One of the nmest Aimportant end significant
featurcs® in the owclution of inleregovernmental relations
in India has been the growth of the system of 5rmts-1n-aid.(1)
I% is generslly used to esteblish a uniform standerd of
efficlency among the units of federal political sysicn along
with the palntenance of thely "jealously guerded autoncmy”.(m
However, &ny discussion of the ewslution and operation of
this granta syste: should begin, like ony other thing, from
1%s definition, cbjectives or purposes, forms, basis,
s:.gnificmeé, advantages and disadvantages etc.y that 15 to
sayy fron certain factors required for the purposs of baagé;‘

uﬁderstanding of the notion of grants~ineaid.

2., -

Aecording to the Encyclopasdia of the Social
Sciences, "A grantsein-aid 15 a fum of money assipned by a
. Superior to an inferior goweramental
Definition, “

authority eithor ocut of the exchequer

of the former or out of sources of Tevenues sﬁaeiully
designated®, @ Eneyelopacdis Amoricans definas it almost in
a2 3imilar manner ¢t Gracte-in-aid 1s "a sum of monoy® |
appropriated by Yone lavel of government” to be Spent by a
governmontal unlt “at a more loemlized lewsl® for a"specified
Purpose“.m} This grantS=in=aid may be sald 10 have several
distinguishing features, the most important of
wnlchy 45 porhaps, that they: ars paid by a
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superior governmental suthority Lo a Subordinate onte A
grant 43 gensrally “a gift with several conditions attached
to 1t, but once given it cannot be taken back provided the
conditions are satisfiede. These conditions vary accerding

to the purposes for which the grant 1s given., The purpose
may be the ezxecuticn of & project in which the countey

a5 g whole 1S interssted ..o Or 1t may be the cqualization

of resovurces of the varitous agencies roceiving the r_.:rant..."m)
flovevap, grants pay 2lso be of a nature vhiere no condition
is attackedy 1.9y the reciplent i3 free Lo utilize the grant
in a way it deens n@éassary. Every federation has produced
a fumdenental disequilibriun between the distribution of
functions and the distribution of financial rescurces as a
vosult of which the national government has exsrged with
greeter resourcss than i€ needs to parform its functions,
vwnile regional govermments have been left with more functions
than they can pay for. @ One of the ways by which this
imbalance may boe ropoved 1s grapisS-ine-aid to the states

made sithor for gemsrsl or Lor spocific purpoma.(s)

A grant should be distinguished from other
foras of fiscal transfers made by a natlonal governmont to
the units of a pelitiecnl systenm, Crants are di€ferent from
Hamm; -what 13 L:m:;n as shared=in-tax,
The latter carrles with 1t en
element of éompuls:l’o:: on the part
of the higher suthority. For example, the Government of
India 48 obliged undepr Article 270 of the Constitution to share
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the proeecds of the %axes with the Stotes. Similarly a

grant 18 4o be distinguished from a compulsorily assigned

tax, an example of which 15 ihe @state duby on property

other than agricultural lsnd that is essigned to the Statss
vnder- Article 269 of the Constitution of Inmdla, Again, =
BiStinction should z13c be mado between a grant asdl a loan,
Even if a losn 1s given by a higher authority to a Lower ome
tat favourable torms", It has to be repaid. A granteine-aid,
however, n2ed not be returneds tt‘zg)uom undertaken 18 al1 that

remaln® az 3 proof of the grant.

The provlien of nonecorresponience betuesn
the functions allettad to each layer of governrcent in a
federationand the sources of rovenue assigned to onable it
to gerrom those functione has become virtually a common
feature of almest all fedaral pollitical systems of thoe world
as has been alroady rovealeds ﬁﬁig problem of federelism is
tho problex of vertiecal fiscal L'abalanég;(.l{_”, Again, ancther
fisgcal problem arilses' when koth nationol and unit governments
periorm sinilar or relatoed functions. In tust case “there
arizes overlapping of natlonanl mud unit governmonts*
ozponditures® vhich nay be( 1;‘§-med as Yvartical federal
expenditure overlapping”e Besides, when &1l the unit
governzents perform the Samc functions withia their own
respactive boundaries but shich &aro adjoincd to each ?thar's
horizontal federal expendifure overiapping ariseS.(lg The se
overiapping of funcilons may be termed as verticel and
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horizontal federsl exponditurs overlappings becausoe thelr
@coromic offects ovorlap on the Sane people vertleally and
horizontally eregting corresponding impact on the federal
bslance of power 85 a whole, Orants~in-aid 13 ore of the
najor foms of federal fiscal transfers (the othors bLeing
Tax-sharing snd Debt Adjustwment In this respeet) which 1s
ussd to sclwva those fiscal probloms and it flows from the
national government whieh finds finanels? surplusas, to
unit governments which face deficits, with a view to
reducing the degrec of fiscal imbalanees.‘ls')

In recont times, grants-in-ald have tcon
used in various Torms to correed distortlons ia $ho
allogcation of naticnael rescurecs and Lo promole coononie
developnment. Broadly speosings gx"azclﬁ-)-in—aid may be cloasitied
as "statutory" and “discretlonaryts- e forzer is giwen
under tht provisicns of a Coustitdtién Cvi'é;.:f" Arts 275 of the
Constitution of India) and that ig more oy less oblipatery
on the part of the national gowernment, whilc the lattsr,
also given under some consiitubtional authority, doss not
inwlve zny compuision for the national gowmnt.(m)
Grants~in-aid nay clso be ﬁlassii‘:lod into “allocated” or
Ysubsiantive™ grants and "block" grants «-- the former heing
made for partieulsar forvice, spoeified whon the grant is
given (ca.gey central grants to units for particulsr Schemes
for education such 25 education for haendicappedl, while the
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latter may be sziven in ald of "a goreral purpose® without
detailed specifications regarding the itexs on which the
money should bo spomt. (lG)Bﬁt more frequently from the
s;andppipt of its nature, grant=-in-aid nay be catogorised
into "pnconditionﬂl?lﬁ?r reoneral") snd “conditional® (or
fspocifieY) grantve “In %o far as the purpose of the
grants=in-aid of %the ravenues of the states i3 to ecualize
the standard of services, a nmeasure of inequality ip tho
grant per head may ba built io the federsl grants depsnding
upon the rliscel needs of the states and thelr taxaple
capacitﬁ. They may Lo unconditionai, that i3, not attached
to any specific purpoze and there may not be other condltions
as to how they should be Spentis In the cate of conditional
grants purroses are attacked 'and tnore may also vo matching
pzovis%ggg to ensure that the states wﬁgﬁiﬁ a part of the
cost?,

In the Aserican federal polity, winere ihe
system of grauts~in-2id has perbhaps played the most
signifvicant role in “balancing thoe finopclal positicn of
various units of gov?§g§ent" than any otber foderzl politiesl
sgt=up of the world, grants-in=-2id aro usually
categorised in Gtwo ways by e moans administered; Tor
exsmple, “formula grants® (grenis allocated to recipients

specificd by a statute) as opposed to "project gronts?

- .‘.a?. on
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(allocated on a case~by-case basis)y or by the conditions
attached to their use, If granis are categorised by csn?iégian
with respect to usey four basi¢ types can be ldentified:s

(1) Catogoricsl (or conditional) matching grants,
open~ond. Thesz grants offering limited use for specified
objectives =~ pregquire tho recipiont to matech g fyaction of
the grant, HNo upper limlt 1s posed to the offeringe

(2) Categorical (or conditionsl) matehing grants,
closed=end, These grants are in the same category as tho
sbove, except that them :!.s an upper limit to the offer,

(33 cahagorical “(or aanditinnal) grants; no matching,
closed=ends These are grants 1im5.ted to use for a specified
cblective or determincd magniinde for waich no matching on the
part of the recipient is requireds

(4) Coneral unconditional grants 7This i3 a2 grant
in vhich the recipient 1s froe &0 use the funds as desiped,
For t¢h18 no matching Provision is required.(

The grants which are made by the anational
goverment to the unit governments may be absolutely
unconditional or relatiwvely unconditional. “If the
unconditiongl grants aye given to the unit governments
roegularly without attaching sny condition whatscever elthsr
for receiving or for using that grant noney, they become

.l.g...
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ahsolutely unconditional. Eut if unconditionsl grants are
nade by the rational gowvernment to the unit governments by
attaching some conditions for qualifying or entitling thenm
to receive the grantsy they become relatively unconditionsl,
In thils cas?, conditions are attached only at the receiving
ond, and thet 1s ell, If conditions are attached fer using
the grants, then they become conditlional grants,®
Gonditional or Rtied” grants have grown in importance in
203t of the federal Systems on gcceount of their effectiveness
in achleving many roliey objac:tives. These conditional grants
are called by different nans s such ~as "functional®™ grants,
a8 they are made to promote particular funetions of the
Tecipient govemments, tspecific purpose® grants, 88 they are
rade {0 be used for spocifled purposes, and "plan® grants,
as they are intended for undermh:ix;g &eve;opment projecta.
Conditional grants mey be divided into "patching” and
“nonematching® grantse In the case of the former the recelving
govornmont 1s required o mateh the amount of grant by its
oun contribution for the purpose for which conditional matching
grant I8 given and in the sceond case, this matching
requirement is absent, (24) "Open~end? and Yelosed-end® grants
are in fect two varieties of conditioral matching grantss
the method of keoping the contribuiion of the national
veedFeee
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government open to any smount provided the unlt governments
are prepsred to patch 1%, i3 called open=end conditional
natching grané and vheres the conditionsl metching grant
provided by the national goverament 1S fixed or limitea

or subject to an upper-linmit, 4%t is known as closed-end
conditional matching grant. (28) Again, conditional grants
nay teke the forms of “ixed" matching conditional gronts
or "variable" matching conditionsl grants, In the case of
Tixed matctﬁ.ng conditdonal grants the pational government
may provide a uniforply fixed proportion of the total costs
of all the functions o purposes 1t wants to promote ip all
the constituent uniis or it may provide a unifornly fixed
proportion of some cost of all the function or purposes it
wants to promote in a&ll constituent units or it may provide
un:lformiy fixed proportion of matching conditional grants to
@21 the constitvent units without relating to the functions
promoted or bothe Bub in the ecase of variable matehing
conditional grentsy it may provide varylng proportion of the
total costs of different functions it wants to promote in all
the constituent units or it may vary its grants between
functions as woll as between coanstituent unita.(%) Both
unconditional and conddtionsl grants=in-ald are justified
for g long time as effective means of reducing vertical and

(27)
horizontal fiscal imbslancees in & federation.
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Unconditional grants are geserally uprosed to

be in keeping with federal principles becauSe thoy enable the
| states to supply services according to
Fasise | their spocial needs. Since the country
1 is heterogensous, the 3tatos may not

agree either to the purposs for vhich the grants nay be
spent or as to ths standard of expenditure. DBecause thelr
needs diffeyr, the steies wlll want grants without strings,
Horeover, the fact that under tho constitution the states
nave original powers, will enzble them to demand that the
purpose of expenditure will be dotermined by themselves, (28)

It grants are conditlongl, they are uauﬂiy
givén for specific purroses, These Specific purpose grants
are justifisd oa grounds of (1) the defielency of states®
resources in relation to functionsy (2) the copcern of the
federsl government in Sceing thet welfare services (e.g.
eﬂuea'tion, heslth etce.) ané developmentol activities (8.gey
roads) are maintained 2t & corteln minimum stonderd
throughout the countrys (3) the interest of the federal
government in developing some activities which Stete
Covernmentsy left to themselves, might neglect (eugey
unemployment insurancey Socisl sscurity otc.)s (4) the
possibilisy of improving the qunlity of perxformance in the
sphere of scclazl sorvices, owing %o the supericr technical

eneSlees
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advice avallasble to the higher lowel of governments and

(5) the desirsbility of some co=prdination of standards which
can be achieved thamby.“‘eg}

Some of the clrcumstances under which

grants=in-aid may become necessary are ¢ the extromely low
per capita income in cortain areas of the country ard the need
to bring them at per with otherss the laek of plenning in urban
areas because of haphazard grovth le;u}ing to rroblems in public
health, sonitation efc., and the moed to rectify thems the
extremely 1inited ani narroty tex-base in core areas as & result
of which the state or the loeal muthority becomes unable to
ralse enough resources by taxations tho insbility of the state
or locel authorities to ralse funds at economical ratss and high
overhead costs due t0 heavy burden of debtag and, the cases
where the respensibiiitios of the loecal or state authorities

to rendsr services are not matched with adequate fiscal
capacity, Besides, anothor factor thaet hsS given epnormous
impotus to the system of grants-ine-eid 15 the realisation by the
people that the goveramental authorities which are most suited
to adninister public ssrvices are not always the best to ralss
revamues to implerent these services, Fronm the standpoint of
afficiency, effectivonoss and porular eontrol it dces not
nocessarily follow that financial responsibility. should always

be coupled with executive responsibilities and,therefore,
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eovernzental functions should be assigned to those

agencies vhich can nost effectively and efficiently perform
them and the functlon of collecting revenue to those
sgoneles of dovernment which are capable of colleét:lng ad
asgeasing thome wmfﬁm&, the rationale of the systen of
Zedersl grants 1s to be found in the fact that paucity of

~ funds in g particular area should not be responsible for
keeping that area pernanently noor and that thero gre some
gervices vhich, thcmgh of regional naturs snd interest, may
have imporiance from the nationsl view point and vhich,
therefcre, derand attention from the federal government,

vfederal grants for spocific purposes (i.e.,
conditjAOnaI) or gencral ald (l.e.y unconditional grant) are
superiuposed upon the gersral schepe of federal Tinance
adopted in the Constitution® sSeys an eninent writer, and he
continuositsuch grantsS overcore State-federal disegqnilibrium
of resources resvliing frox the constitutlional exmngemahts
(1.0e4 vertical imbolesnecel, f%hey are, thorefore, morginal
adjustments, They chould glso ke usad 0 overcome inter-
state disequilibrinm which results {rom regional heterogeneity
(horizontal imbalence). In order to pmeximize national velfare
such grants shonld be based on some eriterion of need gnd
would obvicusly be diseriminatory. Orants for specific
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purposss, wvhen bésed oo Some criterion of needy are deubly
effective in bringing about inter-state equilibrlum il the
purposes gseleected are such that greater benefit goss to

more needy states, The besis of dotermining needs shoudlld not
be arbitrary but must be definite and precise in order to
a70id inter-state jealousies and pollitical bargaining., It
must L& based upon Some simple and workable principle so that
it can be emsily edopited in glloecating grants."(al)

Per capita income may be treated as a
reasonably edequate measure of the relative ecoromic cspacity
of the states, although thore are difficulties in edopting
thems as they ignore differences in costs of living and
variations in ths Afistribution oﬁ‘.income.caz) The
Rehru~Adarkar Report can to the conclusion that in the
allocation of grants the {fullest consideration will have to
be given to all relevant factors, including the sizo of the
population, wealth ¢of natural rosources, the existing
backtwardness of the areas concerndd, the geographical doensity
of population, the per capita ineame and wealth of the
paoples of the provinoes, and thelr basle naedso(sa) To R.le
Bhargava, the deficicncies of por capita income 85 8 mAacurs
to judpge maletilve écanﬁmic capacity of the Statesy do nok
seen to earry much woignt, while o allow for all the factors

rentioned in the Nehru-Adarikcar Heport will need So many
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-corrections and aﬂduigtnen'bs 23 %0 moke the finsl index of meed
too arbitrary and hence he considers thet the per capita income
figures, along with total population, after making some
allouance for aparsii;y of populstion, will give & reasonably
gatisfactory indéx f&r 2llocating grants, sSo that the
allocations may tend to achieve the maximum inerease of
ntional welfaré.w&) It can not be denied that the per capita
iucoxe and population figures, a% also those of sparsity of -
‘populations (indicated by density of populstion figures) are
aasily available and these are @imple snd easy to grasp but 1t
13.‘]3%9383“ to consider totgl population, othervise a vory
small -state vwith a vory lov per eapita income may recoiwve ruch
more gid then otheyuise Jusf;ifiéd ard soxe allowance for
sparsity of pepulation is necossary, "Ine por cepita income
firures indleate the eeonomice backwardness or progress of the
differsnt arsas, s egricultural end ipdustriel production
vhich depends upon economic dovelopment is reflected in them.
In economicelly developed sreas there is higher production arnd,
consaquently, higher per capito ineoxze. It 15 true that the
ecost of providing government serwviceS varies from state to state,
Usuglly those eosts will bo low vhore the price lovel is lower,
With the louver price lewvel the total production of wezlth in
that area will 2lso bte valued lower in conatary terms, and,
therefore, per capita income will also be lower., In this vay
the cost of providing services 15 indirectly reflected in the .
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per capita income indicas, So slso is the effect of the
wedl th of the people or the advantages of natural rescurces,
in so far as they assist {o produce largar incomes, There
is no need to take any Separate seceount of differences due
to them-‘aS)
In India, the First Finance Commission in its
Heport in 1952, after making a survey of the evolution of
grants~in=ald in Indla and other countries of the world
4 enllstsd some major principles
Egélggfif ggmgrants | or eriteria that should determine
features, ,
the quantum of grents=-in-alds
(1) budgetary needs of the Statés, subjeet to suitable
corrections to ensure coxpatibility with othersy (41) tax
offort of a Stato-allowance baing made for "clear cases”
of feilure of 2 Statg to help 1tself by imposing higher
taxationy (11i) econcmy in cxpenditure by a State = this
being considsred necessary t awid introducing a premium
on extravagances (iv) standards of social serviess which
may be of inforior type arising from specisl difficulties
such aes Sparsity of population or economic backwardnesss
(v) disabilities arising from special obligations of national
conecern, such as, conssquences of Ypartition®s (vi) broad
purposes of naticmal imporfance should be encouraged =

gronts may be given to further any beneficlent service of
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primary importance in regerd to which it i8 in the nationsl
interest nocessary to assist the less advanced states o ge
forward. (3e) Az mgardﬂ the relative role of uncorditional
and conditionsl granis in the sehenme of financisl c39ictance
by the federal authority, the First Finanes Gommission

admi tted that, "there 13 no elesr lead in the experience of
other federations, thore being.no Single system of univorsal
applicability in rogard to this sector of federal finsncial
relatlons. It appears that cach country has tried to find
for itgelf the systom or combination of sSystons that bost
fits the facts of it political, economic and edministrative
conditions,"” 37 and hence this Commission helieves that
Yhoth the methods of conditionsl and unconditionsl graats
should have their part to play in the schepe of assistance
by the Centre, Unconditicnal grants should reinforce the
gensrsl resources of the State Governments, which they would
be free to allocabs anong competing purposes ascording to
theip best Jjudgoment, subject to the usual administrative
and parliamentory checks, Crants for broad purposes may be
given to stirmlato the expansion of particular catogories
of sarvices rather than specificd schemes umder those
caﬁegomes“.(ag} The principles governing distribubtion of
grants-in-aid prescribed by the First Finance Commission
have been coz(agﬂén)iered unezcaepiionable by subssquent Flnance
Commissions, gl though each of the Comissions nade
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necessary wodification? in its approach. The® Report of
the Scventh Finstrico Commission in 1978, howawer, in
rocoumending 1ts principles that should govern the
distribution of statutory gronts under Art.275 lays down s
"Ys have given attention to tho prineiples vhich should
govern the grants-in~ald of tho reverpu2s of the States under
Article 275, A oet of prindipias was adopted by the First
Commission, 7These were broadly endorzed by subzaguent
conmissions. Some of those principles were more in the nature
of guidelines for the internal work in the Conzissions in
the matter of re-assossment of the revenue forecasts of the
States, Saze related to areas vhich have since then become
clearly established as being within the purview of the
Planning Commissions The later Finmnes Commissicns also had
saricus di,ffieul ties in the application of soce of thase
principles, for instance, meassurement of tbe effacts of
sconomy and efficiency in expendliture or asssaszent of the
cozmparative tax efforts of the States: under the present
clrcumstaneés iécarding io this Conmission 3

“(a) Grants-ineaid msy, in the £irst place, he ziven %o
States to cnable tht?m'-to cover fiscal geps, Af any are left
aftor devolution of taxes and duties, so as to spable them to
maintain the levels of existing Services in the meruer
considered desirsble .Lyad and built in their revenus
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forecasts. In this connsctlion consideragtion should be given

to the tax effort made by the individusl States in xirx relation
to targets for the Flan, %o econony in expenditure consistent
with efficiency and to prudent management of rublic sector

enterprises,

(b) Grants~in=aid mey be® made as correctives intended to
narrow, as far as possible, disparities in the availability of
various administrative and socinl services between the develorped
and the less developed States, the object being thst every
citizon, irrespective of the State boundaries within which he
11ves, 1¢ provided with certain basic national minlmmn standards
of such ssrvices, Vhile the long term objective may be Lo
provide to each citizen these services at the levels obtalning
in the most advanced siadesy due regard should bz haed to the
feasibility of upgreding these standards in the shorter term.

{¢) Grants=in-nid may also be glven to individual States
to enable then to moel specigl burdens on thelr finences bsczuse
of their poculiar circumstances or matters of national concarn"féo)
Turning to the contre-state transfors under the auspices of the
Planning Commissiony this Finance Commission Suggests that the
Gentral Assistance for the State Plans in Indla 43 4o be made in
accordance with 2 formula settled in ths National Dewelornnent
Council in vhich ell the States particiyate;(él)

On the whole, the"atisinment of broad objectives like

growth of national income, price sStability, full employmsnt and
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socisl security and welfare by vhich the centre will be Judged
1s dependent to a Iarge extent on the States' willingness and
2bll4ty to pursue propér courses of action in their own Spheres,
Education, medicine, healihy poor relief, local employuent
exchange otc, need close loepl supervicion, Sympathy and
intemst‘ 80 &8s t‘e be £i% Subjects for State operation. On the
other hand, technieal end vocational education, control of
infactioms diseagoes, unemployment insurance, are mabiers in
vhich the ceptre would be uirgalg Intorestod seevees  ocescss
Reeearch and experimentation in may matters are costly and
exchange ¢f information, eeoreiimtion of policios etc, can
best be done at the central -‘leml“,.(ég) Therefore, it is
easily understandable that -"fo induce the States to follow
entimsiastically the contral policy the latter find very
usefﬁl the method of conditionsl grents which are used te
combine advantages of national planning and locel interest
and administration in matters left generslly o Shatefececes
seesees The Centre has nob roecossarlily mors foresight or .
botier VASG0R esese But in nabisrs wvhere harmonization of
State indearests is essentisl, the Centre w1l have a better
vision ard parspechive seseee If tho Cenirs has a natural
surplus, it has to besndle a tachnidue in grant$ vhich cen be
easily used as an inducement for the needed uniformity and
coordination with the enthusilastic cooperation of States®, )
But there are difficulties toos "Since States hewve §o be
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largely left to perform the necesssry services, they must also
fecl interested in the efficicnt amd economical performance
of these getivities, This can only be don® on a falr matching.
basis, Insistence on cortain €chnical condltions, standards
of service, norms of performance, ete, are no substituts for
this. Further, in the absence of such provision the State
demand for Central services becomes insatiablcs“.(%)
Goﬂditional grants may help stirmiate avd initiate state
expanditute in directions vhich may have no spontaneous appeal
to th@ Statess if the directions ara well chosen this is always
welcome but vhon they cover a wlde fleld, they may bring
sbout & d18tortion of State resource allocation widely out
of line with States' neceds and tostSe And henmee the
possibilities of States being able to develop themselwes
in diverse way2 in different directlons secording to their
rasources, requiremonts and prefercaces, which 1s the esaenece
of a federal system, will bz thwarted, a8 Pressures
rosul ting from conditions abtached to grants may result in
unsound petheds of financing, ospeclislly im backward States,
which left to thomselves might not hawve spent much out of
their oun rescurces on assisied schemes and wvhich ars now
Jed to spend nuch more neglecting their most essential duties
which are not assisted.(%) Howavwsr, it may scmetlipes be
possible to remedy this situation partislliy by prescribing
different rates of contral assistance for Qifferent Giates,
seeSlsee



wi 6l s=

but theze are limits to the extent of Centrsl grant; ithe

ghere of the States must romein substantial 4f the incentive
to econopice 1z to remain apd this may prove sxeessive for the
poorer States, te?)

Uncondltionsl grants, unlike conditionzl ones,
have a8 two=fold objective s the unite of a fedoral cystom have
differant levels of cconomic prosperity, and thoy, thersiore,

| can affced different lavels of service
Unconditlonal for their oun peopleg at the sametine,
orantss 1t i3 pot desirable for the interest of
the nation as a whole ¢hat more than & certain extent of
disparities in Stato serviceas {or, a5 a matier of faci Stats
1ncqz:es) be sllowed to persiste Equalz'cy of oppordunity 18 a
basic requirencnt in 3 netion and thi= demands a particular
lovel of State as well as federsl services, Free trade wiith the
entire territories, fresdom for persons to trawel and setile
down in any port of the countrys and to imrsue sny business
or wvocation without enercachment are pegarded as essential
foaturas of a federal type of polity. it 1s nocessary (o ensure
that these arrangoments not only work in nastional interests as a
whole, but olso in long term intorasts of the reglonal unlts
and Ao not lead to the aggravation of regionsl inequalitiess
they must result in noiional cconomic integration. Common
federgl taxes and services, expansion of defence functions and
services for internaotionsl relations ete. account for élavatioa

of standard of governmontal sctivities, The national
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government must, therofores run o the rescus of the poorer
‘states for creating = Common Servico=standard, and the best

way of ensuring this would be through grants-ine-aid., I the
units ar2 interested in ani under prossure to Supply soms
zerygleces, in any cases tho only barrier being the abillity to pay,
unconditional grants will do the job of equalization much batter
than conditional grants withoul making any sexrlious devlation

to the existing "sharing rule", Ihess would also leave enough
fresodom to the unit-governments {o follow their own pecds and
tastes in detall, Unconditional grants, in a way thus, may be
considernd as bvetter balancing deviee (along with tex-sharing)
and -a-better panacea to the chronic delemma between necds and
-power to gather money from own rosources= that all unlie-
govgznments facepy(és)

Indeed, two Specifih.grqunds are generally
provided a2 justifications for the existence of ﬁnconditional
grants as a type of federagl fiscal transfer intended to reduce
vortical and/or, horizontsl federal imbalances of power., First,
it 15 arguod that a1l citizens of a federation should be
provided with 8 uniforn minirmun level of public sorvices
irrespoctlive of the constituent unilf in vhich they live, Zhis
requires that all the units must render more or less the same
uniforn miniwum level of public servicos - mostly of the nature

1ike nmaintenence of leaw and ordsr, éﬂministering Justice,
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general adrinistration snd so on, Eut vertical and korizontal
fiscal imbalances may prevent the units from providing a
reasonablsr fair level of public services and hence the

nationgl government is requirsd to make assistance of

finanzigl nature, It is better to provide unconditicnal grants
to the units for this purpose leaving the units fres to allocate
these among various public Services depending upon their
relative prefersnces, In the Seconmd place, it is said that

in a wlfare State, all citlizens of federal community,
irrespective of thelr residentical region, must be provided

¥1lth certain mirimum quota of "morit goods", vir., educatlion,
bealthy housing facility otcse In a federal set-up most of

the funetions rslating to the supply of merit goods are generally
assigned to the unit governments on grounds of administrative
efficiency, although, not all the units may be in a position

to provide them due to lack of funds, Therefore, recpon’ibility
rasts on the nationsl governrments to give financial assistance
to the units so that they may bs enabled to render these
socliolly desirable mintrun quantity of merit gools,
ﬂﬁconﬁitional graats are consldared best Suited for the purpose,
since, this leavaes the governzents of the unitys to design

the supply of the merit poods consistent with varying tastea,
preferances &nd noeds of different constituent units, However,
unconditional grants £or ensuring minimum quantity of gereral
merit goods have got 10 be dlstinguished from the conditlional
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grants meant for providing specific merit goods with a viev to
protaocting the interests of minorities in a federation @.z-,

2 state like Uttaﬁ Pradesh may spend the grant on Bindi education
ignoring the m}noritj"s noed for Urdue In such a situation a

- conditional grent for the upliftzent of Urdu cducation is
JuStifj.ed} However, there mey be Some practical objections

{from fiscal standpoint) to such grants: (a) when unconditional
grants are provided side by side with conditionsal grants for

the sane broad purpos2 - e “pil;ng-up" of grants may result in,
But 1Y unconditionsl granis for genral purpose of equalizing
eortain essentia’ public services and merlt goods are separated
from conditional gronts for only catering to the specific
nerit-good nceds of the minority in sll the units of a federal
system (as exemplified above) = this problem may b2 avoldeds

(b 4f these unconditional grants are made with a view to
ejualizing the revenues avallable to cach constituent unit -

the intonded purpose rmay remaln unachieved, because, this method
assumes that the demand for publiec services and merit goods is
equal in all the uniis and glso that the supply of these
essantial public services and merit goods required 4o equalizs
then in the vhole foderation is equal in all the upits, These
assunptions tnherent in “revonue cgualizstion® method of providing
unconiitionsl grants are of doubtful validity. again, the States
recelving the grants, may not use them {o increase public sServices,
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but suistitute them for own ﬂﬁa‘nm and hence “reduce taxes®,
The result will then be o redistritution.of dispossble private
income botween rogions, Such zedistribution may be regressive
in offect betuoen units which como3 in conflict with the very
objective of horizontsl federal fiscel equplization, Thus, it
1s suggested that unconditional grants intandad for horizontal
enualization of essenticl public sarvices and merit goods should
' be made on the bpSis of the rolative 'fiscal naeds® of the
constitueont upnlts, The gfore mentloned practical objections
may bhe remedled by providing unconditional grants on the hasis
of fiscal reed = vhich may be stated in a simple vay %o be
equivalent to an Yobjectively determinsd expeniiture needs
mﬁnus roeverue means', Unconditionsl grants on fiscal need
basiag .negegéitates? the services of an advisory Yexpert body to
datemina"t-kwimihm}m lovel of ossentis! public serviees and
merit geods to e _p':f*g:_viqad, to estimate the fiscal nseds of the

: (49)
units and to recommend the required amount of grants-inesid,

- P

chara those fiscal
tremsfers made by the nationsl gawmmanni%g- the unifs with

| certain conditions attached
%35:%%5’.“’”“1 | including some matching selfeeffort

In conditional grants = whi

and some atandards of &esign and -
administration of the programme for which the gronts are given -
the emphasis 48 placed more on the objective of
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achieving efficiency in the gllocation of fedoral fiscal
respuress in the naticonsl econcoy of a federal political systies,
These conditionel grants are justified on some specific grounds
for rodusing distortions 4n tho efficient allocation of

national rescurces in & federations for providing soms minimms
lovel of mordt goods to &1l cltizens of a federations for
providing relief to those vwho would Le sdversd y affected by
unforaseen naturil dovasgatlonsy for pronoting certain mationally
important activities in generaly apd for promoting economic
development of the wimléf country in particulsyr. IThere is no
gainsaying the fact that these ere all e conomic Justifications
by nature, but it 13 olso wellknown that a federal system 13
both & political and a1 ¢conomic organlization and hence economic
inplications of those justifisations for grants must not lose
sight of i1ts polifical u}gggngmgs which are Ix almest inhérent
An those justifications,

Conditional grants increcase the resources
availakle to the recipient unit government and encourage expansion
of thelir expepditures for which the grant 1s made, But they
pay or may not reduce thelr expenditures on other none-alided
pPTOgrezmt8. Khether conditicral grants encourage the unit
governzments to hold constant, reduce or increase tieir own
rovarmes depend upon the nature of the fonditlonal grants =
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matching or non-matching grantse Cenorally, these conditional
grants oncourgge the functions of natlonal importasce and thereby
benefit the whole namiion, Againm, they stimulate tus interests
of the component veiita and tholy expenditure in matiars in which
tha entire nation ho3 considerable interest. But Some objections
to those grants sgems to bte well founded, Conditiongl grants
are opposed on grounds ¢ that notlonsl government tries to
interfers into and dictate policies over ceriain fields which
£all within the jurisdictions of the unit governments which

mey amount t0 a curb on the fimenciasl and politicsl sutonomy
and-centralization or t1liing of federsl belanee of power in
Tavour of the centrej that, these pgrants may result 4n unsven

or inefficient distribution of unif governwents' expenditure
asong thelir functions and thus 1% may distort the unit
governments' budgety:y policless and, that by compelling the
grant raceiving units to mateh the smount of gront Ly thelr own
eontrivution, tho ésnﬁitional grants oay presglt in regressive
finanelal transfors s3 between Sconomically unsqual units 4n =
federation - they become regressive not morely in the sense

that those unit governments vhich can afford matching
contributions receive wore grants than those which can not
afford the matehing requirement, but &lso that those unit
governments which are badly in nced of grants will have to resort
o -regressive types of revonuea in oxder tomise matching
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Tevenues to avall themselves of tho conditional grants. This
can he avoided, howsvery, If conditlonal grants are in the form
ol closed=-end verying matching grants, (51)

Ihe ovarall advantapges and disadventages of the
| ‘éySién'; of grants-in~-aid are rpany and diversified, This has
alrsady been revealed from the discussion
nmade abovo, Stil) specifie factors of

Pros, 4n4 Cons,.

real importance may be pinpointed here @

PGrents=in-aid" may help preserve a greatg
measure of 21 f=governront,. _Ii;_;:an be used as a stabikliser of
the revenues of the smaller units of gove;rnmant. in nommal
tines and as & source of revival in timé%'—;)? depression and

eNOrEency.

Grants have been responsible for the
maintenance of higher gtandards of performance by the Unit
Covernments than would have boen otherwlse,

ihis mechanism has established the zound
principle thnt the governpental authorities bhest sulted to
collect taxes on a nationgl scale are not always'the best
suited to use the proceeds of such taxes, 52) 1t provides a
significant and useful device by which the nationsal, statle and
local povernments may cooparate in providing services of varied
nature and importance and 1t may also enable the fedoral
government to implement national polleies without duplicating
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and éo?;gg‘aing wlth sServices pﬁovlﬁeﬂ by the suthorities of the

Units,. This moy facilitale the exercise of certaln moasures
of federel control as well a8 eaovﬁixz?t‘ign ovar sssential
5

wlfare sSsrvices on & national scale.

. Major disadventagos of grants-in=aid {(elahorately
nenticned in the discussion that precedes) are as followd:

Grent programy

& may be excessively rigidé srd
not anenable to modifications when needed, mnd thereby make 1t
difficult to transfer funis to projects thet are most useful

to the receiving authorities, The econditions attached to the
grants nay often be such that they give too much arbitrary powers
to the officials of the grents-giving dopartments. Zho matching
provisions scmetimes tond %o strain the economies of the pporer
states o unlts because of their concentration on projects
assoclated with grants in order to qualify to recelve themy

The grants are beyond the budgetary control of tho receiving
authorities in most of the cased, Conditlonal granio a:-é
considered as deviees of infriugenent upon the antonomy of the
unit governmonts in a federatlion, ‘

Kotwithstending the presence of saveral
eriticisms and contradictory views, the fact remeins that the
system of grants<in=-ald hags coxe to stay snd 1€ has becomd &
regular feature in the various systems of financial a:.z?:r.-angemem;?ss)|
in almost all the countrles of the world having @ federal set-up,
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In Indiey 55 in many other countries, grants-in-ajd have 2
cleay basis in the provisions of the consStitution itself.

With regard to the forms of grants-ineald
and their suitability, 1t is ofton argued that the comditional
gmﬁéé £it4 into tho doctrine of "financiel responsibility” -
but the fear that the unconditional grant 1eads to extravagance
and vaste 18 not always corrects Uhen such grants ars fop
general ald ths burden of state extravegance falls directly
on i%s own people, The phincinle behind the unconditional grants
racognises thé fact that needs of different states way vary
and each of them ought to he fred o incur expenditure in
porforming its functions in the ranner most suited to the
region concerned, Hhen.tﬁere are deep=rooted reasons for
diversity, uniform conditions are not suitable for 21l the
states. The federal object 15 not that the alded service is
rendered uniforaly but that a desirable stendard 13 maintained
4n the provision of that servico. Within this 1limit there is
a considerable Scope for diversiiy in the provision of the
service in accordance with regionsl noeds, Conditional grants
alse poses the problem of seclection of the sctivity which should
racolive fedoral ald, Uften thero sre regional pulls for the
selection, The statas try $o have thoss activities subsidiged
by the natlonal government in which their own regions are mone
interested, Vhoere such bargalning resulis in the selection of
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activities from which eonparatively Irieher areas vill bepofit
nore = the grants tend to worsen the inter-state disequilibrium,
that 1s, disrupts horizontal balance of powar, (56) Basides,
experience “in the leading federations have shown that the
irritating conditions involved in Specific grents are tolerated
only urider exceptional elircumstances which defy merginal solution.
Hevertheless, 1t is easily understoocd thot the spirit of
cooperation is best promoted through mutual trust raiher than
by mutual suspicion, From this point of view, unconditional
grants, determined on an o‘bjecéiva basis appear to be the most
suitable 1o the new federations where sub-natlonal currents
are -8%111 runeing st,rcng.“(s'?) Howsvery in terms of economie
policy inmpliecations of the fedorel fiscal transfers or from
the st{and-point of the national governzent providing assisiznce
to the unit governments, *Conditional grants éra suparior to
unconditionsl grants as the former enable the national
governments to prorote more than-one objective at a t:lna:’(sm
Articles £734875,272 and 282 of the Constitution
of India deal with grants=in-aid Out of these, Art,273
dealing with grants to four jute producing States have become
virtuelly obsolete from 1860, Art.278 which originally dealt
with, inter alia, grants to Part B States, wes repeslcd by the
Constitution (Seventh) Avendmont Act, 1956, Thus any
d4scussion on the system of federal grants in Indie should

L X ] .72. 0;.
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concentrate, in the wmoin, avound Articles 275 and m&(sg}

Srants that ;lem being given under Articles 273
and 278 and grante thet are now given under 4r$.275 on the
recormendations of ¢the Finance Commissions are unconditional
grants, iggg).e those which are maée under &rt!.cle 282 are
spaclific, that §3, conditional by mature, But befors one
entersinto those provisions of the Constitution of India, %
is desirghle Ome ww 0 look into the system of granta-ineaid
pravalent in major fedoral systoms of the world.
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