CHAPTER Il

THE APPROACH OF THE COMMISSION FOR THE PERIOD 1990-95

2 Jn/outlining the approach wae proposed to adopt in the
fiest report for 1989-80, we had referred to the nature of the federal
finance problem*/. We had also indicated that an adequate
volume of assistance inthe form of federal transfers mustbe made
available to the States inthe light of the respective responsibilities
assigned - to them and the Union Government under the
Constitution. The principlea nonetheless upon which the transfers
are effected must be such as to ensura that the linking of revenue
and expenditure declslons and fiscal responsibility are not unduly
weakened and that higher levels of expenditure than what is to be
provided for onthe basis of national criteria would have 1o be met
out of the efforts of the government concarned. Inthis connection,
we had quoted, with approval, the obsarvation of the First Finance
Commission : "The mathod of extending financial assistance
should be such as to avoid any suggestion that the Cantral
Ggvernment have taken upon themssives the responsibility for
helping the States. 1o balance their budgets from year to year
{p.97). The federal transters must, however, be adequate in the
context of legitimate budgetary needs of the States while being
just and fair to minimise the vertical and horizontal imbalance
within the confines of available resources. '

. 22 Infashioning cur approach in the report forthe period
i990-95, we havae, in line with the above, kept in view two basic
principles : (a) atair apportionment of revanue rasources between
the Centre and the States, given - their constitutional

" . responshbilities and the overall limitation of resources; and (b) the

- manner of fransfer of resources to be such asto preserve fiscal

Aautonomy of the States and to promote fiscal responsibility onthe

- part. of both the Centre and the States. Central transfars

invarighly invaive guestions of inter-State equity and such equity

can.be attdined in :n'sdym of federal transfers only if fiscal
pruderice, tax sffort and growth impulses are not penalised,

.- 2.3 Apartfromthesabasiccensiderations, ourapproach has
been influsnced alsa by the steadily deterigrating fiscal scenario
in the courttry. . The trends In Central and State finances on
ravenus acoount (with which we are primarily concerned) are
déscribed in Appandix 3 and the figures of revenue recelpts and
fevenue sxpenditures are presented in Annexure IL.1; trands in
revenus - deficity/surpluses are given in Annexure I.2. It is
noticed that at both the Central and Stale levels, revenue
sxpenditures have been growing faster than revenue ts.
-Qwvar the petiod 1974-75 to [986-87, while the revenuae receiptsof
.the Unlon Governmint grew at 4.4 per cent per annum, its
revenus sxpenditures at16.8 par cent; averthe same pericd,
the revenue expenditures of the States grew at 17,1 per cent, and
thek revenue receipts at a lower rate of I5.7 percent. As aresuitof
the gap between thé rates of growth of receipts and expenditures,
with the latter being higher, revenue deficits have emerged. The
Central Government has been incurring arevenua deficit in allthe
yoars since 1979-80, and the States as a whole. since 1984-85
{except for 1985-88).. The revenus deficit of the Eemre has been
continuously Increasing since 1981-82; the revanue surplus of the
States as a whole started declining from the same year, and since
1988-87,1he Statea as a whole have also been incurring a revenue
defick which is estimated 10 have risen to Rs. 4,451 crore in
1989-90. In that year, the revenue deficit of the Centre is
budgeted at Rs. 7,012 crore. Thetotal estimated ravenue deficitof
the Centre and the States in the year 1988-89 would. thus be

around 3.9 per osnt of GDP.

24 Theincurring of revenue deficits on a largs scale year
_after year implies-an Infraction of one of the fundamental
principies of sound publicfinance in any sconomy, particularlyina
developing economy. Alarge revenue deficitimplies dissaving on
govemment account (akhough the amount of dissaving according

* First Regort of tha Ninth Finance Commission (July 1968), Chapter i,
paras2.1-2.7

rising.

1o national accounting may be somewhat different from tha figure
of revenue deficit) and the use of the savings ofthe other domastic
seclors or savings borrowed from abroad for financing
government's consumption expenditure. In fact, an important
principle of fiscal policy enunciated at the very beginning of the
planning era was that there should ba positive and rising savings
on governmant account, Le., increasing surplus In the revenus
budget in order that government also could contribute to raising
the rate of savings In the economy. Thus, the First Plan stated *
...... public savings, as distinguished from private savings,
personal or corporate, must be developed steadily. Thefinancing
of investment through public savings would haip to ensure a
pattern of development in consonance with accepled social
criteria” {pp. 4-32).. The very principle was reiterated in the
document of the Second Pian. The massive increases in taxation
that have been brought about through successive Plans were
intended to implement the above-mentioned principle of financing
a part of public investment through the creation of ravenue
surpluges, However, we note that the principle has besn
gradually aroded by allowing reveniia expenditures to grow faster
than revenue raceipts in spite of the steadily increasing tax
ratio. '

25  Another related disquisting feature of recent public
finances in India is the rapidly growing public debt. A large part of
investment by deparimental and non-deparimaental enterprises
financed by the government did not yield sufficient returns but in
fact resulted in losses/. In addition, the practice of the
government taking over loss-making private emerprises fo
prevent their closure and then financing them through pubiic
borrowing, the growing revenue deficits and the non-recovery of a
substantial part of loans to public enterprises and others on which

even interest is ofien not collected have together led to an
alarmingly rapid growth of public debt, especially in recent years.
And in the procass if the social objectives have been served at all,
the cost has been highly disproportionate. Annexure 1.3 shows
the growth of the public debt in India. The total debt of the Central
Government (internal and external) has grown from HRs, 19,193
crore on 3ist March, 1971, to Rs. 2,28,24] crore on 3ist March, 1989
(R.E.); it is expacted to rise to Rs. 2,59,729 crore by tha and of
1989-90 (B.E.). Ofthis, Rs. 2,3|,692 crore would constitute intarnal
debt. Theindebtedness of the States has increased from only Rs.
8,749 crore as on 3lst March, 1971, to Rs. 81,053 crore by 3ist
March, 1989 (R.E.). This total includes RAs. 55,538 crore of loans
trom the Centre. Excluding this, the combined indebtednaess of
the Centre and the Statas amounted to Rs. 2,63,758 crore atthe
ond of 1988-89. Since 1984-85, the debts have been growing
rapidly, Inthe lastfew years, they have bean growing atthe rateof
Rs. 35,000 to 40,000 crore per year.. The ratio of public debt to
GDP which stood at 48.9 per cent on 31st March, 1981, rose to
54.9 per cent on 315t March 1985, and is estimated to have risen
to 76.9 per cent on 3ist March, 1989,

28 As aresult of the growth of debt on the one hand and
inadequate returns from the use of the borrowings on the other,
the burden of interast paymants on the budget has naturally been
Between 1974-75 and 1986-87, interest payments
increased at 6.9 per cent per annum inthe case of the States and
at 20.3 par cent in the case of the Centre. (The debt of the States
has been growing at 15.4 per cent per annum and that of the
Centre at 189 per cent.) As of 1988-89, net intérest payments
constituted 30.4 per cent of net borrowings for the States and 37.4
per cant for the Centre. In 1989-90, the proportion of net interest

* Wepointedoutin tha firstreport of the Commission that the rate of retum
after tax on the capital of Rs. 51,931 crore invested in Ceniral public
enterprises {coi by the Public Enterprizes Survay) by the end of

" 1886-87 amountad only to 3.4 per cent and if the petroisum sector were
exciuded, the rate of return was negative. The performance of public
enterprises at the State level was much worse. .




payments fo net borrowings at the Centre is estimated to amount
to 48.5 per cent. Tha vicious circle of excessive growth in revenue
expenditure, meagre or nagative returns from public enterprises,
growing revenue deficit and large scale public borrowing resulting
in a massive rise in interest burden and in turn, accentuating the
revenue deficit Ieading to higher barrowing, must be broken. The
first task must, therefore, be to restore balance in the revenue
budget. The suggestion contained inone ofthe terms of reference
given to the Commission, that the Commission should "keep in
view the objective of not only balancing the receipts and
expenditure on revenue account of both the States and the
Centra, but also generating surpluses for capital investment®is in
line with this objective. As rightly pointed out in the Second Five
Year Plan document, once expenditura is classified as revenue
and capital tems, revenue resources must be found to meet the
racurrent needs. In our system where Finance Commissions
appointed every five years recommend appropriate revenue
transters to States, large and continuing revenue deficits are
indefensible either on principle or on practical grounds.

2.7 The tasks of the Commission have to be approached
against the backdrop of phasing out the revenue deficits. This
means that not only the growth of revenue expenditures that we
postulate must be governed by the feasible rate of growth of
revenues but also the manner in which Centre-State financial
relations are moukled by the recommendations of the
Commission should provide incentives, to the extent possible, for
each government to make attempts to move towards a more
healthy fiscal situation.

28 The problam of Central transfars to States cannot be
looked upon merely as a matter of the Centre versus the States
and/or largely as a quastion of which level gets more. Basic
principles of inter-State equity, tiscal responsibility and efficiency
inthe use of resources are also involved. As wa indicated earlier,

the manner of transfer of resources should not tend to weaken.

fiscal responsibility and should ensure inter-State equity, i.e., the
genuine basic neads of all the States should be taken into account
along with diffarances in taxable capacity. Once assistance is
granted on such a basis, it would be the responsibility of each
government to balance its revenue budget.

29 To sum up, the basic objectives underlying the
Commission's approach and methodology are : (a) phasing out
the revenue deficit of the Centre and the States in such a manner
that the deficit is reduced to zero or a relatively small figure by
March 3, 1995; (b) equity in the distribution of fiscal resources
both vertically and horizontally; and (c) promotion of fiscal
discipline and efficiency in the utilisation of rasources.

2.10 The implementation of these principles has naturally
led us to the normative approach according to which "needs™ and
"capacities” of different governments are assessed normatively
and such normative assessmants are then taken as the basis for
determining the volume and pattern of federal transfers. This is
tha first basic departura this Commission made from the practice
of the previous Commissions. We indicatad in the first raport that
in raspect of the five-year pericd (1990-95), we shall not take for
granted the base year figures either on the raceipts or on the
expenditure side as the "right" figures on which to proceed. We
also indicataed the basic considerations governing the normative

approach. The relevant passage may ba quoted here for
convenience :

"First, the distribution of revenues between the Centre and
the States must be made in such a way that the two layers of
government are enabled to fullil their respective obligations
satistactorily as enjoined in the Constitution. The norms
applied should not be discriminatory as between tha Centre
and the States. Second, the distribution of revenues among
the States should be equitable so that avery State is enabled
over time to provide a specified minimum standard of basic
public servicaes. That is, the States with less capacity should
be able to improve their relative standards in respect of
essential services. Third, the assessment of revenues and

expenditures should be done in such a mannar that
incantives for greater revenue effort and economy in
spending are not curtailed. Fourth, the States shouid befree
o provide more public services and defray their costs
through additional levies on their respective citizens. Finally,
the norms adopted should be consistent with our overall
objective of balancing the revenue accounts of the Centre
and the States™ (paragraph 2.35}.

-2.11 I the Commission's labours are to result in a rapid
movement towards the restoration of balance in the revenue
budgets of the Centre and the States, it bacomes necessary 1
considerthe revenue budget as a whole comprising the non-Plan
and Plan parts. This is the second basic daparture this
Gommission thought fit to make. QOur approach here is in keaping
with the terms of referance and is in full conformity with the
constitutional position regarding the scope of work of the Finance
Commisslon. While thus determining the area of cur work, we
have kept in view the traditional and important role played by the
Planning Commission and the arrangements that have been
established, on the basis of consensus in the National
Development Council, for financing the revenue and capital plans
of the States in an integrated manner. We have attempted to work.
out an approach which, while enabling us to perform our
legitimate constitutional role, weuld not prove detrimental to the
planning process or to the role played by the Planning
Commission in that process.

2.12 The normative approach must be applied as much to
the assessment of Central receipts and expenditures as to that of
State receipts and expenditures. Whatever norms are chosen
must be applied withthe same degree of rigidity in both cases. But
the norms themselves cannot be ‘uniform or identical. This is
becausa in the distribution of transfers from the Centre amongthe
States, questions of inter-State equity and the apportionmant of
burdens and benefits among the taxpayers of the different States
areinvolved, whareas inthe apportionment of revanue resources
between the Centre and the States, the interests of two different
groups of taxpayers are not involved. What needs o be
considated is rather the question whether the relative levels of
revenues raised by the Centra and the States are commensurate
with the distribution of taxing powers under the Constitution and
what could be the total combined tax intake that would be
adequate and also acceptable to the people. Onthe expenditure
side again, the average cannot ba usad as a norm for the Centre
as can ba dona in assessing the relative neads of the States,
because the services provided by the Centra are in most cases
different from those provided by the States; hence, a broad
judgement has to be exercised regarding the justifiability of the
existing levels of Central expenditure, and the system of transfars
must contain elements which would induce the Centre to exercise
aconomy in its expenditure and to restrain its growth.

2.13 The principles and methodology of the normative
assessment of tax ravanues and non-Plan revenue expenditures
of the State Govarnments are detailed in Appendices 4'and §
raspactively.

‘2,14 Briglly, on the revenue side, normative estimates have
been derived separately for tax and non-tax revenues. In raspect
of taxes, amodified representative tax system approach hasbeen
applied, in order 10 determine what a particular State would be
abieto raise by way of tax revenua, had it exploited itstaxbases to
an average extent. Such "ax capacity” figures have been derived
for a base year*/ and are then projected 1o the year 1989-90. As
regards non-tax revenues, while actuals have been used in the
case of fees and user charges, in the case of dividends and
interast to ba received by the government, normative rales of
return have been used. Thus, {otal normative estimates of
revenue are arrived at for the year 1989-90.

2.15 Asin the case of revenues, in regard to a substantial
part of non-Plan ravenue expanditures, the average behaviour
has been taken as the norm. Thus, the normative astimates,

* (Appendix 4)




which may be called the expenditure needs®, in the case of
general services, have been definad as the justifiable costs of
providing an average standard of service. In respect of social and
economic sarvices, needs are taken to be the justifiable costs of
providing the axisting level of servicas. Herae, justifiable costs are
also based on the norm of an average but with due allowance for
what may be called "cost disability” factors**/. In regard to
expanditure on the maintenance of assets, enginearing norms
have been applied in a graded scale assuming that the full norms
will come into operation in the last year of the report period.
Cortain other items of expenditure such as on elections have bean
computed on the basis of estimated costs; while expenditure on
social welfare schemas have been fixed at certain uniform levals
in order to ensure inter-State aquity.

2.16 The implications of computing the budgetary positions
of the State Governments on the basis of normative estimates as
calculated above may be spelt out. While the actual perfarmance
of the States as a whole is kept in viaw (through the use of the
average) the non-Plan revenus deficit or surplus of any one State
computed by us is not dependent on its actual behaviour. Thus, if
a State is raising revenues more than the norm, it would not be
penalised; conversaly, if it raises less than the norm, it would
elther lose or be not rawarded. Any excess revenuse over and
above the norm which a State raises can be used by it for
purposes of its own choice thus giving the State freedom of action
without affecting its entitlements to Central transfers, On the side
of expenditures, since "needs” are reckoned on the basis of
norms, differences in standards of services among the States
attributable to differences in revenue capacities would not be
frozen. On the conirary, a process of equalisation would be
initiated. Again, if a State obsarves economy in expenditure and
achieves lower costs in providing a given standard of services, it
would not be penalised. On the other hand, a State which wishes
to provide a standard of selvices higher than the norm in the case
of general and administrative services would not be prevented
from doing so but would have to do it on the basis of "extra®
resources it raises.

2.17 Htisto be emphasised that the methodology applied by
the Commission implies no interfarence with the right of a State
Government to ralse resvurces and incur expenditures at such
leveis and in such manner as desired by s people and its
Legislature. The norms are relevant only in arriving at the relative

entitlements io Centraltransiers and are sodesigned asto ensure

inter-State equity in working out such antitlements. This may be

illustrated by reference 1o the norinative rate of return applied for -

deriving estimates of dividends from State public enterprises.
Representatives of a number of State Governments argued
before us that no significant retums can be expected from Road
Transport Corporations or Electricity Undertakings given their
specialdifficulties orthat it was necessary to subsidise services of
such enterprises in the public interast, as was being done in
several countrias of the workl. Apart from special ditficulties for
which, of course, allowances have to be made, the proposition
that the actual positive of negative rates of retum earned by
different State Governments on their investments in State
enterprises should be included in the base for judging their
entitltements to Centrai fransfers would not only tend ¢ reward
inefficiency but also imply (since actual differing rates of retums,
positive or negative, will be used) that the citizens of one State
using the concerned services would be subsidised by the
-laxpayars of all States. Thus, the question is not just whether a
State Government should be heavily or partially subsidising road
transport or power services; it is more a question of who should
pay for the subsidiaes : the taxpayers of the State concerned orthe
nationaltaxpayers. Totake care of this problem, the Commission
has, as was done by earlier Commissions, spaecified uniform rates
of return for all the States so that to the extent that these rates of
return are lower than the normally commarcialrates of
return, there would be scope for subsidisation by the Centre on a
unilorm basis. However, in order to give further time for

adjustment to the States, we have stipulated that even these
lower normative rates of return should be achieved to the full
axtent only in the last year of the reference period.

2.18 Although we had observed in our first report that in our
approach for the pariod 1990-95, we intended to adopt a fully
normative basis, in deference 1o pleas made by saveral State
Governments that the application of norms should be spread over
a peariod of years, we have moderated the application of normsin
some ways as specified in Chapter Il

2.18 Inregard to Special Category Statas, the Commission
decided thatkeaping in view their relative under-development and
the nature of their special problems, no systematic norms could
be applied at the present stage. Therefore, the basis of
projections of receipts and expenditures forthese States are more
or less the actuals.

2.20. It may be pointad out that since the average has bean
used as the norm in respect of the revenue receipts and a
substantial part of the non-Plan revenue expenditures of the
States, if the normative estimates are added up, we would derive a
figure which would be equaitothe totals of the actuals*/, Thus for
the States as a wholae, the base chosen is not much different from
the actuals, although there would be a difference between the
norm and the actual in relation to any ona State. The normative
estimates could not be computed for the year 1989-90 or [988-89,
for lack of the necessary data. They were worked outfor anearliér
base year and then projected to 1989-90 at appropriate rates of
growth, In doing so, on the expenditure side, adequate provision
has bean added on account of revision of emoluments on par with
Central Government scales.

2.21 Forthe purposa of assessing Caentral revenue receipts
and non-Plan revenue expenditures, we have taken 1989-90
budget estimates as the base, except for sstimates of dividend
and interest income for which normative rates of returns have
been used, as inthe case of tha Statas. Since the sumtotalofthe
normative astimates for the States tends to equal the "actuals”,
there has been broad similarity in our treatment of the Centre and
the States. Tha differance is that for the Centre, instead of taking
the 1986-87 actuals and projecting them ta 1989-90 at frend rates of
growth or adjusted trend rates of growth, we have adopted the
1989-90 budget estimates as the base, Wa find that the Centra's
non-Plan revenue expenditure. (excluding interest paymants) in
1989-90 would be higher than the budget estimates if we
proceededfrom 1888-87 actuals, Thisis obviously bacause ofthe
restraint shown by the Centre in formulating the budget estimates
of 1989-90. We are of the view that this was a step in the right
direction and that we should build our projections on that lower
base only,

2,22 We had indicated that for judging the relative tax
performance of the Centre and the States, we have to considerthe
relative levels of revenue raised in the light of the constitutional
division of tax powsers. The major productive sources of revenue
have been assigned to the Centra and hence the Cantral
Governmant has the responsibility for raising the major part of the
tax revenues. We find that, in recent years, the Centre has been
raising 66-67 per cent of the combined tax revenues of the Centre
andthe States, i.e., around 2/3rds, with thetotaltax revenue/GDP
ratio being near 75 per cent. While there is no way of definitively
datermining whether this magnitude of the relative share of taxes
raised indicates an adequate relative use of tax powers, it is seen
that the Centre is raising much the larger part of tax revenues.

2.23 For our present purpose, we are proceeding on the
basis of the broad approach to fiscal policy being evolved by the
Planning Commission in relation to the Eighth Plan. With an
average GDP growth rate of 8 per cent per annum, the Planning
Commission is envisaging a significant increase in the tax ratic to
be brought about mainly through tax rationalisation and baetter
enforcement. In view of this, we are assuming that revenuas will,
and can be made to, grow faster than GDP. Allowing for a5 per

** (Appondix 5)

* Excqpt for stochastic errors.



cent increase in prices per annum {in conformity with the present
thinking in the Pianning Commission), we assume GDP 1o be
growing at i per cent per annum in nominal terms. On this
assumption, we postulate an increase in the tax revenues of the
States as a whole at IS per cent per annum in nominal terms and
" that of the tax revenues of the Centre, at 12.8 per cent per annum.
A higher rate of increase has been postulated for the Centre,
because over the
raised by the Centre in the combined tax revenues of the Caentre
and the Siates has fallen slightly. These rates of growth of
revenue subsume a certain amount of additional tax effort. This
has been done because we are inciuding a minimum lavel of
revenus Plan sxpenditure and to derive 8 balance on.revenus
account. Non-tax revenues of the Centre and the States have
been projected using simitar methods; while normative rates of
raturn have been used in respect of income from invastments,
reasonable rates of growﬂl {5-6 per cent per annum) have been

applisd 1o the base year figures of fees and other user
charges.

2.24 inviewalthe large ravenue doﬂdtlnthobauyur the
above-mentioned orders of increase in revenues would imply
strict conirol of the growth of revenue expenditure, particularly
non-Plan revenue expenditure, ¥ the revenue deficit Is to be
phased out according to our schems. Accordingly, we are
postuiating an annual average increase of 7 percent in non-Plan
ravenue sxpenditure in nominal terms. Slnco full neutralisation of
prica rise is not granted in the revision of dearness allowance and
the prices of goods bought by the government do not generally
rise as fast as the wholesale price index which inciudes the prices
of capital goods and intermediates with higher deflators, & 7 per
cent increase in nominal terms shoukd allow for a 3 per cent
increase in expenditure in real lerms. Increases in interest
payments, howsver, have been allowed on the basis of lkely

actualsonthe assumphon d nsbmr ratwl’gruwthof public debt
than in the past. ~

228 Asindicated nrliorin paragraph 2.1, the Commission
has assessed, on the axpenditure side, the entire requirements of
revenue account, Plan and nori-Plan. The manner in which
estimates of revenus Plan expsndiiures have baen derived is
indicated in Chapter VI, Under our approach, once the revenue
* expenditures, non-Plan and Plan, of the State Governments and
the Centre are no Wlﬂdglwn the total

revenuas that could justifiably be expected 1o be raised by them
during the report period, federa! transfers should be such as to
ensure that each can undertake the sxpenditures

normatively determined for &, if & fulfiis the nomms for raising
revenues, Ifolbmmmovohmomdethodhthmon
of Central shareable taxes and of grants-in-aid mustbe such as to
subserve this basic objective. Most of tha earlier Finance
Commissions confined. the scops of their work to non-Plan
revenue expenditures and receipts exciuding the effects of
additiional resource mobikisation effort. They did not, therefors

concern themselves with what Icwls revenve Plan
expenditures the difféient States coulkd hm of how such
expenditures wouid be financed; they were content with ensuring
that each State Government would at least cover its utlmalod
non-Plan revenue. expenditures. With this ch, our
predecassors deve criteria for the distribution of shareable
taxes which were quite independent of their-assasamaent 6f-the
budgetary neads of the States. K is rather through the raillngd
the volume of devolution than through a taliored
shmmnmuthoymmptodbmtho utlon
revenuegaps of the States. This andthefact thetthe predominant
criterion of devolution of the Eighth Finance Commission, for
example, was -population®/ and the gonord grants-in-aid oi

period 1974-75 to 1986-87, the share of taxes

‘have endeavoured to bring about a greater

revenue were just sufficient to close tha revenie gaps remaining
after devolution, meant that the Finance Commission's
recommendations left the different State Governments with
varying lavels of per capita non-Plan revenue surpluses ranging
from fairly large figures to zero. Under our approach, the volume
as wall as distribution of Central transfers must be aligned to the
need to enable the States to incur, at least to a significant extent,
the expenditures normatively determined for them. Also, it would
seem proper that there should be a degree of equalisation in the
capacity of the different State Govarmmants to undertake revenus
Plan expenditures.

2.28 The valume of Cantral transfers has to be determined
on the one hand by the estimated needs of the States and onthe
other by the astimated needs of the Central Government; and the
total expenditures to ba provided on revenue account (for the
Centre and the States together) would depend on the total
revenues they could be expected to raise and tha pace at which
the revenue defictt is 1o be phased out. In arriving at the final
sstimates of feasible levels of Central Government ex
we have kept in viaw an impontant condition, namely, thatthﬂtal
transfers from the Centre 1o the States undér  aur
recommendations should not be less than what they are nowan.a
percentage of estimated Central revenues. The fiscal situation at
the Cantra being what it is, they cannot be substantially higher. i
thetotal volume of transfers is thus determined, largertransfers to
deficit States (taking non-Plan and Plan expenditures together)
through grants-in-aid would necessarily mean a reduction in the
relative weight of formula-based devolution as compared to the
past. While we consider that the move towards equalisation that
we are recommending is in the right direction, we are conacious
that too radical a d ure would not be feasible. We are,
thereiore, recommending only a moderate step in this direction o
begin with. In course of time, a greater degree of equalisation
could be attempted. -

227 We have retained the level of devolution prescribed by
the Eighth Finance Commission, that is, 85 percentof income Tax
and 45 per cent of Union Excise Dutles (basic pius spoctal). The
share of income Tax is to be distributed among ali the States
according to the criteria evolved by us. A portion of the shareable
Unlon Excise Disties ( 16.5 per cent), howsver, is to ba linked to
our normative assessment of non-Plan budgetary needs; the rest
will be distributed according to the formula appiicable to all the
States. The normative gaps on non-Plan revenue account
romalnlng after devolution are filled by grants-in-aid under Article

2.28 Qur normative assessmentof revenue oxpondlumon
sconomic and social services revealed that a number of States
were providing standards of services balow the average. Inorder
0 bring about a degree of equalisation in standards of these
services, we are recommending development grantsto the States
whose non-plan revenue surpluses are found inadequate
according 1o & formula evoived by us*/. These development
grants are being recommended under Articie 275 and will be in
addition to those that a State will get for Plan purposes underthe
modified Gadgil formula. The use of the developmaent grants
recommended by us will be determined in consultation with the
Planning Commission.

2.29 Thus, subject to the overall constrnint of resources, we
degres of inter-State
‘aquity through the partial linking of the distribution of Union excise
duties  to normative assessment and through the
recommandation of development grants 1o help weaker States
afford a hlghor leval of development cxpondituro.

7 Aﬁmyhm!nhud&kwwﬂmh.l‘n
population was ussd as & soals lactor in relation 1o
. than 10 percent of income tax diswributed

had sccorded 75 per cent weight io per capita SDP, inhcﬁu

Commission
, the iotal direat and indirect weight given to population in the distribution of shared awes (other
works out on the average 1o 83 per cent, This figure hiss besn derived on the basls of

according lo M)
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Eighth Finanoe
*Y (Chapier V1I).
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