Vil Review of State Finances

67. We shall now review briefly the trends in the revenue and

~xpenditure of the Slate Governments during the period {oliowing
the report of the last Commission.  We propose Lo con fine this review
to the four years ending 1055-56. althpugh the cecommendations of !
the last Commission covered the vear 1956-87 as well, This 18

hecause the financial picture was altered in November 1926 by the

reorganisation of States. The tour-vear period is also consement as

it covers the last four vears of the first plan and the actuals of thesc

years reflect the impact of the plan ou the Htate revenues

68. Before dealing with individual States 1t will be interesting to
view the picture for all the States taken together. In the four years
covered by our review, the States excluding Jammu and Kashm'r,
which was not included in the last Finance Commission’s scheme, had
A cumulative revenue deficit of Rs. 57 crores. In this period. the
revenue expenditure on schemes included in the first five vear plan
amounted roughly to Rs. 333 crores. The States received from the
Union, under article 282 of the Constitution, grants amounting to
Rs. 133 crores while they raised additional revenue of Rs. 77 crores.
For the remaining plan expenditure amounting to Rs. 123 crores, they
wore able to utilise Rs. 66 crores which they had as surplus {rom their
ordinary revenues and devolution under the scheme of the first
Finance Commission, leaving an uncovered deficit of Rs. 57 crores.
The scheme of devolution recommended by the last Commission did
not make any direct provision for implementation of the first five
year plan; it, however, turned out to be quite liberal in relation to
the normal expenditure of the States and for most of them left a
substantial margin which helped them in implementing the plan.
Because of this liberal devolution, the States did not find it necessary,
during the period of the first five year plan, to hold up any scheme
for lack of funds, although some of them ran irto sizeable deficits.
The States did not also find it necessary to draw to any substantial
extent upon their accumulated reserves for augmenting their
revenues. For all Part A and Part B States together, excluding
Jemmu and Kashmir, the total withdrawals {from reserves during the
iast four vears of the first five yvear plan amounted onlv to  Rs. 22
oroves. Bihar withdrew in this period Rs. 8-5 crores. Bembav Rs. 3-4
crores, Madhva Pradesh Rs. 7'02 crores and Uttar Pradesh Rs. 2-82

crores.

69. We mav now turn to a consideration of the position of indivie
Jual Seates. Bombav, Madhva Pradesh, Punizh, Rajasthan. Travan-

Tely
L

eore-Cochin and Uttar Pridesh ended this four-vear pering  wit
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assessment of tax effort we have assumed that if a State raised addi-
tional revenue which it has promised for the plan, it will have done
its part.

65. Another consideration, which weighed with the previous
Commission, is the function of grants-in-aid in reducing inequalities
in the standards of basic social services in the States. We recognise
that maintenance of certain important services at a minimum
national level may justify giving special grants-in-aid. Since total
resources are limited, this can be achieved only by stages. We have
taken the view that it is the function of the Planning Commission
and the National Development Council to ensure ihe equalisation, as
far as practicable, of the standard of essential social services in the
various States of the Union To the extent that plan expenditure
incurred on raising the Jevel of social services has become cornmitted
expenditure, we have taken it inte account. For our scheme of
devolution, we have accepted the plan as ensuring an equitable deve-
lopment in the field of social services. There is, therefore, now no
room for amy grants in this field, such as the grant for expansion of
. primary education recommended by the last Cornmission,

66. The principles of grants-in-aid, whick we recornmend, are as
follows:

(1) The eligibility of a State to grants-in-aid and the amount
of such aid should depend upon its fiscal need in a compre-
hensive sense. In a Union, in which the Centre ang the
States co-operate for planned development, grants-in-aid
should subserve this end. Priorities and provigions in the
plan itself should determine -the fiseai needs for develop-
ment for the period of the plan.

{i1} The gap between the ordinary revenue of a State and is
norrnal inescapable expenditure showld, as far as possible,
, be el by sharing of taxes. Grants-in-aid should be

largely a residuary form of assistance given in the form of .
general and uncondxtlonal grants,
S

(iii) Grants for broad purposes may also be given. While
they last, they should be grants-in-aid of revenues, but the
Statns would be under an obligation to spend the whole
amount“ in’ furtherance of the broad purposes indicated,
Where those purposes are provided for in & (omprehenn)
sive plan there will be no scope for such grants.



substantial revenuse surpluses while Andhra, Assam, Bihar, Hyder-
abad, Madras Orissa. Pepsu, - Saurashtra ind West Bengal had
substantial deficits, Madhya Bharat and Mysore having a nominal

surplus. The table below shows the cumulative surplus or deficit
~f each State for this period:
fRupecs in lLikhs)

State Surl‘;\ius Deficit
Andhra . . . . . .. 1101
Assam . . . . . . 313
Bihar . . . . . 943
Bombay . . . . . 935 ..
i{yderabad . . . . . .. 293
Madhya Bharat . . . . 43
Madhyva Pradesh . . . . 445 ..
Aadras . . . . .. 2521t
Mysore . . . . . 2y .
Orisza . - . . . . S42
P:psu . . . . ve 2nt
Punjab . . R . . 248
[Rajasihan - . B . . 39z
saurashira - . . e
ravancore Cothiv . - . . 6HG
itar Pradesh, . - - 374 ..
Wesl denga . . . - . 2545

el 380 G092
MNet rdefici . . 7

*Eor oenposite Madras apte Sepremebeae 1953 and for rosiduary Madras thereafier,

Yi the iransfers to revenue from reserves during  the period  ace
ayehuded, Bombay’s surplus drops to Rs. 5-85 crores and  that of
itigr Tradesh to a marginal Rs [-82 crores, while the surplus of
Madhys Fradesh is converted intoe a deficit of Bs 237 crores and the
Jedieit of Bihar raised from Ks. & 48 croveg to KHs 17 88 crgies,

T Phe relatively comforiable position of Bombay, Punjab  and
THiar Fradesh was Jue to their way effors;  these three Siazies raised
Fe 28 crares. Hs. 45 croves and Bs 11 crores respectively during the
pesod. The deficits of the remaining Sates refect the anpact of The
;w_igrﬁrs o thelr revennes and, exeent n ithe case of Asam alse theay
falizre ta raise fhe additlonai revenoe expected of them,  In the case

of Apdhre ihe position appears ‘o have been  sggravated by  an

dinbipizre o s ordinary revenne oogiiion,

T3 The tota) reveriie of the Stsies, excluding Union  grants

ana
shares of divigible Union tages and transfers from revenge

reserve
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funds, showed a significant increase from Rs. 332 crores in 1951-52 to
Rs. 415 crores in 1955-56. Of this increase, Rs. 55 crores occurred
under the principal revenue heads. Land revenue, which accounted
for a little less than 20 per cent of the revenue from principal heads
n 1951-52, accounted for a little over 25 per cent in 1955-56, the yield
rising from Rs. 48 crores to Rs. 78 crores, largely the result of the
abolition of zamindari. The revenue from State excise duties
declined from a little over Rs. 49 crores in 1951-52 to Rs. 42 crores in
1855-36, its share in the total revenue declining from 20 per cent to
14 per cent. Stamps and Forests showed a slight increase but there
was no significant change in their position as components of the
revenue. Receipts from motor vehicles rose from Rs. 9-79 crores in
1951-52 to Rs. 15.67 crores in 1955-56, while ‘Other Taxes and Duties’
expanded from Rs. 87-95 crores to Rs. 104-27 crores.

72. Part of the increase in the revenue of the States was due to
the additional taxation imposed during the period. The first five
vear plan assumed that, in the period covered by it, the States taken
together would raise a sum of Rs. 230 crores for finaneing the plan.
In most States, the additional taxation fell far short of the target,
only Assam, Bombay, Punjab and, to a certain extent, Rajasthan
being exceptions. The statement below shows the target fixed for
the individual States and the amounts actually raised by them,
according to the estimates of the Planning Commission:

- (Rs. in crores)

Achievement
Five Achievement expressed as

State . year (1951-56)  a percenlage
target of target

Assam . . . . . . . 35 23 9429
Bihar . . . . . . . 73 3-0 41710
Bombay . . . . . . . 23'% 240 ‘102+13
Madhya Pradesh . . . . . 109 2:3 2170
Madras (including Arndhra’ - . 30-7 §-c 20-36
Orissa . . . . . . . 9-4 20 2128
Punjab . . . . . . . 50 45 Q0-00
Uttar Pradesh . . . . . 502 11°0 21-gI
West Benga: . . . . . 369 45 12-20
Hvderabad . . . . . . . 744 10 13°51
Madhya Bharat . 49 2:7 55010
Mysore g2 3°0 32061
Pepsu 4°1 04 9-76
Rajasthan 3+3 246 7879
Saurashira 4+ 2.3 4468
Travancore-Cochin 11°0 6-0 5455

Toral . . . 23042 Bo-4 34°9r




73, Qut of the add:tional revenue raised during the period of the
frst five vear plan, about 30 per cent was accounted for hv  sales
caves and taxation of motor spirt and tebaccd and 20 per cent by

mofor vehicies, passenger and carriage taxes. The balance  was
raised by a number of minor taxation measures. Taxation of land
contributed very little and, except in Uttar Pradesh, irrigation raies
also did not contribute any sizeable amount.

in the yield of the principal heads of revenue In
d to that in 1951-52 was RBs. 55 crores. A state-
yield from the principal heads of revenue is

74. The increase
1955-56 as compare
wise analysis of the
given below:

Rupees in <rores)
Yield from Yield from

principat principal
heads of  heads of

State .

revenue in o revenuc .

1931-52 Tg55-36
Andhira * 14 7
Assam . . . 641 10 63
Bihar 1556 1513
Bombay 3603 (et
Ivderabad 2189 182
Madhya Bharat 781 GG
Madhyva Pradesh 1618 17 0%
Madras 17H3FE 042
Mysure ’ 658 933
Orissa 638 & ~f
Jepsu 4 3% 4 79
Punjat S-h7 10 Tk
Rajasthan T1-49 1 yfs
Suurashtra 296 3 Ui
Travacore-Cochin 10°34 1o
Littar Pradesh 3007
West Bengal 2336
ToTa . 24%- 4%

ncluded in Muodros,
*# | nelades Andho

The improvement was of the nrder of B per cent per annum, it
was due partly to the normal expansior: of revenue, partly 1o -
creased reccipts of land revenue in ceriain States owing to the aboli-
tiop of zamindari and partiyv to the additional taxation, mentioned

earlier, imposed for financing the plan.



7. A disturbing feature in the revenue position of most States
was the deterioration in the net receipts from irrigation and electri-
city undertakings. An analysis of the net return in respect of irriga-
tion works other than multi-purpose projects is given below: —

Net receipts from irrigation works (c-ommercial) after deduction
of interest charges

(Rupees in lakhs)

State 195152 1952-53 1953-54 1959-55 1955-56
Andhra . . . .. (+)40:60 (—) 221 ‘74 (—)230-00
Assam . . .. .. . . ..
Bihar . © (=)28-32 (—)304 (=29 84 (—)46-67 (=47 00
Bombay . . {(—)28-03 (—)17:62 {(—)28 98 (—)48-05 (—)64-00
I\iadhya Pradesh .. T . . : ‘e
Madras . . (—97-90 (~)180-31 (—)z251-96 (—)106-68 (—)z201-00
Orissa . . (—)10-67 (—12-32 (—19-39 (—)23-69 (—)40-00
Punjab . - (+)s7-89 (4+)131-19 {+)185-85 (+)138-97  (4)63-cc
Uttar Prade.l; - (F)136-31 (+)96 21 (-+)192-87 (4320841 (+)47-co.
West Bengal . (—)21-13 (=22 -6g (1195 (—)29 179 (—319-co
Hyderabad . {-—)8-04 (—)11-00 (—ig-25 (—)g-25 (—)1r-00
Madhya Bhara: . .. .. .. .. {(+)2-00
Muysore . . (+)3-14 (4930 (+)z-43 (42438 {(+)7-cc
Pepsu . - (43697 (4)35-03 (+)40°28  (+)34-47 (+)1-c0
Rajasthan | . (+)9-24 (—)5-77 (—)16-95 (+)4-a1 .-
Savrashtra | . (—}5-00 (—)8-86 (—)13-41 (—)18- 30 (—)25-00
Travancore-Cochin (—)o-47 {(—)1-07 (—o-g6 (~—)3-84 (—Y7-00

. e

Torar {(+343-90 (+)g-0s (+)79-74 (—)116-84  (—)s14-c0

e -
Note :—Interest not debited to the major head “I7—~Irriga§i,on, Navigation, Embank-
ment and Drainage Works (Commercial)” in Hyderabad, Madhya Bharat, Mysore and -
Pepsu,

It will be seen that at the end of the first five year plan only twe
States, namely, Punjab and Uttar Pradesh, were able to obtain a net
return from productive Irrigation works after meeting interest and
other charges.

76. There has been noticeable delay in the utilization of major
irrigation works and tubewells. For all Part A and Part B States,
excluding Jammu ang Kashmir, it was anticipated in the first five
vear plan that an additional 8.3 million acres or so would be brought
under irrigation in the area commanded by major projects. Recent
estimates put this figure at less than 4 million acres.

“7. The delay in the utilisation of cosily works naturally imposes
a heavy financial burden. The fuli extent of this  burder on the
revenue budgets is not yet apparent, because in respect of a number
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o aatoroyor's, like Bhakra Nangal, Hirakud and Chamba!, which
are in Loe Process of construction, the interest on outlay is still being

dded to capital. We aoprehend that some time towards the end of

rhe second five year plan period, when some of these projeéts will be
gompieted, the impact on the revenue rudgets of the results of their
working will cause anxiety.

78. In respect of electricity undertakings only four States, namely,
Madras, Mysore, Punjab and Uttar Pradesh, derived, according to
+he information supplied to us by the State Governrnents, an appre-
ciable net return after providing for interest and other charges. The
fnancial results in other States were far from satisfactory. The
broad position is indicated by the tahle below:—

Total net receipts from electricity schemes in the four Yyears
ending March, 1956

{Rupees in lakhs}

Andhra . . . . . . —233%
Bihar . . . . . . —52
[{vderabad . . ) . . —II
Madhya Bharat - . ) . . REETN
Madras . . . . - E80*
Mysore . . : . . - 1.49
Orissi . . . . . —59
{Pespu . . . . + 34
Punjab . . . . 4 197%*
[Rajasthan . . . . —7yt
Saurashtra . . . . P
Travancore-Cochin® . . —54
Uttar Pradest: - . +87%
West Bengal . : —3t

*Tpcludes for the year 1953-54 actual results of undertakings located in the Andhra
and  Madras  areas respectively.

*¥Taken (rom budgets; in all ather cases, based OO acrual results of the major
undertakings as furnished by the Siare {ioyarnimenss.

tFar fhree vears ending March 1as.

79, 1n a formal sense, this problem, perbaps, is no longer the direct
coneern of the State Governmenis, Since Electricity Boards have
heen eslablished in 30me Qiates and will soon  be established in
oihers, The mere transfer of  ibe pndertakings  to  autonomous
siaiutory boards will nat, however, solve the problem. The State
(rovernments should take adequate step!s to ensure that  these
bLoards are run in such manner that they  are sble to meet the
interest burden on the outstarsling foans due to the States. States,
which are nol NOW levying an clectricity duty because the =iectrical
undertak ngs are stabe-owned, may srangther: the'r revenue pOSi-
tion by levying il.

s
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80. Concern was expressed by the States deriving appreciable
net revenue from electrical undertakings about the adverse effect
on their revenues of the transfer of the State undertakings to the
Electricity Boards. The payments by these Boards of interest on
account of the capital loaned to them by the States has not been
accorded sufficient priority in the Electricity (Supply) Act, 1948
and there is reasonbale ground for apprehension that the States
may not be able to collect regularly even the interest from the
Boards. Further, the Boards being subject to income tax, - the
States, which have been getling a net revenue from eleetricity
undertakings, are now likely to lose part of it.

81, In more than one State, there has been accumulation of losses
in the working of transport, industrial and commercial undertak-
ings. There seems to be inadequate appreciation of the need to
run such undertakings on a commercial basis and with a view to
bringing a net return to the State exchequer.

© 82, In a number of States, there has been a steady increase in

recent vears in the accumulated arrears of revenue. To some extent,,
particularly in the case of arrears of land revenue and irrigation
rates, this might have been due to failure of crops. We were,
nevertheless, left with the impression that sufficient attention was
not always paid to the recovery of these arrears. The position
appears to be the same in the case of loans also. It is hardly neces-
Sary to emphasise the need for reducing’ the overdue arrears, as this
will materially assist the States in implementing their develop-
ment plans.

83. The total expenditure met from revenue, excluding transfers
to revenue reserve funds, rose from Rs. 409.-57 crores in 1851-52 to
Rs. 609-08 crores in 1955-56. Expenditure: on tax collection showed
a significant increase of 57 per cent, rising from Rs. 35-59 crores in
1851-52 to Rs. 55-94 crores in 1855-56. Land revenue accounted for
nearly 60 per cent of the increase; in certain States large sums
were set apart for payment of compensat’on on the abolition of
zamindari, while in many others increased expenditure was incur-~
red on survey and settlement. Interest charges rose bv nearly 200
per cent. reflecting a steadv inerease in the States’ debt, mostly for
financing the execution of capital schemes in the plan. During this
period the public debt of the States rose from Rs. 390 crores at the
end of 1851-52 to Rs. 1163 croves at the end of 1955-56. Expenditure
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on Administrative Services increased by ahout 12 per cent, the bulk
of it occurTing under General " Administration and Police,  the
expenditure on the former rising from Rs. 337 crores to Rs. 42-41 '
O s ana tnat on' the latter from Rs. 54-9 crores t0 Rs; 5824 erores.
snditure on soclal services incressed by 557 ver cent, mostly on

Expe
account of Jevelopment. Expendituce on fducation increased from
public Health

Rs. 830 crores to Rs. 98-89. crores, on Medical and
from Rs. 29-21 crores to Rs. 4456 crorep on. Agriculture from
“Rs. 187 wrores to Rs. 95-78 arores, on veterinary Services from
Rs. 4-07 crores, to Rs. 5-62 crores and “on Cd-op’errafffd_ni_; ‘from
‘Rs. 375 erores to Rs. 6-32 ¢rOres. Misb%l;é,héous and other expendi-
ture rose bY §0 per cent, mainly under “Ciyil ‘Works., In ‘many
States, larger Sums were spent on maintenance and minor WOrks
while in some others there Wwas also considerable expenditure ©n
ficod and famine relief. On the whole, non-developmental expendi-
ture appears to have risen at @ pace somewhat more rapid than was
envisaged in the plan, but part of the increase was perhaps up-
avoidable. . '

g4. The main points brought out bY tne review of the States’

revenue and expenditure may now be gumrnarised:

{a) The scale of de\_rolution recommended by the 1ast Finance
! Commission was generally adequate for the normal
expenditure of most States and left for many of them 2

sizeable surplus for meeting their plan expenditure.

(b) The tax sffort of many Stales during this period fell far
short of the expectations of the Planning Commission. If
they had raised the resources expected of them, some of

the States, which ran into deficits, might not have done S0

due loans in some

{c) The jevel of arrears of revenue and over
i) efforts would

States is & matter of concern and spec
seem to be necessary 1o reduce these arrears.

the States is inereasing rapidly on
mentation of the plan. A considerable
dweight debt 'and the
revenues.

(d) The public debt of
accourit of the imple

art of it may turn

cost of its servicing

autatr be dea
wil e ol general
Efforts should be made to. ensute that irrigation  lectri-
city, transport, coramnereial &Nt industrial sche.uss vield
the maximurm revenue so s to keep down the n=t burden

of interest charges.




87. We have omitted from oyr estimates a)] items. of 5 capital
hature. Most of the Stateg hag ‘already remoyeq from the Tevenue
budgets many such items as a result of the Suggestions made tq the -
State Governments by the Government of India. October 1955,
The object Was to transfer from the revenue hudget to the capitap

budget an items of expenditure whijch created tangible assets. Thig

estimated at Rs, 359 CTotes. The bylk of this liability hag accrued in; .
two States, nNamely, Bihar ang Uttar Pradesh, The sums involved
in the case of scme other States, Namely, Rajasthan, West Benga],
“Madhya Pradesh ang Andhra.'Pradesh, are appreciable though net



