefal to them,
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Last Lut not the least, my heartful thanks are due to my
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CHAPTFR-1

ISSUFS TN CINIRE STATE T INANCTAL REVATIONS TH O TNDILA

ITntroduct. ion

In a country with federal structure, invar iahly thare
exiats the problem of ‘vertical' and ‘horarzontal’ fiscal
imbnlancaes. Vertical fiscal imbnlance refaras tn the aituat inn
in which the division f ravanan rouren and expend i
funct ions betwenn the federal government on the one hand and
the state governments, on the other, is such that the I1atter
ara consideared to have insufficirant revenuye sources (in the
absence of nid from the federal govarnment) to anable them to
carry out their erpenditayre functaion, 0 - o1 which would
produce a rensonable bnlance between the marginal banafits
from state expenditures and the marginal henefits obtained

from faedaral expenditures. In other words, veartical fedora)l

fiscnl imhalance rafera to the imbalance hetween the funct inng

and resources of the state ygor.uornoer?” Compre ' - 9
Union government.. Hor izontal fi- .  mbhalance on the other,
refars Lo “"the axistaence nf econ negqualities bhatwean the

nlaten auch that | 1 thoy worn nll to hanve equal standar -
public expend ity w thelr own 1revenu

them would v . - R N TP I R O I B e Q-
highar ovarall level of reverity ULhan : ‘
affairs which {t is convenient to desce ibe

fi1acal capac © " dor1zontal federe T L.REY



LR thae o o pondence bet Phe Fon P aons a0 e

resources bhat.ween tha states.

Tha varbticnl fircal imbalances oCccur mninly d.

type of resources and functions allottad to var four lave .
Geret nmont LI P e onge

betwaen the two Jlayers of government. on the basis of Lhe
cconomy, officiency and ndministrat ive convenience. Because of
this, the Union government i1s .- ted 0 - strategic
functions lika dafence, foreign nffaira, trade, currency and
banking et . with important. sourcas f v enge YEbe v omee
tan, o poration Lnx, customs dulion, excliee dubins ol In
contrast to this, the states in a federation are vested with
impor Lant. toc io-economic functionn due vt s lonaneas Lo
massas with non-commensurate sources of ravenua. Hor irontal
fiscal! imbalances occur 11, . to differances in the huaan
and naturnl endowments 1ike population, land, watar, forest,

climate and fisca! ~npnrities hatnaon thn atnten,

Divigiton of Functions and Ronowrcan in Indan

In India, tha Constitution delineates the divianion of

raBourcen-. . 2tur oo thee Contro and ctates and Yhee div

responsitbility in terma particulnre ly of developesent planning

as hetween the Centre and the states. The fu.- nes have beowen
ettt gndar YL IR R ETO B . T Y

(Union | 1st), Liat-11 (State Larl) aAn: L I

1 st ‘ . '



CHAPTFR-T
ISSUES IN CENTRF-STATE FINANCIAL RFLATIONS TH INDIA

ITntroduct ion

In a country with federal structure, invariably there
exists the problem of ‘vertical’ and ‘horizontal' fiscal
imbalances. Vertical fiscal imbalance refars to the situation
ih which the division of revenue sources and expenditure
functions between the federal government on the one hand and
the state governments, on the other, is such that the lIatter
aré considered to have insufficient revenue sources (in the
absence of aid from the federal govarnment) to enable them to
carry out. their expenditure functions at levels which would
produce a reasonable balance betwren the marginal boenafits
from state expenditures and the marginal benefits obtainad
from federal expenditures.1 Tn other words, vertical federnl
fiscal imbalance refars to the imbalance between the functions
and resources of the state governmenkts as compared with the
Union government. Horizontal fiscal imbalance on the other,
refers to “"the existence of economic inequalities between the
olaton ouch that, i Lhoy wara a1l to have eaqunl atandardes of
puhlic expenditure From their own revenue sources, some of
them would have to set their taxes and other charges at a
higher overall level of severity than others- a state of
affairs which iL is convenient. to doscribe as ineqgualities of

2

fiscal capacity”.’ Horizontal fedetral fiscal imbalances then,

1



refer to the non—-correspondence between the functions and own

resources between the states.

[

Tha vartical fiacal imhbalances occur mainly dus tn the
type of resources and functions allotted to various levels of
government., The functions and resources are distribited
between the two layers of government. on the basis of the
economy , efficiency and ndministrative convenience. Recause of
this, the Union government is vested with some strategic
functions likae defence, foreign affaira, trade, currency and
banking etc., with important sources of revenue 1ike income
Lax, corporation tnx, customs dutiea, excisn dulins ebo, In
contrast to this, the states in a federation are vested with
impor Lant, cocio-aconomic fTunctiona due Lo thoir clonenens Lo
masses with non-commensurate sources of revenue. Horizontal
fiscal imbalances occur mainly due to differences in the human

and natural endowments like population, land, water, forest,

climate and fiscal capacities between the states.

Divisian of Functions and Resources in India

In Tndia, the Constitution delineates the divisinon of
resources as batween Lhe Centre and states and the divioion of
responsibility in terms particularly of development. planning
as between the Centre and the states. The functions have been
enumerated under three distinctive lists, namaly, 1 ist-1
(Union {ist), 1ist-TT7 (State List) and | ist-I11 (Concurrent,
1 inl.).'| 1oy prer dorm Lhe bunct Tanes s bgnod o coe by gposce nmend

2



muskt  have power to raise revenues commensurate wif.'n- it
funct.ions. One of the principles of federal finance is that,
the Financial needs must balance the financial powers to raine
the same, The Constitution of Tndia has provided independent

tax powers to the Centre and the states. The division of such

taxation powars hetween the Centre and the states are as

under :

1. Taxes which are levied, collected and retained by the
Cantral Government.

2. Taxes which are levied and collected by the Central
Gavernment but the revenue is shared with the states.

a. Taxes which are lovied and collectad by the Union but Lhe
' entire revenue is distributed amongst the states.

4. Taxes which aro levied by thoe Contral Covernment. bat
collected and Hppropriated by the states.

5. Taxes Jevied and cnllected by states,

The important, taxes assigned to the Centre are income
tax, union excise duties, customs, corporation tax etc. On
t.he other hand the taxes assigned to the states are land
revenue, agricultural income tax, state excise duties, sales
tnax, wmotor vehicles tax, stamp and registration fee,
entertainment tax etc. States can also mobhilise revenue
Lhie owaghe Shies be o vy b Dot e Pl Db o e ) L, Telayed

profits, administrative receipta and olthers,

The distribution of functions and pnwers makes the Cantre
superior to the states. In order to correct ficcal imbalances
in all the federations some sort of built in mechaniasm exists.
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Tn India, the Constitution

amd dulieas from Liuy Cont o

resource flow takes

ConsbLitul. ion has

provides

tos

place through

For devolution of taxes

they ntntes . The Contra-ntnate

different routes, The

provided for an independent. Finance
Commission (FC) which deals with statubtory sharing of taxes
nand dulins botweon Lhe Ceoenbro and the states and alao among
the srtrates. Since the adoption of Planning, fiscal transfers
are taking place not only through FC but also through the
Planning Commis3ion (pPc) and through various Central

Ministries.

of transfers effected through

Federal Fiscal

The following Chart depicts the different types

different channels:
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Fiscal transfers made through the FC are called sl;atur.;)ry
Lo aatvesfer o . Lhey albher Lranslors aro el lod non cdbalabory
tranafers. Statutory transfers include share in central taxes
and duties like income btax (other than agr icultural income)
and union duties of excise, grant—in-aid under article 275 to
the needy states, and other grants for the purposes of natural
calamities, grants faor upgradation of some services etc,
Other taxes refer to estate duty and additional excise duties.
Shared taxes are of btwo Lypes. One is obligatory and the
other voluntary. Thus, while income tax sharing ig
obligatory, union duties of excise iz voluntary i.e., ik can
be shared with the states if the Par liament so wishes. HNon-
statutory transfers include grants and Toans for  plan
purposes, and others include grants and loans for other
.
schemes Plan grants comprise generanl, non-matching (hlock)
grants and loans. Likewise, grants and loans may consist of

(ministries) selective, matching or non-matching grants for

Central plan schemes and Centrally sponsored schemes.

Ma jor Tssues

Several issues have croppad up in the field of Centre-

State financial relations in India. Some of the major issues

are: -



1) Growing State Dependency on the Centre

The state is an important’ organ in a federal set up.
States in India are bestowed with own revenue sources and
expenditure powers. States’ revenues comprise own tax and
non-tax revenues, statutory and non-statutory transfers from
the Centre and capital receipts like horrowing, public debt
etc. However, states’ resources are inadequate to meet their
expenditure obligation ansa hence, they have to depend on the
Centre for finances. A measure of such dependence 1is the
proportion of shared taxes and grants to the total revenue of
the states. This proportion, more or less, steadily rose from
about 35 per cent during 1960-69 to 40 per cent in 1990-95
(Table-1.1). The same problem can be looked at by considering
the ratio of the states’ own revenues to their axpenditures,
A decline in the ratio would indicate an increase 1in
depaendence. The ratio during 60s wns 64 par cent and it rosea
to 68 per cent during 70s but declined sharply in the 80s and
905 to 60 and 58 per cent respectively., The major reason for
the growing dependency of the states on the Centre 1is the
relative inelasticity of the sources of the states.! 1t has
been pointed out that the Central transfers, including net
Tanne Lo Lha sinatan, conal ibato aboat 360 e RTINS . T
centre’s gross receipts, even as they finance 41 per cent of
the expenditure by the states demonstrating the structural
imbatances in the 1income and expenditure commitments of the
Centre and the states; and demonstrating more importantly the

crucinl dependence of the states on Central transfers and
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Table-1.1:

Shared
Laxes &

grants

Fiseal Dupendence of the States on

Statas
Wi
revenue

ftates
Fevenne
expendi-
bure

the Union Finance-

Shated baxes
and grants as
a % age of
stalas total
revehle

{Rs. 1akhe).

Ratin nf <lates’
W T AV

to their evpendi-
ture {in Per cent)

States
Year Inlal
PR

60-41 JO11R1
61-67 107349
67-63 178386
6364 149070
64-65 163498
65-66 185071
66-61 213520
67~68 237400
6R-69 267000
6%-70 05770
1960-69 1857713
70-79 117049
"-17 404477
12-7% 491735
1374 555700
74-1% 643151
576 193014
7677 903707
1-18 993047
010 1164469
719-80 136793
1970 19 1649787
80 Al 1679320
AY-R? 1R45460
R?-AY 21172654
RI-84 2401382
R4-R% 2747547
85-86 3347408
n6-a7 IRP2676
n7-AA 4400039
AR-R9 5047045
89-90 5655478
19R0-A9 37971900
99-99 6646678
91-92 8053570
9?2 13 109113
05-94 10556470

94-95(F) 17336160
95-96(AF} 12644340

290
31519
43141
487109
n2195
60975
76566
6044
QRORN
1156719
H4R144

1312143
179467
19875
209965
225010
281743
ILR4TT
J6ATRR
4472557
540094
2901636

641148
678610
B01471
910048
1061606
1398757
1536870
FT934R3
20759594
2160277
13001312

THRA4 TG
2207184
ARV
4957000
47114070
374930

12160
69970
B5045
100311
107038
124476
136954
146472
16RT1G
1894991
1204561

LTRSS
vy
1760RR
141244
1hR473
181774
719479
2333m
PhET46
346675

IR9013?

704906
220005
217480
345239
418141
517057
585705
62R061
122147
R13RIN
4747046

138904
40°R00
MIVAZ D)
hiI970
KO TARS
674450
IMETIAN
A 144
1051132
FP0R10S
6136607

SRR1A?
1146850
1341133
1491374
LAROYA
1984156
FIRNTAR
2606556
100749]
1493706

19910597

1480781
1707540
2073743
7380379
2R34900
1276968
TROGAG)
4500846
N2P27RY
H0714666
AASTSETR
L NTPTI A I Y A
AR46PLG RLIRGAS
G156 9620019
6160007 10977670
1670767 13101330
R497057 14490510

1990-95 40340231 24329877 311007457 44144759

Note: (RF) Ravised Fatimates, (BF)-Budget fstimates

1921
44,17
A0, 46
3T.R?
34.99
549
315 74
36 69
18.00
40.29
17.93
19,75
3.

31

3.
40,
40,
.
49

A,
9N

40,45
39.
47.09

T
873
19.03
40.31

Sugrees Ruaprve fank of Todia, "ART Belleting” (various jenyee]).

1

(9.
65,
67,
67,
61,
54 .69
fil.

0 45
b}
76,54
H0,
69,
300

10,
68.
h,
68

66 73
61.164
4. 17
67 &5
9,79
$0.55
06
81
49
01
1n

15
"6 7
L
i1 #l
SR 9%
51,81
57 fR
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Tloans.” 1t has also bheen pointed out that Indian states are in

a position to finance only about 43 per cent of their current
expenditures through own revenue sources as against 68 per
cent,, 79 per cent, 75 per cent, 68 per cent and 67.4 per cent
for federal units in the US, Germany, Canada, Malaysia and

Brazil respective]y.G

ii) ltess Lucrative Sources of State Revenues

It is claimed that the nature of financial sources
available to the states are asuch that they are totally
iﬁadequatﬂ via-a-vis thair davelopmental and other
responsibilities, Mosh of tha revenus courcen of states lack
built-in-flexibility and elasticity, resulting in a wide gap
between functional responsibilities and financial powers of
states and, hence, the states are also not successful 1in
additional resource mobilisation efforts to meet their growing

expenditure needs.
iii) Central Encroachment, into the State Subjects

Another issue that has come to lTimelight between the
Centre and the states is the Centre's encroachment 1into the
states’ tax powers. For instance, prior to 1959, the entire
collections of income tax paid by dindividuals as well as
companies were divisible and shared between the Centre and the

sktates. The reclagsification of income tax by the companlen

as corporation tax under the Finance Acht 1959 has deprived



Ehe asbnban ol nnc odlnalie sour co ol rovonue.  Alno, Lhe t ovonuo
Crom e ome T Yo tho ttnbaon ba pol, e e land e e 10 oed Vo
by iy Lhie ear Viar por tad, It yiold, compared to olher anion
taxes like corporation, union excise and customs duties, is
declining in recent years, as is evident from Table-1.2. It
may be observed that the share of income tax has been
declining especially since 1977-78. During 60s and till mid
70s its share was around 14 pear cent. Thereafter, it
gradually doclined to around 9 per cent and L marginally
increased to 11 per cent in the 90s. Tha reasons for lTower
yield and inelasticity of this source are many like
concessions, exemptions, Tow tax base, high marginal rate, low
compliance, high evasion, lack of interest by the Centre, For
instance, the estimiated deductions in taxable income dur ing
1986 -87 was Rs. 2,120 crores and the same has risen to Rs.
8,388 crores in the year 1983-90 - a rise of 3 per cent.
Similarly, the estimated tax relief given under taxable income
during 1986-87 was Rs. 483 crores amd the same has increased
to Rs. 2,835 crores in the year 1989-90 - a rise of 5 per
cent. This matter was examined hy the Sarkaria Commission
which recommended sharing of net proceeds of Corporation tax
permissively with the states. However, this can be implemented

only when the Parliament approves.7

iv) StagnaLion of agroed Tax Ravenues

Related to the nbove is the Centre’'s continuation in
levying and collection of additional excise duties in lieu of

9



fable 1.7 - Share of Iniome Tax in the Centra’s Total tax Revenue (Rs. (roirg)

Toromp |y Cenbre’s gross ¥ ouden ot fucome
Year yirld (gio:s) Lax roceipta tax in Fentro's

tax tevennge

o T U e L R T

S ot il A

6167 145 1094 1% 19
6263 186 1785 14 47
6364 rAX! 1634 15.85
64-65 767 1871 14 4f.
65-66 17 7061 13.20
hé-61 108 2301 1335
61 68 176 2353 11.8%
o8- 469 e 2510 15 06
69-70 440 7822 1508
1960- 69 7176 18755 14.00
0N 473 27 14 75
-1 541 3813 13 81
1213 625 4505 13 A7
IARNT 41 5070 14.67
-5 R74 6372 13,87
76 1214 7609 15,90
T4 M 1174 8270 1414
17-18 1007 RR%T 11 M
%719 1 10525 IR It
19890 1740 £2013 1135
{7019 NN 107493 o 13.00
80 Rl 1140 : 17147 inong
A1-A7 1474 ARG 7 1
R2-A3 1570 17657 £ A%
83 Ad 6 70687 87
#4 A5 117R 7347R A,73
5 A6 2511 280671 B 76
R6-RT 7879 19794 R IR
87 BR 397 37613 g 47
88 R9 4741 A44T4 T
89-99 10 51436 5.0
19R0-89 75946 785975 7.07
20 % Wy h1220 7.1
91 77 6771 67706 0y
97-13 78RR 14566 10.57
97-94 915 19691 7.04
94 (AF) 11000 GRHAY 17 75
95 94 (RF) F1500 108767 1hm

1990-85 93609 468136 11,45

Hole- (81Y  Royised Tatimates, (RF) - Budgel Fstimates.
Somreer 1, Ceatre for Mopetaring Indian Teonomy, "Basic Stalictice
Aelating to Tndian Fronomy” Vol.?, (Slates), Sepiembsr, 1794
7. Reserve Rank of Tndia, "RRL Aulletine” {various iwsyn<)
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sales tax on behalf of the states. In 1957, the Héinn
government entered 1into an agreement. with the states to
abolish sales tax on textilas, ‘sugar and tobacco and levy an
additional excise duty in lieu thereof. This is collected by
Central excise authorities, and the entire proceeds go to the
states. The rationale of the scheme is that its
administrative costs are very low, and excise evasion is more
difficult than sales tax evasion, so there is a revenue gain
as well, However, many states feel that the Centre has not
raised additional excise duties rapidly enough, and =so
deprived them of revenue., Aside, many states have resortad to
levying taxes on the above items by dubious methods leading to
doubhla levy on them. Therefore, it is suggested to revert it
back to the stntes. it 1is said that “..... is no longer
relevant. nor important, given the diverse rates of extise
already in existence. If the 1loopholes in the excise
structure for textiles is anything to go by, there is, in
fact.,, a strong case for a complete overhaul of the system".a
Again, tha Centre has Ltotally satapped levy ing most of  the
taxes under article 269, whose proceeds were meant to be

transferred exclusively to the states.
v) Usea of Surcharge as Incomo Tax

Thae Centre is bestowed with a special provision under
Article 271 to levy surcharge on income tax during contingency
peritods. Of l1ate, the Centre 1is using this provision on A
regular basis for its advantage, depriving the states a large
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share in income tax, which the states would havea got if h#siﬁ
rbes wero enhanced fnsbaad of Tavy fng aur achinr ge. Contnact od
to this is the Centras' policy of administered prices which
started almost a decade ago. The Centre, 1in the guise of
charging economic prices for the goods and services provided
by it, intends to augment 1its budgetary needs, which,
otherwise, would have come under the purview of excise duties
whaere the states also benefit from the increase. In this
regard, the Fighth Finance Commission observed that "if
obtaining revenue is the sole consideration, then 1t ascems to
us, that the appropriate course is to increase excisa

duty. ool
vi) States’ Borrowing Power

The most contentious issue between the states and the
Centre is in the field of horrowing powers. The states have
no independent borrowing powers and as such the states all the
time depend on Centre’'s permission with many conditions laid
down in the process to borrow either from the public or from
finnancinl inctituliong or from the Contro. On thoa othaor hand,
the Centre has unlimited borrowing powers (Articles 292 =&
293). This power has put, the Centre in a command ing posit fon
in regard to borrowinhg and its utilisation. Ranjit viewed
that an asymmetry that has been noticed 15 that while there is
no contral aover the Centre because it can run up deficits by
borrowing from the RBI, the states have to stick to the
overdraft limits Taid down hy the re1. " For instance,
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Tabloe-1.3 depictae Lha share of two levels of Gover nmant, iﬁ t.her
matbtoer of market. borrowing. The ahare of not. mar kol borr owing
betwesn the Centre and the statles dur ing the Third Plan was 50
ner cent  each. Howevar, the nshare of Contre has bhean
increasing steeply over a poriod of time. Ttas share during
199094 stood at 79.67 per cent and the share of states at
20.33 per cent 1in the same period. Further, it 1is allegerd
that the external capital sanctioned for state projects are
not entirely appropriated to the states. This restricts the
resource raising power of the states and affects state
finances adversely. Against the states’ problem, thae Centre
claims that i1t being the custodian of maintaining stability in
Lthe monay supply and prices, it has to beoop control over
horrowing by the state governments. Otherwise, the stateans
would compete with ench obhar to raiss capital  ohsusing

instability and mnisuse of capital.

vil) States’ Debt Burden

Another issue conneacted to the above is the burden of
states’ accumulated debt. Owing to resource deficiency from
their revenue sources and nagligible usage returns on capilal
invested, states are resorting to various kinds of borrowing.
Out of many sources, loans and advances from the Centre rank
high. For instance, out of the total outstanding debt of Re.
174,277 crores of all the states in the year 1992, &7 per cent
constituted central leoans and advances. The irony of the
problem is that most of the central loan=: given to states go
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Yable-1.3 @ Share of Centre and States in the Tobal Net Market Borrowings

dur ing Plan Periods. . {Rs. Crures)

Contral State Tatal Pareept ags Perrant age
Parind govern- guvern- {Cenlye and chare of share of

aant menl & states) Centre states
1360 A1 RI.0h (6,17 149.77 55.45 44 9%
hird Plan 47307 415 R4 #IA R4 50.47 9 97
ponual Plans 17 730 .21 4R) 3R 5% 1R 47 87
Fourth Plap [477 1R SR4 55 20N 13 T1.5R 2R 47
Fifth Plan 4656, 47 in?7 A7 56441 fl1oA% JR 1A
Sirth Plan 17408 16 777313 171107 47 AR 11 A4
Seventh Plan 32057 .97 TR97 .84 31949 86 RO.T4 ‘ 19 74
90-91 8001 05 756R . A9 10570 04 Th 14 74.30
91-92 7561 .09 334430 1065 39 69 N4 1094
92-93 R4t 00 471,00 11977 0o mn 2 79.09
9394 7715000 3639,00 ALY L] ;. BR.IB 1n.m
24-95 20074 .00 5123.00 75197.00 1.4 7033

1990 4 7107 44 18115 29 A215% 43 19 67 70 13

Source: Resorvo Bank of Tadia, “Report on Curvency and Finanee”, (varions isieen).
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