That finance "1s an essential pre=requisite
of govemment'g)has bzcome dlmoSt an axiomatic truth,

To S.P.Alyar,”so fundsmental 1S monsy to government that
ono might redeline the orthodox constituents of the State
by Saylng that i% consists of territory, people,
soverelgnty, organization end {inancial rasourcas“._sa)
Finances -are, in a way, integral to the very nature of
federal principle, Since in a federal system "both
general and regional governments must each have unier its
+own independent control fTinancial resourceé sufficient to
perform 1ts exclusive !'unctioziS“,(a) and this financial

" indspendence 1s the backbon® of the concept of regional
gutonomy in & federation,

But one of the most peculiar problens of federal
finance 18 that of matching "funetions" with “resources®,

of "securing equilibrium be tween the diviﬁon(gsé’ constitutional

o+

povers and the division of revenue rescurces, It must,
however, ba conceded that a perfect balance ba2tween the
functions and rescurces of different levels of government
in a faderation, even il achieved at one states can not
rengin in perfect balance for ewr(f) This distortion of
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originel equilibrium and tho videning gep between the
activities and f:lnancial_. resources of the unit governments
has been "particularly nmarked in older federation® such as
the UeS,8.4 Canada and Australie® and the "gerersl trend
in federal States has been toward o relatively greater
expansion in the fiuancial poscurces of the national
government® with $he result thet the component units tend
steadily" to loss pot only the adequacy but ealso the
indesendence of their maans"f) Thugs the Ceptral Government
138 plways left with mere and the reglonal governments
with less yrescurces thon their functions would normally
requires

Again, the GStates in s fedorationare not
equal in respect of area, p@mﬂatibn oPF income, %Some
are able to raise mor2 reveru®s psr head than others with
the axe rates of taxes and sone, again, may have to apend
more per Unit of service than others, And 504 in every
federal constitution there pre provisions for grants to be
nade by the Central Government to the Otate Géwrmntsﬂf?)

" Tho financial superiority of the Central
Government is chiefly due to constitutionsl and economic
reasons, During tho froming of a federal consiltution, a
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general agreement, conceding priority of the Central
govermment 1s ususlly achieved and becomes manifested in
the Constitutlon 1tselfy in sectors like defence,
diplomatic affalrs, banking, trade, customs anil exclse stce.
In a federation the responsibility for employments € cononic
developrent and avoldance of inflation must belong to the
Central government for the soke of the nation as a whole,
arnd this necessitates thaet the centre should have power to
control Investments, A5 such, income taxy including 1tem
like corporate tax should bo the prerogative of the contre
in order to avoid different rates in different ai:ates(?)
Direct tazes including income tex, death duties ete. lend
themsslves to progression and are, therefore, considered
conducive to economic wolfare. Agalny it may be Said that
.the Central dqowirnment should have power tszgt).az the picher
states for the bepefit of the poorer ones. in a wvord,
Uif constitutional aspects of federalism were reviewsd in
detail, one would discover that economic, Socisl anl
technologlical changes ond population s}(nig;;s have underlain
the steady accretion of federal power',

The Constitutionsl provisions in the older
fedarations were shaped by ihe contemnporary limited notions
of the ends and activities of tho States angd c}dverxments.

...4.'.



But later developments have replacnd the conception of
“pegatlvo state® by a “positive™ one. The combincd effect
of thess developmenis hed boen a significant expansion of
the soclal sorvice activities of the unli govermments
vithout a correSponding expansiocn of their constitutionally
praseritad sources of réevemite, To meet their ever~incressing
financlal burdenSy the units have had to depend increasingly
on the centrel governments for grants and subsidles, Shis
fact has ’bﬂen tmee An varyixw m&gr@eo in cases of Consday
Austraiio am\Uzaitad Stabesa 13- ' ‘And this invariadly has a
profound 4mpact on ihe federal “balance of power in those
federations, The discrepancy between "functions® ang
Spasource s, etwoen “responsibilitles” and. "neaeds® has made
1% necessary 4o transier rescurces o the Statos by the
Centrs =~ vhich pos:sosses gioalsr financlial c¢apability in
relation to its “i‘umt:}.ons"-fm) This, consgquontly, matiers
for avortical federal relgtionships,

Azain, nnothey probvlem may crop up in the
domain of federal finance dup 50 the unavoidable fact that
some conmporsnt units are poorer than the others and this
happens because Fihe ynits otand at different levels of
economic development and are differontly endowed with natural
raswrew".(w This disparlity cmong the unlts would result

ssaSene
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in corresponding mq‘uaufsiﬁs of 8arv1cas anong tham
ersating varions prodlems of aﬂmnistrauon. 24 ™his will
aceount consequently for a dlstorted horimntal ralationship
acong the units thenselvese o

' In all foderations dsvices are developed
for reducing veriical as wll as hofz‘_-'i‘énnta'!. dlopargties
‘anong different levels of the governments, Usually, these
Rfizvices talke “the fora of fedoral grants-in-n.a to the units,
grants boing varied in accordance withi fiscal noed”, (15)%‘
purpose behind pgrents 48 net me.rel'y_' to equalize resources
w@tm functions buk 4l so to endcure a comparable standard of
..‘ervicas An all States aﬂa are sought to be jJustifiocd on the
ground of econvnic walfareﬁ 16'? . Federal gram.s ars usually
ceritieized on the ground that they underpine the ssnss of
financiagl msmnaimity on the p:},rj" of _tm reeipiont
govorments tut it must be admitted that 4in the sbsonce of
granisy the equality betwsen “margincl- sacrifice® and
fmapginal utility” may ve reached "at o higher level in a
poorer State tham in & richer State® and. the Same may te
true of the "equality of the usility of the varicus types
of public axpenditures, @ The traditional mould of federalism
has broken down in every countsy with & federal constitution
and the theory of federalisn 45 coming close to the living

seetese
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“ﬁ“%igs (28) "_Tha Constitution of India is federal in
forn®, "Phe reglionsl diversities having sabiding roots
in history reveal the essentislly federal nature of Indian
Soclety and these constituted the most powerful ceantrifugsl
pressare at the tips of @onstitution -mking"(go) but at
the sametime the constitutionemgkers of India wers much
influenced by the developmonts of the older fedsrations

in technicsl, socidly ecoponic and politicsl fields auin
followed the worlde=wlde trend toward *’eentranzatian".(

In Indla, from the very dawn of the federal
polity, .the finoneisl éepﬁ';iﬁbince_ot_‘ the States on the Centre
‘was as clear oS anytning hid the Gonstitution bere, has
produced consistontly, surpluses at the "Centre and deficits
in the Stetes and ths Centre has always besn the "giver®
ang the States the "raceivars“.mz) Had netional unity
teen the only consideration in this respect all rosources
conld have besen kept with the Centre srd devolutions cade
sunually to the States according to thelr peeds, Thas
this was not dono underlines one princlple, nauely, that
" the ollocation of independent resources to the Statss
1s ossential for rosponsible pﬁblic administrationa t the
State level, =

Aolle HMacMghon thinks that “duradble

R S
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federatlons must havs built=in corractives for thoir.
internal imbelances of curreni Wealthh, 24)Iha ¢onstitution
of Indla has sought to ractif& the 1mbalance betwesn -
"functions" and “rescurces?, broadly spesking, in two ways,
First, certain dubtles arnd taxes have to b2 sharcd by the
Centre and the Stalesy Second, grants-in-aid are to be
given by the Centre to such of the Ctates as are in n=ed

of essistancé. 25) The Constitution of Indla provides for
an independent Finance Commission to meke rocomms Mations
to the President iv regerd o the distribution of sharable
taxes and the paymenl of grentse-in-ald to the Statas.(zs)
With the emergence of Flaonning, the dewolutions mede by

the Finance Comcission under Article 2756 of the Constitution,.
however, have baon overshadowsd by ihe large ozcunis of
grants and loans glven by the Centre to the States oa the
recompendations of the Plauning Commission.(27)ﬁhs

sens83 of dependence has been helghtenad by the fget that
FFlan grants are discereiionary in character, almos{ all

of them bveing made under Article 282 of the @on.stitution".(EE
any appreciation of the extent to which fundé transferred
from the Centre ara holping t§ finance State e xpenditure
mast take account of a1l relewant channels, But the

purpose of this atudy 15 linmlited to the phenomenon of

..08...
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“’grant.f-in-aiﬁ“ snd hence it would concentrate on transfers
rade by way of grants only.. liovever, it is notewvorthy

that the conceptual frapework indicated 4n this study may
.ba utilised © show the impaet of same other rhenomens

{such as loan9) as factors of interegovermental balance

of pover. The poadon behind pickivg up federal grant in
this rospecty 45 the remarikable bignificance and consplcuous
mle of thié phoromonon in the maintsnance of tho fedsrel

balance of pover in nodern fodersl systems.

A baro example nay help ono t0 understand
the extent of the dependence of the States in Indis on
Coutral assistancte During the first three Flans roséure-s
transtforred by the Centro hod constituted a vital porticn
of the totsl State Plan expeanditure and e wen excesded it
as 1% vill be spen from tho Table that follows,

Takle
(in Crores)

T. L T First Flan Second Plan  Third P

Resources from the Centz; 1413 2868 5602 |

Total State Plan Expenditure 1427 2083 4058

Sources= Administrative Reforms Commission, Report of the
Study Teazm on Centre=State Relationships, fovi, of
India, Hew Delhly Pel1Ge

...9‘ L J



Q’S;-

ibhe ehova Table shows that the Central
componant was glmost equal to the total Plan expenditure
of the States in the First Plan period and exceeded it
by m.sggggzmms in the Second and by Me1,600 crores in the
Thirde This picture is, perhaps sufficient enough
to understand the heavy financlal dependence of the States
on the Centre, Wilth === phenomenal increass in the
developmentsl outlay of the States®, remarks an suthor,
fthe very basis of Artdcle £75 started esroding and
Article 282 which begen to bo used for making diseretionary
grants, came {o occupy @ dominent posi.tion"(ao) creating
enorpous effects on the intergoveramentsal balence of powsr
in the Indiazn federsl system,

The mechanism of finsncial dewolutions is
integrally comnected with the problem of financial
"dependence®, While the devolutions made on ths
recormendations of the Finance Commission may be regarded
by the States as something thoy are entitled to receive
85 @ patter of "constitutional Tight?, the devoclutions
mede on the recommendations of the Flanning Commission
invelve an clemgnt of "discretion” with the Centre. This
discretionary element as a contrelising tendency has
introduced sapething, the dimensions of which wers not

00010.0.
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anvissged by thte Copstitution-~malkers, For bridging the

zops ereatsd by the Plan8, o system has been evolved for

the transfer of .ﬁ:‘nﬂs from the Centre to the States through

the Planuing Commisslon, by passing the Finance cha.ssionsan
in thoory, there 1S nothing to pl’ewﬁt

the Finance Commisslons fron taking into account the

Plan requirements of the States, but im practice, this

responsibility rests with th» Plannipg Commission and

the former hes gonfined itself to the assesszent of

nop~Flan neods anly; 23:3_: In facty it was never foreseen

that the Planning Commission wonld in effect superssde

the Fipance Conmission whose purview{ would revert to

non=Flan aspeets of federal I’inanca.cam There is

"duplication" in the works of the two commissions because

of their Ytimings® gnd "differences in approach® ecausing

divergence in ascescoent of expenditure and resources

of the 3'&&1’#5}-:(3%) However, theses aspects will be

considered subsgsquenily iu proper perspoctives,

it 134 therefore, prudent ey =2 to lay down
the epproach to the problems under consideration, underiine
the different sides of tho problemn, scan thenm in the light of
historicel experiences and expariences of thoe major federsl

...u'..



SyStems of the world and them try to think of measures
required for the raticnslisation of the procaess,

Be Ohischive of-the Studva, -

The presentiudy, therefore, Secks to £ind
ont the éﬁle of the phencm&nén of grant: as a mechanlom
to mould the verticsl and horizontsl federal balance of
power in Indise. This study 2180 Seeks to underline the
difficulties invherent in the systen of granto-in-ald
in India ceusing imbslances of federal powes apd males
effort to offer Somo observations and Sugzestlons for the
rectification of the process,

‘_'i‘he phencmemx; of "grant is economie by
nature but in the federal syStems of the world today,
their politicsl outcomes @re remarkable, In foct in &
counbry like Indim, the system of grants-in=aid has been
plaging & vitsl role in the working of the federal SyStem
since the adwent of eccnonic plapning, Lhuds, the approach
t0 gny study of the grant phencmenon tedsy should be an
inﬂ@r&iscizﬁmaw om0, Ihis study is an humble atienpt,

.t.m‘.ﬁ
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o rathery it i3 betier to say, a Beginning of an astiempt,
to look at the werking of grontsS-ineaid 4n India from

this stendpolnt. The facts used in this study are not
imknown, but they have been utilised for a new interpretation,
BR 2amewnci & miEsecor HEEAGGEL Sk eREbiag <t e

The post-war federations have been broader
~in connotation than the classical deﬁnﬁ:ion of federalism
provided by K.Ce Wheare and others, It 1s no longer possible
to restrict the ‘functians of cach level of the two sets of
government in a federation into separate aire~itighi
compartunonts, %The functions of the different levels of
government in a federation now-a-days often ovsrlap in

the face of living realities, Ko two federations are
exactly the same in the truest sense of the temm, But this
wodern notlon of federalismg however, can not do awey

with the concept of federsl balance of power sinee the

vary idea of federaglism denotes a notion of bslance
betwsen different sets of government - vertical as well

as horigontal,

Finsnce and Planning hold the key positions

...m.ﬂ.



in the structure of fedoral power-ra@lationships, The
divergence tetween "rescurces" and "functions® or "needs"
0T the unlis, which is almost chronic 4o ell the federal
systems of the world, necessitates grants-in-aid as a

corrective mechanisn for this "non-correspondence®,.

in Indlay the cuperior financial position
of the \Union Govorpment in a Centre=oriented federal strudiure
of governmont and sompulsions of Plsnning have given birth
%0 grave imbslonces of power rosulting in perpetuel dependence
of the States on the Centre for more and mors financial
assistance, In this backpround, federal grants in India,
instead of vorking as a corrective measure for renoving
imbalances, function as a lever for the i‘urthezy'nce of the
cenbral dominenee =~ vertleally and mailntenance of disparities
smong the units « horlzontrllya

liowover, these anomalies are not beyond
contyrol, Helevant adjusiments and sensSe of participation
anmong different levels of government in Indla may creats a
sultable atmosphere that would help restore the required
balance in this -respect, facilitating a Smoother functloning
of the federsl machineries.

In making this study, rellance has nainly
been placed on the primary sources 1like the Reports of the
‘ eesldune
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. various Finance Commissions, Administrative Reforzs
Coxmission and %35 Study Teams, Planningncommission etc.
publisted by the CGoverncent of Icdis, Report of ihe Advisory
Conmission on Iﬂﬁm’i%}@?ﬂmmntel Helations, a Government of
the United Sgates guéiication, pebates of the Constituent
Aszenbly of Indla, Roserye Bank of India Bulletins ctc.,

as well as the second hand scurce ~ materials like relevant

bookSy journalsS, scminar papers, paper—cuttings ctcee

This study, the purview of which is limited
%o the Foderal grants to States in India and dees not take
into account grants given to the local self-governing bodles,
can, in Tzcty, claim unicueness in twd broad respecess, Firsg,
it roakes an 2lmost wptodatz review of the werking of the
syster of gronto=in-aid in Indlae; Socomd, 16 provides an
expiicit fromevork of reference through the help of which
phenonenon 1ike federal grant may ke ssen from an
interdiceciplinary perspective.

03

€a. ZThe Conee i

The concept of balance of power in any S tudy
of federalisn 1S an €&S8lly discernible phenomencn since a
federal system involves a combimation of "independence” and

...l-ﬁ...



-y 15 3=

“mtar-dapandenm“(aa)as 143 hgll-mark, The balance of
pover approach to & 2tudy of union-state relations in a
foderation may bho Sald to be "more analytical then o © -
prescriptive or parrative®, In such an approsche bolley
conclusions can elways be drawns bub only ir strict relevonce
to tho asnalysis, “iho bagle presise of the approach 1s thet
evary Socliety can be looked npon as a balance of power System,
The belaence nmay b2 steble or unstsble, static or dynamic,
functionsl or dysfunetional, inalysis of the glven balance
of power does not suggest 31ts approvel or disapprovaly though
to change or méke & balanee work towards dhe achiswoent of
definite objectives can not bo ruled. outhy

Peom this standpointy & written constitution
does no more than provide a fromevork, ground rulaes, set of
vestraints or stimuwli for the power system and politicesl
sctivity. "Power centres may have constitutlonsl as well as
axtra=constitutional leg!.timcy“.(ag) Ko herd and Tast rules
are there as regards division of power between different lewels,
Even a most througily ™writien counstitution can not create a
stgblo structure of power boeause new centres of power keep
emerging all the tims challenging the old ones® (59 in the
process of development of a nationdl pheses of confllct between
constitutionsl provisions and soclo~politicsl realitles are not
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India kas provided for a fairly e¢laborate pasterns of
relatlonships and distribution of administrstive, legislative,
financlal, legal and other powers hetwoan the Centre and the
States. Yet none can deny that fresh and often serious
problens and difficulties keop cropping up everyday here

in the Indian political sysien.

“The relations between &ny two powsrecentres
are not totglly sutonomous but are jointly deterzined alorégm
witk other power roalationships in the systen &8 & wkola®,
| Hence no study of & powererelaticonship i5 complete without
3ome Q@fefomes to allled poworecontresS. 4geing the

povarecontres Tazve thelr internal dynamies”,

Furthemorey any “study of poweresiructure
aust chooze soze lmportant gnd pajor feoel polaerizing power
to the exclusion of scores of minor onss which also kave
thelr pole But 4o not sericusly modify the System“.(ég}

In any country, parbicularly 1f it i3 a {ederation, there
13 alwvays "particul ar balance of forces on walch (s2 sysiem
ests, o 7ac ides that sccioty is wezed on a balance of
powar requires one o assupe that the units in the dalance
are of aufficienty if not of equal powsr. (48)

For any study of s foderal system two easily
ddentifiawle types of .powr-bnlanco zhy b taken Iinto

consideration. In & first place, korizontal kslance of

L 3 J .l?. 'e.



power batween Exacutive, Judiclary and leglisiature an? also
anong different units or regiomel govarnmenta.‘ds) it is
well recognised that in 38 federation “one way of dividing
power could be on & regional basis“(éﬁ) says Kensl and Meyer,
dccording to G.Thipmmaiah, the existence of economie
inequalities between the States in federation is such that,
if they were all to have equal starndards of public
exponditure frop their own rovernue Souress, some of thenm
would have to set their taxos and other charges at a higher
ovarall level cof severity than others - a stale of affalra
vhich may convenilently be desferibed a3 inequalities of fiscal
capacity, which in turn results in shifting of horizontal
eapmtniad balanse of Power in a federation.(4?)Ihroughcut
this study, we have used the tem "horizosntal balgnce"
in this senss, Un the other handy a "vortical balance®
between Centra or Unlcn and States and Local Governmonts®
mey also be disecerned in a federal System.(ég} MNoreover,
BT JeDeSethi had conceived of a “Diagoﬁal"balance be tween
“pressure groups, classes 43?Ste clusters, cozwunsl groups
end thelr ruling elites® in India. In our counyry, this
belance of power may be statod to be dependent “upon the
balsnee between (1) constitutional and extra-constitutional

pover=-structure; (i1) centrolizing and decentralizing forcessg

L .3—8. as
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and, (111) the states and changes in the total national
powr" 50} Broadly speakling, & number of Torces such as
emergency provisions, party sysien, and adminiatrative
directions fyom the Centre to the units, msy acconnt
for the existence or disruption of federsl balsuce of powsr .
in a country like Indla, but, 1like any other federal

systen of the world, here also, finance and planning hold -
the key to £he power-relationships. In wory simple iterms,
the Constitution desired for Irndie & pattern vaich sought

to create a contral authority powerful enough to maintain
and consolidets India's politicsl integrity, to secure a
rapid and plamnncd ccomomic growth and -to glve the states

an ¢ffective autonemeus role in different fields of
govarnmental activiiy, (51- The phenomencon of economlc growth
naturglly involves maintensnce of a stable finapcial

system which itsslf 1s a doterminant fector of federal
balance of power, “Filnance helds the key to this
power-relationship", Ssys %gzeuthcr, “supplemantefl by
several politicsl forces®, Existence of a syumetry

1s very essential for & balanced federal  System, %Unless
there is symmetry, 1.e.p Sharing of Gommon features by the
components of powor, federzliss can not offer a solution to
political problems or constitutional crisesno(sa) In a
political System 14l® Twdig vhere the final regulatory power
1ies with the Centre this symnetry 1s perhaps absent

00019'..
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especially in the flelds of finance, "The superior
finanelal resources of the Ceatre Ain a builtein centroe
oriented federgl system, and the compulsions of planning
have cgused an acuts imbalance hetwien tho available rosources
of the states and their growing responsibilitiecs in the
administration and implementation of plaas for economie
dovelopment and scclal wolfara. The consequence ha® been
& porpotual depsndoncs of tho s tates on central assiastance
and the growing domand for further grants"fseg To
&, Dasgupta, herc in Indiay "The forces ef centralisation
vare huilt with car2 even if unwittlingly, by convonfions
and charismae The poliey of subventions and the development
of the Plenning process, vhich made it almost s rule that a
laz-ge. portleon of the Cinaneclal outlay of the nation was o
be adrinlstered cven without tho leglslature voting those
accounts, had in faet sought not only to centrallss the
decision-making process but zlso to subverd democmuy“.‘%)
That federalism involwes a system of balance
with pulls and counter-pullsa, was not unknowvn to the authors
of classicel federalism. To James Bpyece, the problem of
every federation is “to keep the centrifugnl ond centripetal
forces in equilibrium, So that pelther the plapet states
shall fly off into space nor the sum of the central

*e .290 .-'
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(s86)
government draw thonm into 1¢S5 consumes firas®, Eut

*what was not c¢lear to the oider writers were the f zotors
which influsnce the balance of power in federal systems, It
wvas also gssumed that ome level of goveroment can acqaire
graater power only at the expense of the othar“.‘s?) At

ope time the constdtutlonal &ivision of powors was considered
modt vital in determining relative strepgih and wealmesses
of federal and stelo governments. YThus vhon the Gonstibation
of India was frapned many wrifors cited tho wlde range of the
Unlon Governmenb?’s Jurlsdiciion as indicatad ip tﬁc Sgventh
Schedule of the Constitubion and othep centralizing
provisions elsevhere in the doanmnt“.‘sm Some of the writers
argued that vhat vas imporitant was not the numbar of bcmers
allotted to either lewsl of goverazment but their inmportance,
while oi(:tljngs pointed out %o the location of residuary

POWS LS,

But it is doubtful vhethsr the dynamics of
foderal balance of power system can be understood in the
1light of thess explanations, Because experionces in older
federations make it ovident that ceuses of this dynsmics
may repain el sewhors,” The powors of the federal azd
state govornments bhave inereased interdstitielly through
the process of interproatation by courts” and “the histery
of modern federslisn shows thal federal centralization can

ees2loee
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take plses &ou?ag%m growlng functicons bLoing performed
by the states', Statesy in a federal systen today hawe
to pexrform growing funcilons with relatively inecdeguate
resourceSe "In a1l fedexsl systoms, the federszl government
has greater and more elastie rescurces compared with ths
funetions to be porformed, vhile t{he State Covermronts suffer
perennially from a shortage of Such rescurces to finence evep
expending dewvelcpment and wolfare functions snd soeisl
services', t61)

Underlying the structure of power in the
Indian federsl system end the politics of bergaining ars the
har@ eécnomic realities of the country. The Vstates have

teon left with all the rigid and unproductive scurces of €
taxatioz(x, r)enﬁermé; then finsncislly dependent on the

1
ecntyre® and thus tilting the vertical belance smtomatiesll:

in favour of tke Unilon Government alth@@it "rust also be
seld that the stnetos must have ﬂhoigxé inttle inttiative 4in

. tapping fresh sources of ravamua', Hobody can deny that
States in Indla differ greatly in ar2a, population, donclty,
per caplta income, not Savings and contribufion to the
nationsl economy through income tax and productlivity®.

These aggravate other elemants of regional imbslance in
literasey and education, administrative efficlency and
-'a;z-.%;sa.-:x!.za'l:.i.cm..(ewi "It would thus appear that theo larger

L 1 J .2'..
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' (65)
States are able to exereise & greater influence on the Unlon®.

HEut the smeller. stotes present the real problems for the
units are in competition with esch other, the =maller and
relatively coro buckwerd states sseking to emulate the nore
advancsd onea".(%) Hence, Arthur W, HacMshon's idea of
federslisn that it does seem crucial for the heslth of the
federsl principle that no ons constituent area should be =g
preponderant in population and resourees that it could
Prevall OVer ceese the othars”fe?) Hovever this can hardly
2 8aild to be present here, in India, This Yaspect of the
Struecture of ?owr“{w)pmﬁdes a significant factor in
understanding the dynamies of a horizontal balgnce of power

4n the Indian federal systony

The non~correspondence bteiween @eources and
functions Of differeant layszs of governuent in a fedepal
set=up hés bocoxe almost” fnherent chavacteristice of 4l
fadorations of the free world® and this fiscal problen of
fedoralisn wmay iogitimetely be “theorlized” as vertical fiscal
probies af Segerskictg imbalance-(sg) Yhile horizontal federal
v...mmt L. imbalance is caused chilefly by the existence of
econonic inequaiities betwoen the Statss in o federal system, (70
In order to correct these imbolances among the federal

power-unlits, the systematic measures thet are generally usad

seelave
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are Tax-sharing, grants-in=-ald, an%vgﬁbt adjustments - as
foras of federal {iseal transfers,

When flnanelel resources are transferred by
the national government from 165 budget to the budgets of
the governments of the constltuent units in g federation, they
ereats sons offects on the budgets of the constituent units
and influence the economic policies of the naklonal goverament.
The former type. of effects may be termsd as hudgetary effects
of fedoral fiscal transfors and the latter type of efifeots
n8y be termed as econcaic policy implications of federsl
fiscal transfers;‘?z}

Agein, in any theory of fiscal federaliss,
two sets of ecopomiec policy implications are involwyaed,
These are (1) the polliey of wzeducing vertical and horizontal
fedoral fiscal imbalances a5 glso vertical and horizontal
fedorsl fiscal ovorlappings, and (11} the pelicy of efficient
sllocation of natlonal rescurges, redistributing incope
and waglth, stebilizing national outp%gé)prices and ewployment
ond promoting rapid growth of cutput.

The first set of policles are tho fiscal
objectives of the transfer of federal financilal roscurces
vhsrein involved the inporbtant phenemspon of grant-ineaid
as one of the devlcss of regulating federsl balaneo of [owere

.'.2“-—'..0



-y 24 3=

In meking a brief survey of the existing
14terature on the subject of ¥is siedy:ng the dlscussion
should revolve around 4wo aspaeds 3 (1) the system of grants-
in-aid in India and (11) inter-governmentel relations and the
federal bonlacee of power in Indie,

(1) The Reports of the various Finance Coxmissions
that have worked 8o far (seven Such comnissions have reportad,
the last being in 1878) are inveluable ‘documents sbout the
systen of grants-in=-ald in India, The Report of the First
Pinance Commission, 1962, contained, inter alis, & historical
surwy of the working of fodarsl finance in Indime. “ubsequent
Finance Comanissions have 2180 made nescessary refersnces to
grant phenomenon, #efersnces and data relating to non=-statutory
greats are also avallgdle ia various Reportsof the different
Finance Copmission slong with those about statutory grants
which are the main concern of the Finance Comnissions, The
fewenth Finance Cormission in 1%5 Report in 1978 has furnished
valuzble stotlstieal data about statutory, Plan and non=plan,
non=statutory federal grants, This, in fast, had lessen the
dependence of the pregsnt ostudy on Reserve Bank of India
Bulletins and the Reports on current and Finsnce, published
by the Recorve Bank of India.

‘..215-...
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The gronte-phoencmenon in Indie has been
extensively cansidered by the Administraiive Reforms
Commission ln 143 Beport on machinery for Planning, Harch,l968
‘ond In 4t finsl Boport of June, 1960, Desides, the two
Study Tomns appoinied by the AdlCay vizey Study Tean on
Centra=-Stete Relationships and Study Teen on Financial
Adninistration, In thoir Reports in SeptembareCotobor, 1967
and In Mey, 1067, rocpectively, hawe maode inportant references
to the working of the sycten of federal graonis in India. Though
the Finance Commicsions do rpot have anything ¢o do with
interegovernmental bolance of power and the 20le concern of
the A.R.Ce hed boem the administrative roforns of the
Covermment, their Reporis are always significant primary
cources for any forious study of a subject like +;h§-gm,

Torning to the sécandary sources, the first
book materlsl that atiracts eap stiention 15 "The system of
grants=in=sld in Indie® (1959) by P.P.Agerwsls This omall
book, i3 porhaps ke first remarkeble comprehensive worie on
the phemmenonof grands in Indls and useful for knowing the
nature and perspoctives of foderal ond lécal gtants-m‘;am
in India snd abhroade BHut ti‘ﬂ.a io pursly an ¢ conomic roview
of the faota most of which have bocoms outmoded today by the
vave of time. B5%{11 1t may bs regarded as s stariing polnt
of the subject concerned.’ |

LJ .f. 26.;‘.
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G.Thizmaiah's "Fedoral Fiscal Systems of
Australia and Indla" {(197€) 1% s remarkabdle recont analysis
of various dapacts of fiscal fedardlism in Austrgiis snd India
4n comparative persneetive, It has made ‘important incidental
reforsnces to the phenomepomof foderal gryenin in its
theorotical as well as operationdl moulds. It has also
mnade significant obsorvations and suggestions regerding
restructiring of the systen of grants-in-sld gnd other fiscal
Instroments in Indlae But this 15 5lso a study nade fron the
standpolint of Bcammics- and it doos not indicate any "tremd'
having :hnpaét upon:_i__:_kp work_:;h@g of the lIx;dian foderal systeﬁ
- and therein lies S;t.s differonce with the- pressat otudy, & ok

The aspects of Plan<finencing end Flanning in
Indig: -end their mutual effects have been very cmpétantly
shown by Bmi-ya' Chatterjl in her ®The Centrel Financing of
State Plans in the Indian Federation™(1971). This & tudy is
indebted to thew work especlally for discussions regarding
~ Plan assistance glve by the Uplon Govarnment in India to the
States, However, the scope of this book is limited to various
sides of Planning in Indis. The consaquent politicsal
implicaticns have not baen[ taken into aceount by the author.

On aspeets of federsl finance, B.P.Adarkarts
"Principle end problems of Federal Finence® (1933) is a

wssZWese
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classic work unere ons may bave rofersnces rzgarding
thoorstical position of the grant phencmenon, SeP.Alysr's
_"Fedoralism snd Social) change™(1°61) is & similar work
-but in addition it provides for an sccount of the warking
federal grents abroad. Another work of tho sazme class is
"The Theory and YWorking of Unjon finence in Indla®(1953) wy
ReR.Bhargova. A.iL.Dirch's "Federslicn, Flpance and Soeial
legislation in Canada, Austrolia and Uniltsd StadesT(1955)
nakes- import&nt mv‘lw of the pra~war (World Var II) and
TO8L-yRT demlopmanss :1:1 tha $£i21d8 of fedarsl legislsiions
end finances in Canada, Ausirolis ard ke UeS.he In
conparative perspsetives, This 4 a very helpfal vork in
understanding the trends of fedaral finance in general,
BoR.Misrats "Indjan Federel Finsnce™ (1963) is an unavoidable
secondary souree for one, lunterested in kaowlng the
avolutionary aspect of federsl finencial relations ip India
"in varicus fields including federsl grantSe

fn article by B.H.CGangull, entlitied
“"Federal Finoncfol Relations in U.S.4.5 Canada and fustralla
snd thelr lessons for Indig®, in "Changing India™(1961) by
R.V.Sovani and V.M,Dandekor (eds)s 1S helpful for its
eomparative discussions relaiilng to grautss H.J.X,Thavarsj's
grticle in "aspects of administration® by A.Avasthi acd
S.H.Varua (eds,) (1264), sntitled "Grants-in=Ald in

.eeeZEede
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Historlcal Perspective™ will provide ome with a good, brief
aceount of ihe nature and Jevelopment of grants=in=aid in
India and abreads. H.dH.Thovaraj's snother important srticle
for this purpose is his papsr on “An Assessment of Centre-State
PMinancial Relations”, submittad to the A1l Indis Seminer on
tCentro~State Relations® held in the University of Horth
Bengol during Aprilg 1978, A recent work by the Same author -
“Finencial Administration of Indla® (1978) contains

important discussicns on federsl grants in India,.

Various reforances towards discroilonary
fiseal vransfers fron centre o the States in India 4ncluding
statiaticsl data arv availagble in g remorikable ominar paper
by Ke.KeG2orge, subkaitied to the 5th A1l indis conferonce of
the Indiapn School of Socizl Solencesy Caleutia, hold in
January,1978. The title of the paper 1s "Centre~State
Budgetery Transfers in India &t Honestatutory, lion=Flan
Transfers, 1956«-77",

*Federal Financlal Helations" -« a
reprint from the Jeurnal of Constitutlonal and Farlliamentary
Studjeshy Vol, VIIL, llos4, Cciober-Docemberyl1874, publlshed
by the Institute of Constitutional and Farlispentary Studles,
Fow Delhi, contains soze veluable articlos on the working
of the Finance Commissions and the system of gronts-in-aid
in Indig and abroale

..-29..0
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On the working of the systez for grants =
21d in the U,50.0.4 Caneda and sustralia, a plethora of good
works ars avalleble, Heport of the Advisory Commission
Inter-governzentsal Relations in the U.B.4., Vol I,
Octoker, 1267, (Weshington D«Ca, Govtse Printing 0rfice),
vhlch had beon utilized in this study, 15 & comprehensive
first-nanld source maierial for any ressarcher in this field,
inlta S, Harbort's “Federal Grents-in-aid-Maximizing
Bonafits To The States” (1978) i an important patk-finding
analysis showing how States respond to the inducements of
tke grants systex in the U.3s foderal sst-up. R.M.Dawscn's
c}.;aasic ook "Twe Covernament of Canada® (1967) and J.D.DB.
Hiller*s noted work tpustralisn Government and Politles
(19665“ ‘contain cpertant discussions on grant=phencmenpon
in Cagnadian anﬁ Matrglian federsl syagem rsspectively.

g
Ry .

Jehe Maxwsll®s “Faderal Oubsidiss fo tke Provincial
Governzents in Cancde (1937)" 15 a’'classic account of
condltional and unconditionsl grants i,n Cansde with
raferences to the prodlems of Cankdian federzliss.
frustrglisn Government Today®™ (Sth Ed.y 1957) wy Geoffrey
Sawer 18 a brief survey of Zusiralisn govermment and

solities with referances to the system of grants there,

In any study of grants-in=aid in Canada axd Australis, Report
of twe Royal Commission on Bominion-Provincial Relations (the
Romll-sisdia Commission, 19403 'oi‘ Canada and tke Reports of tky»
Commonwealthk Grants Comnission of Australia nust e teken

.0 .300" L 4
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into account.

(44) Federslisn ond intergoverncental relations
involve an extensive area of study. Bub kem\ogggcem should
be for materials contalning the notion of intergovernmental
balance of power in Indla and abroad so that the xatiers nay
be utilized for o suitable framework negessary for the
present study. From this standpoint, S.P.Alyar's article
“The Structure of Powor in the Indlen FPodepal Systen™ in
the Journal of constitutional and Parlismentary Studles,
VoloIXlly Hoedy 18569 (Bew Lolhi) and J.D.Sethi?s article
entltled “Unlon=State Relations = A Balance of Fower
dpproach” in S,H,Jain, BKashyap and HeSrinivesan's (eds,)
“Union and the Statos® are of immenss help, S.H.Ray's poper
entitledq "Grants-in-\ld and Inter-government=l Dalanece of
Power in tho Indiasn Federal System - A comparativwe
Perspective” (subsequently published under the title,
"Inter=governmental Balance of Power in the Indian Fedepal
System 3 A Stvudy of Grante=-in-Aid phenczenon in a comparatiwve
Perspecetive® in the Indien Journal of Political Science,
Vol,39, H0.,3, July-loptenber,1878) submitted to tie Sth
411 India Conference of the? Indian School of Social Sclences,
Calcutta, in Yanunry,1978, provides a brief but very useful
discussion of grasts-ine-ald in the perspective of federal
balance of power wilth comparailve references, IDut,

obvicusly, it 13 not a comprohensive siudy.
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Anong other inportant sources on federaliss with
references to 1ts balance of power aspeck, mention must be
nada of Morton Grodzin's "Centralization and Decentralization
in the Aperican Federal System™ 4n "4 Hation of States®(1963)
by Hesie Goldwin(od.), and AlW.lHacMghon's "Federal Protlens ard
Tendencies » A Copparvative Study™ in the Journal of
constitutional and Parliswentary Studies (Rew Delhi), Vol.1lI,
Ho.4, October~Decenberylisd,

Of the other book matorials, “Cooporation and
Conflict=-Readings in Awsricen Fodoral System® (1865) by Dede
Elazary R.B.Carroll, B.le.levine and D.S.4ngelo (sds.) thonld
ke pointad out in this context which conteins some Inportant
articles on federslism and 1ts imerican way of application.
YInter=governtal Azlations in India"(1966) by Znel Ray has
mnade remarkable references, gnong other things, to the aspscts
of inter=governmental balance of power ongd grantseinwaid in
India, In H.Cod.Vile’s "Tho Structure of Amcricen Federglisp®
(1861)y one mey have scze Iindications about how the thenomenon
of fedoral balance of power mey cperatd in =z major political
Systene

Thue, as is revegled from sbove, it appears that
no copprehensive work on the system of federsl grants in Indla
has been done so fapr in tho f ramework of wertical and horizontal

...32.'.
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fedoral balance of power vwith a view to showing sSome clear
trends. From this standpolnt the present 8 tudy may be
considored as a modest atienpt to provide new interpratations
to the facts which msy be easily explorsd from the primarxy
sourcos like verions dommission reports; bhulletins, officisl
mp$r€ of the coastituent .é.séem‘bly Dehntes etCee

The precont study is to be interwoven 1lnto ten
relovant chaptera, The Firat chapter, to which present zection
is also part, secks to bring out introductory aspects of the
study including its objlective, introductory analysis, the
conceptual {rameuorik, an overview of the existing
literature on the subject concernad and the plan o nethod
followed in the Studye

in chaptor IXI,the purpoceisto 4iscuss the nature amd
'perspéctives of the federal grants-ine-ald ipcluding the
definition,y forms, bhaslsy advanbages end disadvantages of it -
wmcﬁ are npeecassary for & hasic urderstanding of the

phenegenon of grant,

In chapter 111, discussions 'wnl be launched on
the evolution snd working of the syStem of federcl g rants
*e .33. .".
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in nojor political systems of the world, For this purpose
three federal systens will bo chesen for certaln comcrets

roasons and in $his chapter the case of the Upited States

of iperica will b8 taken into account,

In continuance of tie foregoing chaptsr, {ha
evolution and working of the grant phencmenon in two othey
foederal systems = Canada and sustralia = will be considered
irn Chapter IV,

Afterwards, in Chapter Vy as a prelude to twe
main discussion, e pUYPOSoisto make a review of grants-in-aid
in India dn its historical perspective with necessary
referonces to thoe cvnlution of fedoeral ideas in the country
111 the dawn of the present constitutionsl Systome

In cheptor VI of this study, the nature of
the Indlan federgl systom and inter-povernmental balance of
pover will be tzken into account and the constitutionsl
pattern relating to foderal grants in Indis will alszo be
discussed.

Chapter ViI will deal with the organigation
and functions of the grant-meéchanisa in Indie and will make
an attempt to find out the difficuliles, if any, of the system
20 that suggestions for some readjusiments may bhe made at
the end,
PRS- 7 S
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"In Chapter VIII, criteris governing varlous
fedaral grants in India will be considered as a baslis {or
the operation of tie grant-mtchanism in lIndla.

Chapter IX will degl in detail with the
operationsl varlety of the syatem of grants-in-ald and
¥ill %ry to as=ess i1%s impact on the malntopance of

intor=governmental balance of power in India.

Finally, in Chaptor X, our purpos® will he to
sunmarise the foregoing facts and make relevant observations
and suggestions for a probabie restructuring of the system
of “grents® in India which might be conducive to a more falr
and &asi;ablé interegovarnmental powver-relationships in

N

the countrye

Af T -
.

=~

Po Hethodoloey,,

The msthodology followed in carrying out
the pressnt study has been,y broadly spesking, the
tradi tionsl one. Relianes has chiéfly been placed hem
on the primary sources like various Commissioneroports,
Conatituent Assombly Debates, Lok Sabha and Rejya Satha
bDebstes, Resarve Bonk of India Bulletins and similar other

esedlese
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Covermment publications, Socordary scurces, liks book
naterials, poriodicals snd journals, Seminar papers and
naper«cuttings atc.; have also been extensively used as

and vhon required,

In emumerating various aspacis of the
orasent study, tho historicadl and (he comparativeo rethods
layve been utilized for 1looking inte the evolutionany
phatos of tke gron® phonomenon in different federal System
including Indiae. Comparative approsches have naturally
fourd its placo whensver ‘assessments® and similar
aspects came Ine For aundlysing factors like the 'balance
of pover'! framevork, the grant-mechanism etc., obssrvational
sothod has obvicusly been resorted to, In the analysis of
the operational variety of the gpant phenomenon ovwehas?
to deperd on syallable statistical data.

A very nodest but sincere attempt was
made tc Supplement the above methods by an empirical
opinion-sSurvey through interview, on the basis of a
prepared quostionn&irs, of the bureaucrats ond othey high=
lovel Grants-administratorS- & numbsy of such top
functionaries wvas gpproached for thils purpose, but,
rogrettably encugh, only one of thom responded to this
appealy and other fallad to obhlige on various grounds,

.O.sst.ﬂ
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Soze of them pleadsd ignorante of the constitutional end
finsncial irplications, while some of them deelined for lack
of time, and one or two blunlly refused. This has besn &
nost unfortunate and 4isturbing experience ani exposes the
sevare consStraints which have to be faeed by a resoarcher
‘4n this country even nove Hevertheloss, the responses
receiwd from the lope official have ‘bson lnsertsed amd
utilised in tho relavaut placcd, IThls dees not detract
from the quality of %he work or the merit of the findings,
since this vas meyely an-’addiﬁiona‘l. aeffort axd not a part
of the methodology om tie basis of which the proposed stuly
wes originally updortshen and conpleteds

. Thusy it oppeexs UWiat 1t i possible to
dsduce some clesr trends aboub the subjoct of +this skudyea
on the bosis of the cutlooky oven 1f & traditional one, that
has been pursusd in making thizs sfudy.
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